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REPORT. · 

'i'o the Right Honourable Sir Samuel Hoare, Bt., 
G.C.S.l. , G.B.E., C.M.G., , l\(P., -

His i\Iajcsty 's Secretary of Stat~ fo1; fodia. 

\Ve ha Ye the honour to submit our ,Report on the questions referred 
to us in the follo,dng terms :-

" The Joint Select Committee of Parliament on Indian Consti­
tutional Reform having recommended that Burma should 
be separated from India and that early steps should be taken 
for the determ_ination by a~ impartial Tribunal of the princi­
ples of an equitable apport10nment between the two countries 
of assets and liabilities, 

The Tribunal are r<!quested--

(1) to advise as to the basis on which a just financial settlement 
between the Government of India and the Government of 
Bnrma when separated should be made ; 

(2) to indicate-

{,£) how their findings under the first Term of Reference should 
be applied to the position resulting from the provisions 
in the Government of India Bill ( 1935) for allocating to 
the Government of one country or t.he other the possession 
and control of certain property and for imposing certain 
legal liabilities on the revenues of one country or the 
other ; and 

(ii) so far as practicable the financial consequences of such 
application ; and 

(3) to advise. in the light of the findings under- the First and 
Second Terms, as to the lines on, and the method by which 
a completP financial settlement may be achieved between the 
Governments of India and Burma in respect of assets and 
liabilities existing at the elate of separation." ·· 

2. A preliminary investigation of the problem was made in 1930 by 
Sir Henry Howard, K.C.I.E., C.S.I., and Mr. J. C. Nixon, C.I.E., whose 
~:lemorandum on the subject contains much valuable information and has 
been of the greatest assistance to us throughout our investigation. The 
figures in this Memorandum relate to the 31st March 1930. We have, 
however, been supplied ,vith revised figures relating to the 31st March 
1933, the latest date for which complete accounts are available, and it is 
the latter figures which we have in the main employed to illustrate the 
application of the principles which we recommend. In certain cases, 
where it has appeared that material changes in the nature or relative im­
portance of the items calling for consideration were possible or probable, 
we have found it necessary to examine in addition the estimates of later 
years. 
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3. The views of the Government of India have been placed before us 
by Mr. J. C. Nixon, C.I.E., and those of the Government of Burma by 
Sir Henry Howard, K.C.I.E., C.S.I., Sir Samuel Smyth, ILG.LE., C.S.l., 
and Mr. T. Lister, C.1.E. In addition to furnishing us with reasoned 
statements on behalf of their respective Governments, these gentlemen 
have supplied, at our request, much detailed statistical matter bearing on 
the question at issue, and we wish to express our appreciation of the 
ability with which they have presented and defended their cases and of 
the invaluable assistance which they haYe rendered us in the discharge of 
our task. 

-!. In addition to the facts and arguments laid before us by the 
representatives, we have carefully considered, inter a-l1"a, the undermen­
ti0ned documents :-

'£,he Report of the Standing Finance Committee of the Indian 
Legislature, laid before the Legislative Assembly on 18th March 
1932, and the debates thereon. 

The Report of the Finance Committee of the Burina Legislative 
Council and the Government of Burma's Memorandum thereon. 

;'j_ vYe proceed to deal with the questions submitte.d to us under the 
sen.·ral heads of our terms of reference. 

'l'IIE BASTS OF SETTLEMENT. 

fi. ender the first head of our terms of reference we are asked to 
.advise as to the basis on which a just financial settlement should be made 
uclween the Government of India and the Government of Burma when 
a1:.parated. 

7. 'l'be principle advanced by the representatives of Burma is based 
on the theory that the present relation between India and Burma is t-hat 
of an administrative partnership between two distinct governments. They 
envisage separation as the reverse of the process which would occur should 
two such governments _mutually agree to unite and replace their separate 
allministrations by a smgle government con1mon to both. In such a case, 
t hey urge, the expenses of that government, including such accrued 
liabilities as pens10ns, would be met out of the common revenue. Con­
\·ersely, in the case of a united government divided into t,".<? portions, the 
;,eparated portions should after diYision meet the outgoings appropriate 
to 1he functions per~ormed in their respective territories, including pen­
-:ic.ns earned by service in or in respect of those territories. They c.on­
teruplate, in fact, the separation of two existing entities, hitherto joineu 
in an administrative relationship. and their continuance as going concerns. 

8. The Government of India have not, either in the case laid before 
-.;.s by their representatives or e]:.;ewhcre, committed themselves to any 
particular theoretical basis. 'l'hc method they advocate is, however, in 
practice this : they would assign to each Government a share_ of liabititirs 
<•erresponcling to the Central assets of which, for geographical or other 
reasons, it assumes pos<:es<:ion . and wo11lcl divide the balance of liahiliti,~s 
rrmainin!! in a proportitn ha ,;ed on -thr romhi ned revenu rs, Central ii11(l 
Provincial. cc,Jlecte<l in thr rrspreti,·e tc>rritnrics during some selectcc1 
1wriocl prior to separation. 
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. 9. Suggestions have been put forward from time to time by . both 
sides for the modification of the settlement in their favour on historical 
grounds. On the side of India it has been suggested that Burma should 
be responsible for the drbt causecl' by the cost of the Burma Wars ; that 
she was in the early years a deficit proYince ; and that her railways for 
many years were operated at a loss. On t.he _side of Burma it has been 
mged that taxation per head is much higher in Burma than in India ; 
that Burma has for years been contributing a sum to the Central Ex­
ehcqner greatly in excess of Central expenditure in Burma ; and that in 
spile of heavy taxation she is still the mo_st undcYeloped part in India. 

10. After careful consideration of these Yiews we have arriYed at inc 
iollowing conclusions. The existing Governnwnt of Unifecl India is not 
a partnership between two existin~ entities. Tt is a single government 
which at the dat~ of separation will g-o out of existencP. leaving behind it 
eertain assets and liabilities. lt is om task to adYist: as to the mt>thocl hy 
which these asset:;; and liabilities sbonlfl be YaluPCl at the dat e of separation 
and in what proportions the two new St.ates ,d1ich will be created by tht.' 
act of separation should hear the burden of the excess of liabilities over 
ns:;;~ts. In assessing thest> proportions we do not think it right t-0 enquire 
wnether the terms of the past association have been mutually satisfactory, 
or whether either party will gain or lose by separat.ion. Tt must, in our 
opinion , he assnmed that all taxation up to the actual elate of separation 
was imposed and all expenditure allocatrd by the common g-nwrnment in 
the common interest. 

11. The method we recommend, therefore, is that the whole of the 
ass,'lts and liabilities of the prrsent Central Government of India should 
he valuecl on lines ,d1ich "·e indicate berrafter ; that the ascertained valne 
of 1 he assets should be dednctecl from that of the liabilities ; and that 
responsibility for the balance of liabilities should be assigned to the two 
new countries in a proportion or ratio to be determined by a general con­
sideration of_ their relative financial and economic situation. The balance 
to be so divided should include t.be liability for pensians, whether in 
\.'onrse of payment at the date of separation or coming into payment 
thereafter as a result of Central service hefore separation. We hold 
pensionary payments to represent, not an item of the cost-of current goY­
rrnmental activities, but the discharge of a liability incurred in the 
course of past activities, and therefore correctly allocable in the same 
manner and in t.he same proportions as a debt outstanding at th r.. elate 
of separation. 

12. To this general principle of cliYision we propose t.hat. one ex­
ception should be made. We are advised that the Government of 
India and the present Government. of Burma have agreed that Burma 
shall. at all events at the outset. r emain within the currency system of 
the Government of India . and continue to make use of the ReserYe 
Bank of India. It ha:;; been further T1l'nposed that certain assets and 
liahilitie:;; arisinrr out of, or conne_ctNl with , the workinir of the curren<~y 
svstem and the r elations between Government and the Reserve Bank 
;lrn 1l not be di:;;trihutecl at once, hut shall be held in common by the 
two narties under a :;;pecial arrangement as to the sharing of tli<' 
re:;;nltant profits and losses. We arr rirenared. with certain rcscrvfltion". 
which wr state in n later portion of this Report. t.o accept this pro­
posal. 
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13. In the second head of our terms of reference mention is made 
of the fact that in accordance with the terms of the Bill now before 
Parliament existing physical assets, such as railways and public build­
ings, will be vested in the Government of the geographical area within 
which they are situated, while the responsibility for the discharge o~ 
the liabilities of the Central Government will likewise be allocated: 
between the two countries, the great bulk of this responsibility falling 
on continental India. The debt for which the Government of Burma. 
is liable to the Government of India will therefore be arrived at as the 
difference between the liability which Burma should assume in accord­
ance with the principles stated above and that for which she will 
actually assume direct responsibility. 

THE VALUATION OF AssETS .A.ND LIABILITIES. 

14. \Ve proceed to consider the various categories of assets and 
liabilitirs to be brought into the account. 

Our exami~ation of these could not, of necessity, be exhaustive. 
The latest published figures available to us were those for the 31st 
March 1933 ; and even in regard to these our knowledge on points of 
detail has inevitably been imperfect. Between the 31st March 1933 
and the date of separation the actual list of assets and liabilities will 
change both in composition and in the amounts of the .several items, 
and it is possible that new types will have come into being. In some 
cases we have had warning of the changes and have been abie to indicate 
how they should be dealt with ; in others we can only advise that tluiy -
should be dealt with in accordance with the general principles which 
we advocate, and which by way of illustration we have applied to the 
figures of March 1933. We indicate at a later stage the machinery by 
rnearn; of which we consider that the actual apportionmen~. of the 
liahi!ity after the elate of separat ion could appropriately be worked 
out. 

LrAmLITIES. 

15. The bulk of the liabilities consists of intcz:cst-be~ring obliga­
tion8. '\Ve proceed to consider in detail the rnr1ous 1trrns in thi,­
category. 

(a) Permanent Debt. 

16. Under this head we inclµdc all debt so described in the Finance 
an<l Revenue Accounts of the Government of India with the exception 
of the liability assumed in respect of British War Loan : that is to sa.v 
all loans, whether rupee or strrlinl!, held by the publi c, with or witho{~t 
fixed dates of redemption, and all Railway Annuities, but not Treasury 
Bills. 

17. It was proposed in the Howard-Nixon Memorandum that Per­
manent Debt should be assessed as a liability at the total nominal 
amount of its various items. This figure would, in any event, need 
amendment to allow for the interest accrued up to the date of separa­
tion ; but even if corrected in this respect, the nominal amount of the 
debt is , in our opinion, an inaccurate measure of its true burden. The 
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public clebt now includes, and must almost inevitably include on the 
date of separation, loans differing widely in regard to rates of interest 
and dates of redemption. These range from irredeemable stock with 
a rate of interest as low as 2½ pm: cent. to redeemable loans bearing 
interest at 4½, 5 or 5½ per cent. It is clear that the actual burdens 
represented by such loans may differ wi<:f_ely from their nominal 
amounts. 'l'he burden of a loan is measured not only by the sum 
payable on redemption, but also by the periodic interest payable during 
the intervening period ; and in the extreme case of an irredeemable 
loan it is the latter factor alone which has significance. 

lo. In our view, therefore, the liability attaching to all loans should 
be assessed with direct reference to the only relevant facts, namely, the 
sums payable, whether by way of principal, interest, or instalments of 
anuuity, up to the date of repayment or termination. \Ve recommend 
that these .. sums should severally be reduced, by the operation of dis­
count at a uniform rate, to equivalent values at the elate of separation, 
and that the total of these values should be taken to be the liability at 
that date. 

19. 'l'he application of this method involves the assumption, in cer­
tain cases, of the date of redemption of the loan ; und in all cases of the 
rate of interest at which future payments are to be discounted. The 
determination of the date of redemption should present little difficulty. 
It is a sufliciently correct assumption, where optional elates are available. 
to assume that redemption will take place at the earliest if the loan 
stands above par and at the latest if it stands below. With regard to 
the rate of interest, we consider that it should represent the average 
yield, over a period of two years preceding the date of separation, of 
thP. rupee and sterling securities of the Government of [ndia with an 
unexpired currency, reckoned up to the probable date of redemption, 
of l 5 years or more. 'l'his vield could conYenientlv be reclnre<1 in the 
first i~stance from the reco;decl prices on a fixed ·date in each ,nonth, 
nncl th<' result ronm1ecl to the nearest quarter of 1 per cent. The rate 
su determined ca11. appropriately be employed in another connection, 
namely, for the calculation of the interest to be paid hy Burma on her 
obli1.ration to the Government of India. · 

20. Inasmuch as it may appear that the use of an estimated rate 
introduces an arbitrary element into the assessment of Burma's liabilitv. 
it may be pointed 01.1t that a variation of the rate operates o'i1 the 
annual charge against Burma in two directions which are to some extent 
compensatory. An increase of the rate, for instance, diminishes t.hc: 
present valu~ o! . the total ~iability and in consequence the proportion 
of the net hab1hty for winch Bnrma is responsible ; the net elL('et, 
therefore, is that she becomes liable for a higher rate of interrst on a 
smaller debt. Conversely,. a reduction of the rate of interest used in 
tbP, calculation increases the present value of the total liability and 
Burma consequently becomes responsible for a lower rate of interest 
on a larger debt. In an appendix to this Report we give estimates of 
her liability compiled to the best of our ability on the information uvaH­
able as to the figures of the 31st March 1933, using for the valuati•m of 
the debt rates of 3¼, 3½ and 3¼ per cent. It will be seen that the interest . 
charge~ differ in these three eases by comparatively insignifi~ant 
amonut.s. 
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(b) British Wai· Loan. 
I 

21. The liability assumed by the Indian Go,,crnment for tlie service 
of a definite portion of the British \Var Loan differs from that attach­
ing to Indian loans inasmuch as instalments of interest have, for the 
present, been discontinued in accorclancl' with general arrangements 
for the suspension of war payments and the sums payable in future are, 
therefore, uncertain. \Ve recommend that Burma should be directly 
re~ponsible to the British Government for her appropriate share, in 
accordance with the ratio which we reco111111cnd hereafter, of any future 
payments of principal or interest. This recommendation ncccl not , nf 
:~'.mrsc. preclude Jrnlifi from makin~ the pa?ment on brhalf of Burma by 
1irntual arrangement. 

( c) Treas1iry Bills. 
, •. 

22. 'freasnry Bills should i 11 0111· op1111011 he yal11NI at issu\' price 
pins accrued discount to the date of separation. 

(d) Cash Certificates. 

23. Cash Certificates should tw valued at issue price plus bonus 
aec1·ued at the date of separation. 

(e) Post Offi,·r Savings Bauk Deposits. 

(f) 1Jala11ns of Family Pension Punds. 

(g) Brtlm11·".<: o_l Provident Funds. 

( h) Special !,om1s a nrl Treasu.ry N ates. 

(i) Provincial Tfolances on which Interest is payable. 

(.i) Sinkin[t Funds fr,r Loa-ns granted to local Bodies. 

24. \Ve w,sumc that the date of separation will coi11cirlc with the date 
to which. in 1hc case of all the aboYe items (e) to (_j), interest. is paid or 
added to the principal . If this assumption prove:-; to be ,~orrect, t_he 
nominal anwunh, of the liabilitirs may be accepted :ts their vulue ; other­
wise interest ac:crued_ to_ ?~~te of separation should b1: mlded. 
(le) jJ[,isccll11 rcous Liabilit1 es. 

25. A list of miscellaneous liabilities was given in Annexm·c C to the 
Howard-Nixon Memorandum, and similar figures for the :Hst :\farch 1933 
lriw bePn furnished by thr GovernmPnt of India. \Ve have not been i11 a 
p'osilion to cx,unine these lists in detail, and in any case a final pronounce­
ment 1.1.s to the cor~·ectness ?f the variow:; items could only be made af!er 
the actw1l date of sepa·rat10n. We content ourselvr!s, the1·efore , with 
stating that, with certain exceptions specified below, the items appear to 
be properly iucluded amon~ the divisible liabilities. 

( l) Deprr.ciation Reserves. 

26. The Railway depre0iation and general rrserves, the d~preciatic,m 
reser:es for oilier commercial Departments, and for Central Presses, and 
the Armr depr<>dation reserve, have been included as liabilities in th,e 
Howard-~ixon ~~epor~. -~~ese entries in the account,; do not, ii~ 01;1r -~p1-
n:ion , r<•preflent t1·ue hab1hties, but ai·e ratl1er to be reg-ardcd as md1,catmg 
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the aoatemcn1:- from the book value of the corresponding assets to be 
made in as&i•,,~ing their value. \Ve deal with them m connection with the 
assets. 

(m) 1'he Jlliiitary Reserve. 

27. The 1\'[i!itary Reserve represents the amount hy which actual wili­
tary expC'nditure since 1928-29 inclusiYe has fallen short of the amounts 
p1:ovided ~n thP Budget, and has been entered as a liabilit,y under the 
arrangemenrs fm· a stabilised military budget, whereby savings in one 
year may Le added to expenditure in subsequent years. It has been sug­
gesktl that thi-;; sum represents a liability of the Central Government to 
the Military department, which Burma should share, receiving in return 
such po1tion as may correspond to her actual military establishment. We 
are unable to accept th.is vie'w. 'l'hc announced intentio11s of a Govern­
ment with regard to one of its departments cannot. in onr opnuon , Le 
held to C'::'ean~ a divisible liability, and we recommend that the balonce 
urider this head be ignored. 

(n) Road D cv(lr;pment Fund. 

~8. \V,: ug-r~e with the recommendation of the representatives that 
any bahmce umh,r this head should be omitted from the acconnt. 

(o) Pe·nsions. 
~!l. W <' lrnve indicated above that we regard the payment c,f pensions 

as the disch~:rg-c of a liability accrued at the date of separntion, differing 
in no essrmtial respect from the repayment of debt or of any other 1ibliga­
tion, ancl tb'.lt Burma should share this liability in th~ general ratio 
which we advise hereafter for the apportionment •)f the net liability. 
Burma's oblig-~t1.ion in this 1·espect would no doubt be most accurately dis­
charged by tlte periodic refund to India of the appropriate share of the 
actual pensio1rnry payments. This method of settlement, ho'wever, would 
in practice be iritolerabliy cumbrous. Burma's liability extends not only 
~o pensions actually in course of payment at the <late 0£ separation, but 
to pensions rc;rnmencing after that date an<l earne<l in part by central ser­
vice prior to s,~paration. A nmning account between India and Burma 
would tl1crdor,~ involve the division of the total pension hill in both 
countries into two portions, apportionable and non-apportionable. The 
former portil)n "c,uld include a varying fraction of the pensions granted 
after scpan1t.iou to central officers serving at t.be date of separation, and 
the ndj1rnt.rn1°uts would continue until the disappearimce of the charges 
in respect of the· youngest offfcers then serving, a vc::y long period. We 
recommend, thrrefore, that the liability of Burma •;honld be ascertained 
as a present va~uc at the date of separation and add,~u to the J.ebt due to 
the Government of India. We recognise that the valuation of this 
liabilit,v may not Le fre~ from difficulty, and mruy involYc at the outset · a 
certain amount of labour and expense. \Ve feel, however, that the c,bjec­
tions to a rumiiug account of long duration are so strong that ~very effort 
Bho1tlcl he mncle to overcome these difficulties, and we indfoatr, in dealing 
witJt tl1e thir<l term of our reference the means hy wbir.h we think that 
this end may bP. achieved. · 

, . 30. It has heen pointeq. out to us that, under a settlement made in 
1921 . brtweC'n thi> Centre and the Provinces, there :ire charged Rgainst 
J,2SFinD 15 
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Central Hw;<-'1mes certain pensions properly debitable to the various Pro~ 
vinces, and that these should more correctly be shar~d, not in the general . 
ratio applicable to Central liabilities, but in a rat.io dependent on the ex­
tent to which thE; service they represent was rendered in Burma. and in 
continental India respectively. We are of opinion that the results, at this 
stage, of an atiempt to adjust the incidence of the:se pension..~. would be 
negligible and would fail to justify the labour involved. \Ve recommend, 
therefore, that all pensions recorded in the accounts as cm1tral at the date 
of ;;eparation should be included among the divisible liabilities. 

31. It has been proposed by the representatives on both sides that the 
payments l'<'C<>l'ded under the head " Territorial and Political Pensions " 
should he divided on the basis of the territory in respect of which ther 
arise. ..Al though this proposal may seem at first sight inc,msistcnt with 
the general principle ·which we have advocated, we :wi nevertheless pre­
pared t@. accept it. These payments are not for the most part pensions~ 
the true sense, and are correctly treated as current expenditure rather 
than as the djsc-.Largc of accrued liabilities. 

(p) Accrued P<wfions of Future Payments and Recc-ipts. 

32. \Ve have recommended above that in the case 01 interesr on debt, 
Burma sbou]d be liable for a share of sums accrued but· not pnyable until 
afte1· tltc date: of separation. It has been suggested to us that in other 
cases a .~imilm· adjustment should be made. Pay, for instance, is ordi­
narily disbursed OU the first of the month, and it has been claimed that 
Burma should hear a share of the amount accrued. Similarly, it has. 
been sugge!:>ted 1 hat receipts or refunds of r evenue r clatii1g to the period 
before separation, but not actually paid o'r receivc<l until Ftfter that date, 
sli,mld. be brong-ht into the account of divisible assets anrl liabilities. 

3:3. It is evident that any general scrutiny m,d · apportionment of 
receipt£; and payments occurring after the date of sepnra tion would be 
i-mpracticahle. The normal_ practice of the Government of India is to 
r ecord all r cvrnne transactions as appertaining to :.,he year in which the 
cash p ~sses. We are· of opinion that this pract ir'.e should .,.enerally 
g·overn t_he incidence of transactions ?ccurring aitm: the 1lati! of separa­
tion. W e l1avc excepted the case· of mtcrest on debt both on account of 
its r elative mngnitude and because its true inciden r; ~ is readily and 
accurately iieterminable. In other cases we are satis{kd that the· r~ults 
att ainer! wouid not justify the labour involved or t-h~ occa.<uons for fric~ 
tion which the attempt to allocate the transactions would offer. We 
woul.l not, },c,v,cver, • exclude the 'POOSibilit:Y · of adjustin,,, in the final 
settl"P-mc>nt, thr · incidence of any . Jarge payment:; or receivts whiC'h for 
exceptional rl'n«cns · and not as a ~onsequence of i.h0_. rn,r,rwl carry-over 
from year to· year, are ·overdue at- the date of sep::1r1n10n . 

'.14 . . A claim somewhat al{in to . those discnssed a hove has been ad­
variceu on behl: of the Government of India. It . is conteuded · that 
Burrn :1 should a~cept lfa~ility for · a sh.are of the ,:ost 0f lcaxe: dne to offi­
cers at l he date of. separ~tion. . We' are uof satisfiefl as to the Yalidity of 
this claini. The absence on leave · of a proportion of the total strength 
is a ·norl!lal iucident of service, anticipated and 'duly taken into account 
when th e 1rnmhers necessary to discharge the funcfrms of -govormncnt are 
d et~rmined. Its cost, th_erefore , • may not unr.easonab1y he regarded . for: 
practical purpr,f'es as an item of current cost rather than as the discha1:g~ 
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of an accrued liability. Other instances could be cited where a theoretical 
connection can he traced between expenditure in.curred after separation 
and ;;ervice r1.:ndered before that date, or 1:icc v1;rsa. -vv· c have uo reason 
to snppo;;e tlrnt an exploration of all possible claim,; of thi:a: nature would 
tell in favGur of one party rather than of thP- ')ther. In any case the 
res11lts ·would I!0t justify the labour involved. __ \Ve recommend tl1at all 
expcnditlll'c r,l1onld, except w;here we have specifieally indicated the con­
trnry, l,e held to rciate to the period in which pnymcnt is made. 

ASSETS. 

35. We turn to the cmrnideration of the various assets. 

36. The principal material asset of the Central Government of India 
is its railway system. With thi~ may be gron_ped certain other so-called 
" commerciaf " assets, that is to say, assets with a direct earning capacity, 
the capital cost of which, though in S•Hue eases met wholly or partly from 
revenue, has bec11 shown in the ac·counts of tJbe Government of India as an 
ofl'-set to an equivalent portion of the public debt. 

37. The records in the accounts for the most part show the total 
sums expended on these assets. Tn the case of the Posts and Telegraphs 
Department t.he account shows, exceptionally, the depreciated value of 
assets existing on 1st April 1925 and the full value of all assets acquired 
thereafter. There are also shown in the accounts, in respect of all the 
principal commercial undertakings, depreciation or replacement reserves 
accumulated from sums set aside out of the income of past years. 

38. We have considered various methods by which the value to be 
attached to these commercial assets might be ascertained. The method of 
valuation on a commercial basis with reference t.o earning capacity we 
dismiss as not only _impracticable but irrelevant. Tt i::; clear tha.t many 
assets must have a value to the G,wernmimt owning them wholly unrelat­
ed to their earning power. 'rhrre 1·emain the altf'rnatives of valuation on 
a replacement basis and valuation on a basis of cost. The former method, 
even if it could otherwise br. justified, seems to us to in'7olve practical 
difficulties which exclude it from consideration. We recommend, there­
fore, appraisement ~n a basis of cost . sribjeet to suitable allowance for 
c'lepreciation or replacement. 

39. It has been represented to us that in many cases, notably in that 
of the railways, the depreciation reserves have been established only for 
a small portion of the period elapsed since the assets were first acq~ired, 
mid that had t.hey hern accumulated on commercial · accounting principles 
from the commencement they would amount to far greater sums. It is 
suggested therefore that, in- order to arrive at the correct valu-es of the 
asset.s, larger sums should be deducted from their cost than are shown in 
the depreciation accounts. We are unable, however, to accept this view. 
The assets are being handed over to the new GoYernments for continuous 
use, and, in · our view, no more is necessary, in order to raise their value 
for practical purposes to the full original cost, than to hand over with 
them such sums as will be sufficient, together with the normal appropria~ 
tion from the revenue of each year. to meet any demands for replacement 
whch can reasonably be foreseen. In practice the handing over would be 
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effected . by a corresponding reduction of the value assigned to the asset 
for the purpose of the settlement. \Ve are satisfied that in .the case · of 
all the principal assets of the type under consideration , the sums which, 
assuming the present scale to be maintained, will have been set aside by 
the date of separation will be sufficient for the purpose indicated. 'We 
recommend, therefore, that, snbjeet to certain adjustment!,; mentioned 
below, the a!>sets should be assigned the values recorded in the aeeounts 
as the date of sepa1·ation less the sum then standing to the eredit of the 
appropriate depreciation or replacement reserves. 

(a) Rai1ways. 

40. The recorded cost of the railways on 31st March 1933 was 7 ,97 .11 
crores, of which 40.36 crores had been met from capital raised by com­
panies still working as such or by Indian States, leaving the cost met 
from the funds of the Central Gov·ernmcnt at 7,56.75 crores. The balance 
then at the credit of thr. depreciation account was 26.54 crores. There 
was also a balance of .47 crores c1t the crPdit of a general re~crYe account 
accumulated from past earnings, represented by inYes tme11ts in the shares 
of company-owned Jinei;. Of the b1-1lance at the credit of the depreciation 
reserve 14.48 crores had been appropriated to meet the -loss on the working 
of the raihrnys in 1931-32 and 1932-3~. It is estimated that by 31st 
March 1936 the total accrnnulations in th0 depreciation resern will have 
reached 41½ crores and the amount appropriated out of this to meet losses 
281 . crores. 

41. We regard as irrelevant that fact that past losses have been set 
against the bala1;1ce of the depreciation reserve. Our task is to assign 
a value to the railways, and for this purpose we consider that the proper 
deduction from the cost is the amount ~et aside for depreciation. The 
fact that losses have occurred in recent years obviously neither lessens 
the need for future replacements nor increasrs the . value of the rail­
ways. 

42. In two respects the recorded cost of railways differs from the 
actual cost. The purchase of crrtain railways was effected In- n1eans of 
the issue of annuities or stock, and th e 1:ominal capital has h~en written 
down, by the gradual reduction of tl,e eapital rc111·<'sented hv the annui­
ties or by "inking- fund payme1~ts, by the sum of ~9J million:_;. ;,quiYalent at 
the rates of exchange ~ppropriate to the dates of pnrcha-;r to ~9.R!l <'rorPs. 
The representatives of Burma ·claim that this sum. "·hich <lops 110t re ­
present any red1iction in the real nilne of the railways in qll<'stion, should 
be restored to the cost for the pnrposes of t.h( rli,·ision. '\Yi• ,H·ePpt tl1eir 
view. 

43. On t~e other .hand, i!1 certain cases cash sums pa~·ahle 011 the 
purchase of Imes have been chsc11arged -hy tlw issne of Tndia stock, and 
the nominal amount of such stock has been rec01·ded as part nf the eost, 
which has by this means bern increased by the snm of £1,400,906. ,v<' eon­
sider that the casl1 figures should be adopted throughout. 

44. The investment held on account of t.he Railway Reserve should 
be treated as an asset and added to the value of the railwavs. No real 
liability attaches to this reserve. • 
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45. The value which we would assign to railways on the figures of 
~1st' March 1933 ii:; , therefore, as follows :-

Cost met from GoYcrnment funds as recorded 

Add : Amounts written-off 

Rs. crores. 

7,56.75 

39.89 

7,96.64 

Deduct : Excess of stock nominal values over 1.95 
cash (say)". 

Adjusted cost of Railways -7,94.69 

Add : Investment in the General Resen·e .47 

7,95.16 

Ded1tct : Accumulations of Depreciation Re- • 26.54 
serve. 

Net value .. 7,68.62 

(b) Other Cnrnrne.rcial 11.~sets. 

46. The remaining commercial assets may be valued on the method 
indicated above on the basis of the amonnts recorded under the appro­
priate heads in the accounts. 

(c) New Delhi. 

(d) Land pw·chased for the use of the Military Department wnder tke 
Bombay Land Scheme. 

47. These items are properl y treated as divisible ,assets, and the 
value may be taken at the cost of recorded in the appropriate statements 
in the Finance and Revenue Accounts (Nos. 67 and 74-E of the accounts 
for 1932-33). 

(e) "Dea<l" Assets. 

48. The krm " dead " assets hns hren aJ)plie,l to a J:1rge nnmher of 
miscellar;eous us~ets th~ cost of which ha!> heen rnet from reY<~mte, and no 
account of whielt is to he fonnd in the published ae1~011nts of the Govern­
ment ol' l111lia . 'I'he,w ac;;~ets include militar? building:,; ,mil store:,, dvil 
building:s ~\llc1 the Ili~h Cc,mmissioner's JH'rmisr<; in London. A list, 
admittedly imperfect, has been supplied to us by the reprc-;entativ,1 of the 
GovE·l'liment of India . aCC\)J"ding to 'wihich thf' total 1:alue ic; about!)] crores, 
thP. YHlnc r.-l' i],e pdrtion located in Hnrm,1 lwing ahout :n crm·r.s. Vfo see 
no r eason for cxcludinir lhese a.~~eti, from th!' ,livi sion in so far as their 
cost call 1·em;1.:11ably be ascertainec1 : and we reeomnwnrl that nn attempt 
be mfldn, under the instruct ions of the body r esponsihle f1;r drnwing up 
the fitrnl aceNrnt alter the elate of separntion, to make su1•h estimate . ~f 
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t,heir value. <•n the basis of cost as is possible from the depart­
mental n~co{·cL, of all substantial civil and military properties in India 
and Burma :;ubject, however, to the proviso that where the information is 
not readily' available no investigation should be made of the records of a 
period earlier than the last 50 !)"ears. 

(f) The l11dia Office. 

,19: ]uasmuch as, under tl1e Government of .lndia Bill, it is proposed 
that the India Office sliall v~c;t i11 His l\lajesty for the purposes of His 
Government in the United Kingdom, to be used in connection with the 
discharge of the functions of the Crown in relation to l.><Jth India and 
Burma, no apportionment of the value is necessary. 

(g) Advance.~· to Provinces. 

(h) Ot/Jer Interest-bearing ·.Adva11ces. 

(i) lnvestme'tifs of Cash Balances. 

(j) Intcs!menfs of Sinking F'uncls. 

(k) Silver Redcrnption Reserve. 

50. As i11 the case of interest-bearing liabilities; · accrued interest 
8houlc1 be added to the nominal value of these assets in risaessiug their 
value. The item Silver. Redemption Reserve does not appear in the ac­
counts for HJ33, the figu:res of which 'we have used for illustrative pur­
pose.-;. 

( l) Cash and Miscellane01is Assets. 

51. A list of these is given in Annexure C to tlhi Howarcl-Nixort 
Memorandtim. As in the parallel case of the mis~elhrneotts liabilities, we 
are unable to do m~r~ !han state that the items appea1· to be properly in­
dudeu among the divisible assets. 

THE RA.Tio. 

52. Having indica~e~ the methods which ·we think it right to adopt 
.for the ,purpo~ of arl'lvi!ig. at, th~ total of assets and liabilities, we have 
now to uelcrmme th~ '1'810 m which the balance of liabilitie.-, should be 
divided between India and Burma. 

53. We do not believe that it is possible to formulate a·ny theoretical 
principle, or to _select an~' si~gle c1riterion or set of criteria, hy meahs of 
which the rt>lative contl'lbttt10ns to be levied from the two communities 
for the discharge of a. common obligation can be prccjsdy determined' . 

. The only eourse open to us ha~ been to examine all the circumstances 
which seem rcleva~t to the _enquiry, and in t.he light of that examination 
to make an npiffOximate es.hmate of the contributions 'which ean ju~tly be 
required. 

r,4. J~or the purposes c!f _this enquicy the natural starting point is 
fttrnished by the actual ex~Shng e~mtJributions for common purposes in 
other worcls by the respective contributions of India ancl Burma to' the 
Central revenues of the present undivided Government. 

55, It has . been sugge~ed to us on behalf of the GuYemment of India 
that the ratio ·we are seeking shotild be based on the revenue!; raised for 
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all purposes, rrovincial as well as Central. The grounds ad_vat?ced are, 
firstly, that the existiug division between Ce11lral :mfl Pronncial func­
tion:; i'i a domestic one subject to amendment or revocation ; seconclly, 
that the cxi:;fing obligations are, in the last r esort, secut·ed .en all revenues, 
Central imd Provincial ; and thirdly, that the combin1~d revenue1; afford 
a broader and more equitable basis for tihe determinatiun of relative capa­
city to pay than ·is afforded by Central revenu~s alone. \Ve f•!el, how­
ever, that in practice our .main guide must be the ac.tual administratiyc 
rincl financial organisation of the Indian Em,pire, whfoh ir. one under 
which Central obligations are met from Central revenn~s alone and Pro­
vincial revenues are assigned to meet Provincial needs. \Ve do not, more­
over, co11i,;ide1· that we could take cognisance of Provi:1cinl rewnues for 
this purpose without bringing into the account Provin('.inl assets anJ 
liabilitie;-;. 

56. \Ve .Jire entitled to assume that in framing its revenue system in 
the past the Government of India has been concerned, -so far :,s administra­
tive co11::;iderations allowed, to make it generally equitabl(), both as between 
individuals and as between wider areas, in respect alil;:~ or burdens im­
posed ancl of benefits conferred. That does not, howe\·er, pr<'clude us 
from takil1g into consideration other factdrs which in our opiaion are rele­
nmt to a fair apportionment of existing liabilities c1,-, betwPen the two 
areas concl'rned. Nor should it be taken as any reflection up0n the ad­
ruinis1ratiYe or economic policy of the Government of India., if, for our 
1nu·pose::;, we subject the pri-ma. facie ratio of direct revenue contrib1;tions 
to certain adjustments 'which those factors appear to us to require. 

57. In rliis connection it will not be out of place to quote the Goverp.­
ment of India's own description of the chara,cter of its Central reYenues 
already quoted by the Indian Statutory Commission, Vol. I, page 345 :-

'' To meet its own expenditure the Government 0f India retains in 
t.iw first place the entire profits of the commercial clepartments, 
und secondly, all the revenues whose locale is no guide to its 
true incidence, such as the net receipts of Cnstmns, Salt and 
Opium.'' 

i38. It was in consequence of a similar uncertainty as 'tn true origin 
that the amhors of the Howard-Nixon l\Iemorandum agr<'f'd to excludr 
from thC'ir survey of revenues all figures relating to Incl:mr-Tax , and to 
consider only th e receipts arising from Customs, Salt_, Opinm , Trihtttes 
and Ruilway!;. "\Ve recognise the grave difficulties attaching to any 
attempt to assign a local origin to Income-Tax rceeipts. .At the same time 
'we feel that if this item is excluded from the calc11ltttio11 a factor i,;; 
omittecl w1iich mig-ht seriously prejudice the result. We ha~e, therefore, 
for the purposes of our investigation, adjusted the reco1·ded figures of 
Ineome-'l'a:x to the best of oµr ability in 'rega:rd to certain large nndistri­
huted itern:c; and haw made use of the amended totals. Wit]; regard to 
the oth<'t' .l1t•ads we accept the view of the Government of India tl,at 
Opium receipts are no longer a relevant factor , and ·we have excluded 
~·eceipts from Railways both on account of their unce1:tainty and because 
thr.y do 11ot represent conttributions by the inhabitants cf the respectivr 
areas in lhrir capacity as taxpayers. Our computations of the direct. 
rev1mue eo.r.1ributions are, therefore, basPd on rrceipt.s from Cmtorus, 
Salt, T1·ibutes aml Income-Tax as readjusted. · 
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5!-1. In 1Le ease of Custorns duties it is obvious that the 1/l'ne economil 
.iuciJencc of a duty falls, not upon the area in which tlte duty is collected, 
but upon tha! in which the article is ultimately sold. Where t.he tariff is 
protective :hat incidence furtl1er includes, not only that clement in tlw 
price of imported goods which represents the duty at the port of entry, 
but also llwt elemcut iu t!ie price of competing home productti which is 
maintai11ed by the duty, and which, under a strictly revenll'.} tariff sys­
tem, wonld lurve been subject either to import duty or to excise. Owi_~g 
to her gengrapLic,d isolation and remoteness from th•.'l waiu centres of 
Indian i11dns11'.r, the protective effect of the Indian tarin has been very 
mnch less nwrked in Burma than in continental India, and it has, in 
fact, operarnd mainly as a high revenue tariff. Iu other words, the \'isible 
revenue ekmrnt in Burma 's contribution to the mainteuam•1i of Indinn 
fiscal policy La.:, been disproportionately high. Thi'i do(is not mean that 
Burma, as a part of the existing Indian Empire, has bc1.•n unfairly mulctecl 
in oruer to support a protective system. But . it does mean that it would 
not be fair to Burma to take the customs revenue actually collected jn 
Burma info our calculation without some adjustment to correct the pecu­
foir effects uf iler geographical situation. 

60. We have not considered it necessary, or indeed possible, to 
attempt anything in the nature of an exhaustive calculatiou in order 
to arrive at an accurate estimate of the ratio of Burma 's contribution 
as so readjusted. An indication, however, of the character and extent 
of the readjustment involved is furnished by taking the figures relat­
ing to four of the most important items i11 the customs list, -viz., cotton 
piece-goods, white sugar, ~teel, and kcrose11e, and weighting them on 
the hypothesis that the domestic product had been subject to an equi­
valent excise, but making allowance for duties paid on imported 
materials such as dyestuffs and machinery. On this basis it would 
appear that Burma's rc>al contributio11 for the years 1928-29 to 1931-32 
has been about R per cent. of the total ccnt1·al revenues of the Indian 
Empire, as compared "·ith a figurc> of 9J rc- r cent. suggested by the 
figures of actual revenue locally collected. 

61. An e:i1irely different angle of approach to the problem wou,d 
be to base the ratio of contribution upon relative national wealth or 
income. It has been urged on behalf of India that the standard of 
living and income is definitc>ly higher in Burma than i11 India. The 
representatives of Bm·ma, whil e admitting this, have adduced figures -to 
show that the difference is not nearly so 1:?reat as the revenue returns 
would appear to indicate, and that a ratio for Burma based on national 
income would b~ substantially lower tha11 that declncecl either from the 
existing or from the adjusted revenue contribution. 

62. We have h1Vestigated in some detail those figures of income 
and consumption which appeared to ns relevant to this aspect of the 
problem. We have examined in the light of figures placed before us 
by the representatives the average income of foe agricultural worker and 
the averag-e in comp assesse(l to tax , and liavc> estimated the consumption 
r,f snc}1 staple commoclities as cotton piece-goods, sugar and kerosene. 
We have also considered certain Provincial heads of revenue which 
:lig-11t be regarded as affording an index of general prosperity or spend­
ing power. We recognise that none of these lines of npproach ean 
afford a precise index of faxahlc capacity. For ·wliat they are worth 
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they woul<l seem to inclieate that. the average money income in Bw·ma is 
about 20 per cent. higher than in contiueutal India, which, :statistically, 
and allowing foi· population, would :suggest a ratio in tile neighbomhood 
of 6½ per cent. But the yield of taxation normally and appropriately 
rise:; more rapidly than the income. Moreover the greater mineral and 
forest wealth of Burma aud the existence there of a higher proportion 
of non-indigenous interests liable to taxation, suggest a somewhat higher 
revenue-producing capacity. We feel justified, however, in concluding 
as a result of our investigations in this field that Burma ':; true capacity 
to pay is somewhat lower than would apprar from the revenue returns 
eveu after the adjustments indicated above. 

63. Another general and even less accurately ponderable considera­
tion advanced on behalf of Burma in favour of a lower ratio than that 
indicated __ _ by revenue contribution refers to the geographical distribu-
tion of the benefits conferred by Goverument expenditure and Govern­
ment policy. It has been argued that the fact that the overwhelming 
bulk of the military expenditure, amounting to nearly 50 per cent. 
of the net Central revenue from taxation, is . disbursed, by way of pay, 
peusons, rations, equipment or transport, in India, constitutes a sub­
stantial benefit in which Burma has Yery little share. Similarly it has 
been suggested that, up to the present at any rate, t.he direct benefits 
of the Indian protective system have inured almost wholly to manufac­
turers and workmen in India. 

64. We do uot propose to assign any precise weight to these 
different alternative arguments for a ratio of contribution below that 
of the ac'tual revenue contribution of recent years. But o~r study of 
all the various aspects of the question and of the arguments and 
figures presented to us has led us to the conclusion that, for our 
particular purpose of arriving at a just financial settlement, the proper 
ratio in which Burma should contribute in respect of the liabilities 
outstanding at the elate of separation (subject to crrtain qualifications 
in connection with currency) should be 7. 5 pe1· cent. 

CURRENCY. 

65. We have referred in an earlier paragraph of this Report to an 
agreement arrived at between the Government of India and the present 
Government of Burma for the continuance of Burma within the Indian 
currency system, and to the special arrangements proposed, in conse­
quence, for the apportionment of certain assets and liabilities connected 
with or arising out of the working of t.11e currency system. We pro­
ceed to deal with this riurstion in greater detail. It will be desirable 
at the outset to recapitulate briefly the nature of the agreement between 
the two Governments. · 

fiG. ']'he m:iin p~·ovisions of this agreement are as follows :-

The Reserve Bank of India will manage th<' currency anc1 carry on 
the business of banking in Burma. 

The bank will issue distinctive notes which will be legal tender in 
Burma but not in India, and Indian notes will cease to he lPgal tender 
in Burma after a reasonable interval. 
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The Government of Bul'ma will have the right after due notice of 
issuirig i.listinctive Burman· coins. Should they· excl'cisc this right 
Indian coins in Burma will be 1·ctired through the Governme11t of 
Burma, which will uot be entitled to l'Cceive in return the equivalent of 
the uominal value, but must dispose of them by one or othcl' of the 
following methods :-

(1,,.) It may dclinr them to the Governmeut of India against pay­
ment of ti.if• bullion value plus the cost of minting an 
equivalent. amo1rnt. of new coinage ; 

(b) It may arrang-c with the Government of India to recoin them 
with Burman designs and snch recoinage will he free of 
charge unlf'ss th e number and composition of the coins 
alter materially ; 

(-t::) It may itself, subject fo certain restrictions, dispose of the 
si lver content of rupees which it docs not desire t'o have 
recoined. 

The agreement. is to be terminable on two years' notice by either 
side, with a minimum period of three years from the date of separa­
ti011. Un trr111inatio11 of' the agrrement the Government of Burma will 
be free to sever its co1111ection with the Reserve Bank and to make 
such arrangements as it thinks fit for the management of currency and 
the control of credit. It will become liable for the note issue · out­
standing in Burma and will receive a corresponding share of the assets 
of tnc Issue Departme11t of the Reserve Bank. 

· 67. Our terms of reference do not authorise us, nor do· we wish; iO 
offer any criticism of this agreement. Certain consequential sugges­
tions have, however, been made which in our opinion fall within the 
~cope of our enqnir_v. Thrse sug-gestions relate to the division of 
assets and liabilitie~ accrued at the elate of separation as the result of 
past operations in the sphere of currency and exchange and to future 
profits arising in the same connection . In order to state clearly the 
points, settlement of which is called for, it will be necessary to set out 
in some detail the nature of the varions items calling for consideration . 

68. Th e GovPrnment of India has in the past drawn large profits 
from coinage, note issue, and remittance operfltions. Many of these 
profits are 11ot now readily identifiable, notably the large sums credited 
from time to time to Revenue ; others arc r epresented by concrete 
assets like th e Gold Standard Reserve, while yet a third category is 
represented by reductions of the pnhlic debt of ascertainable amount. 
Certain losses incurred in the same connection can similarly be 
identified with definite increases in the debt. 

69. On the establishment of the Reserve Bank, which it is antici­
pated will take place on the 1st April 1935. the Government of India 
will, under the p1·ovisions of foe Reserve Bank Act. fransfer to the 
Bank the resnonsibility for the outstandini:r issue of currency notes, 
and will hand over an equivalent. amom1t of g-old, sterling securities, 
rupee securitfos, and sih·er coin. On the latest information we have 
berll able to ohtain, we may pPrlinps m;sumr tlrnt the note issue on the. 
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1st .April next will be in the neighbournood M 187 crores, aud that the 
cover fo be handed over to the Bank will be made up as follows :-

Gold and sterling securities 

Silver 

Rupee securities 

Crores, 

93½ 
50 

43½ 

187 

70. 1t may also be assumed that the reserves held by the Government of 
T ndia against currency and exchange liabilities will exceed the total of 
the note i~_sue by 53 113 crores, and that they will be made up as follows 
ou the 1st April ·-

Gold and sterling securities 

Silver 

Rupee securities 

Crores. 

113 

93113 

34 

240113 

71. In order, therefore, to provide the cover required by the Bank, 
in the form indicated above, it will be necessary for the Government of 
India 1 o issue rupee securities to the value of 9½ crores. There will 
remain an excess in the total resen-es, beyond the amount required t.o 
cover the note issue, of 62-516 crores, made up to '1S follows :-

Sterling securities 
Silver 

Crores. 

19½ 
43113 

Of t!Jc sterlin~ securities it is 1n·oposed that. 10 c:rores ::;hould be set 
aside a:; a special lltmd to meet the obligations of the Government of India; 
in respeet of rupees returning from circulation, to be known as the Silver 
Redemption Reserve. The remainder will be available for the general 
purposes of the Government of India. 

72. Under section 46 of the Resrn-c Bank .Act the Government of 
lndia is required to hand over to the Bank rupee securities to the value 
of fi c1·ores, in order to provide a resen·P. 'rhese securities form. an 
identifiable portion of the public debt arising out of the establishment 
of the Hanle · 

73. To complete the analysis of the situation ar.ising on the establish­
me11t of the Reserve Bank, it is necessary to add a figure representinO' 
additions to or reductions of the net liability of the Government of Incli; 
arising out of past currency or coinage operations, other than .those in­
cluded in the items enumerated above. As has been said above. -this 
figure is very difficult to assess. Certain items entering into it can be 
fa.irly readily identified, as for instance the losses on sales of silver and 
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<iecnrities from the Paper qµrrency Reserve, and the gains or losse;; ari:-;in" 
from- the revaluation of sterling securities consequent on the changes in th~ 
parity of the rupet' made in 1920 and 1927. Tlwre are. however mam· 

, otlwr items less readily distinguishable and perhaps less obviously' a ppr;. 
priate for inclusion, and an exhaustive enquiry might result in ~1 list of 
great iength, but of doubtful validity. In view of our recomruendatic,ns 
beluw it is unnecessary for us to attempt the task of discriminating 
l,etwecn these various items. 

7'.l:. After the e:-;tablishment of the Reserve Bank the Government of 
India will be liable, under section :rn of the -Reserve Bank Act, to pur­
chase from the Bank any silver in its issue department in excess of 50 
crores, and must, on the other hand, issue to the Bank coined silver at 
full nominal price to the amount by which the silver in the issue depart­
ment fftll!- short of 50 crores ; subject normally in each case to a li1,1it of 
;J c1·ore;; in any one ye·ar. There ,\ill thus be periodical profits or losses 
both before and after separation. The Government of India has in addi­
tion a right to a share, calculated in accordance with rules laid down in 
tlw Act, of the profits of the Bank. 

75. The Government of India is precluded by section as of .the Act 
from issuing rupee coin otherwise than to the Dank in the manner 
llcsc ribed in the last section. 'I'he silver lapsing to Government as stated 
in pa1·agraph 71, and there assessed at its nominal value in coined rupees 
c<m tlrns in fact ouly be realised either by issue to the Bank or by sale a~ 
bullion in the market. 

76. It is proposed by the two Gornrnments in agreement that not only 
future receipts and payments 0:1 the nature _in~i~~ted iJ?- ~he immediately 
preceding paragraphs, but also assets and habiht1es existing at the date 
of !-ieparation of the types indicated in paragraphs 71 to 73, shall be ex­
cluclcd from the general scheme of adjustment, and apportioned between 
the two countries in a special ratio to he detennined from the note issue. 
After the initial period it is proposed that the ratio applicable to any · 
year shall be that boi:ue l~y the average circ1;1lation ?f Burman notes to the 
total an•rage circulat10n m Burma and India combmed. For the division 
o[ the initial assets and liabilities, and for the division of aunual profits 
and lossP.c; during the first three years. it is proposed to employ the ratio 
cleclul'cd f1,om the figures of the third year ; a provisional allocation sub­
ject to adjustment being made in the interim period. Burma will have 
the right, if it appears that Indian notes are, by the end of three years, 
circnlnting in Bm·ma to any appreciable extent, to require the extension 
of thi :-; period. The special note ratio ,vould apply not only to the ordi­
narv profits of the Bank, bnt to any special profits realised as the result 
of tlw revaluation of its gold holdings. In the event of Burma deciding 
to ~eyer completely her connection with the Indian currency system she 
,\·ould be entitled to a share, calculated on the note ratio applicable at the 
time of the surplus a~sets which "-01.ild accrue t,o the Government of 
fn<li; in the event of the &serve Bank being liquidated under section 57 
of th e Reserve Bank Act. 

Ti It will be observed thnt under the abow proposals the stock of 
,.;ilwr iaken over by the Government of India on the establishment of the 
Resen-e Bank would not he valued and brought into the account of liabi-
1 ities and assets. but would be held as a common asset and distributed 
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only as and when realised. I_n tl~e event, h~m:ver, of Burma deciding to 
:mperscde the rupee with a colll: of her own, it is prop_osed th~t she shoul_d 
at once receive her due proportJOn, based on the note issue, of such of tlus 
silver ns remains . and she would ' have no further interest in transactions 
between the Banl; and thr GoYernment of India under section 3G ot the 
Heserrn Bank Act. 

7H. ~o far as the above proposa ls relate tu profits and losses accruing 
after the date of separation, we haYe no criticism to offer. The two 
(ioVl'mments are under their agreement, continuiug as a partnership the 
eummcm interest' in currency and coinage which they formerly harl a;; a 
unitary Government, and the proposa_ls for the definition of their 
1·1•sprctive shares seem reasonable. With regard, however. t u the asseb 
rJ! hPr than silYer, and to liabilities arising out of pa" t currency ,,·orkin~ 
and existing on the da:e ol separation , we sec objections, both theoretical 
and practi'ral, to the proposals. Of the latter nature is the fact that they 
will involve a delay in the final settlement of a.t least three :·ears, aud 
That The determination of the items to be included iu t his special settlc­
mrnl is difficult and mnst be, to a great extent, arbit1·ary. ..:\s 
a 111atter · of principl e, on 1l1e other hand, we sec 110 clisti11'!-
tion between assets or liabilities which haYe arisen from 
cunern:y operations and tho~e which have arisen from any 
other cause. Even in what is perhaps the most striking case, the <lel>t 
raised to provide the Bank with a reserve, it is neve11heless true that this 
debt is charged on the revenuc~s of unit eel ludo-Burma in the •sam,~ manner 
as any uther debt, and tlwre would ~eem to be no good reason for its 
exclusion from the general body of liabilities. On g rounds, therefore, 
both oi principle and of expediency, we recommend that all debt out­
standing on the elate of separation, ancl all securities ur cash helr! as a 
result of currency working, \Jut not the store of metallic sih-er, shoulcl be 
ill(:]ucletl in the common account and divided on the principles \\·e have 
r,wommended in the earlier portions of this Report. 

7!) . It is necessary to add a recommendation on one point of detuil. 
The joint proposal of the two Governmen,s provides that in thl.' event 
or the GoYernment of Burma lea Ying the Indian currency• system she shall 
h,l\'(' the option of returning currency to the amount of the Treasnr,v 
halauces h<'lcl in Burma at the date of r,,epara ti on and cancelling an 
r,quh'alrut mnount of her deht t,o lnclia. We see no justificaticw in 
tlwor.,· for t.his proposal, and possible objections in practice. We re <!0ill­
mencl , there''ore, that no exception be made in this respect to the genera! 
n rrangement for the redemption of Indian currency. 

FORM OF J NDEBTEDNESS. 

i-0. We have above ex,plain ed the broad principles 011 whieh W<' ad,·isi· 
that ilw liability of Burma to India shoul4 be ascert,ained. and haw in,li­
catecl, iu such detail as is at this stage possible, tlie methods bv which 
we con!sickr that the;;c p1·inciples :-honld h,) applied. lt will Jw c;bsernd 
that the process envisaged necessarily involws tlw t'xpressio11 of all the 
items eute1·ing into the account in terms of a common currency . H has 
been represented to ~1s that, alt!10ugh Bt_ll'ma 's liability must for this 
r_eas_o~ be calculated m the first mshmce m rupee~, some portion of that 
liab1hty should, nevertheless, be repayable in sterling. This does not 
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1tt·Cetisarily imply tha.t th(! actual payJ11c11ts by_ Jhn:111a to India w~ulu be 
made othcr"·i,;1• than in rupee:-. The suggestion 1s rather that. 1f the 
mine o[ the rnpee varies in terms of sterling, the outstanding indebted­
n('s,; (If Burma would be correspondingly increased or diminished. 

81. \Ve ha,Ye given reasons for holding that in the case of one 
particular liability, the obligation undertaken in respect of British War 
Loan Burma should be directly responsible for her share of the actual 
sterli~g payments. With regard to the remainder of her _liab~lity, h?w­
ever, we are of opinion that any attempt to express a port10n m sterling 
is inadvisable. The liabilitv of Burma to India has no specific relation 
to the various items of I ll(lia 's outstanding debt, and it is not possible, 
therefore to formulate with confidence any principles on which the 
amount df the sterling liability could be determined. In these circum­
stances we see no reason for departing from the natural arrangement 
under wT1ich int.er-Governmental debts are expressed in the currency of 
the creditor country. \Ve recommend, thrrefore, that Burma's obliga­
tion to India should be wholly expressed i11 rupees and should not be 
subject to revision in the event of any clia.nge in the exchange parity 
after the date of separation. · 

METHOD OF PAYllmN'r. 

82. We have recommended above that the main bodv of liabilities 
should be valued at a rate of interest to be ascertained ·at the date of 
separation, and have stated that this rate could properly be used for 
the calculation of the interest to he paid by Burma on_ her debt to 
India. \Ve have next to consider tJ11, method bv which Burma should 
discharge thic; debt. It has been represented to us that inter­
Governmental debts are a fruitful source of ill-feeling and that it is 
desirable that proYision should be made not only for the payment of 
interest, but for thP ultimate repa.ymPnt of 1l;e <'apital. Various pro­
posals have been put fol'ward as to the period and method of repaiy­
ment. The Government of India co11sider that repavment should be 
complete within 30 year,; from sepal'ation, but hav~ formulated no 
definite scheme for the determination of the periodic amounts to be 
refunded. 'l'he GoYer~mcnt of Burma contemplate repayment by 
means of a Jey~J annuity c1ilculab~d tfl 1·edeem principal and interest in 
60 years. They support their advocacy of this period bv its general 
1.: 1:cordauee with •thl' averc1ge of the periods a~·smncd i1; . Sir Bnsil 
Dlacke_H's debt l'e<l cmption scheme of 1924 as appropriate for the ·l'C· 

d•.'mptwn from revenur of the various types of debt. \Ve do not re"arrl 
this argument as relevant. Although Burma might think it desir~blc 
,as a measure of sound finance to mcf't all repayment of the debt from 
reyenu~, it js not necessary to assumr. that the requisite funds will be 
r~1sed Ill tlus way. On the other hand we consider that in all the 
circumstances the period a!'l'>igned by the Government of India is too 
short. V!e recomm encl that repayrnrnt should b :! made hv means of 
an annmtf due _in l!alf-yearly instalments, a11cl sufficient t~ repay the 
whole capital, with mterest at the rate employed for the valuation of 
the ,debt, by the end_ of 45 years. the first instalment to be payable six 
months after separation. 
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133. ,v e would, however, exclude from the operation of the ab?ve 
recommendation one item of the debt. We have recoffilll:en~ed that jthc 
liability in respect of pensions should, if possible, be capitalised. There 
Will however be a charrre cominu- ·into course of payment after separa­

' ' 
0 0 h f h" h tion for pensions of staff transferred to Burma, the ~rowt o w 1c 

would in the ncri.-mal course be an offset to the decrease m the cha~:ge for 
pensions previously in issue. There are practical advantages. m pre­
serving this compensatory action, which has the effec_t of keepmg the 
:total charge for pensions approximately constant. This may be to some 
extent achieved if the liability to India is discharged by an annual pay­
ment, decreasing by level decrements over a period of, say, 20 years, 
and we advise that this course should be followed. 

The above recommendation applies sol~ly to the liabilit~, _for peny;ions­
in course of payment at the date of separation. The liability f?r part­
earned pensions, the actual payments _in respect to which will _not 
commence until after separation and will extend over a long period, 
may appropriately be added to 'the genera i debt and included in the 
general annuity. 

84. We have considered whether with a view to shortening the 
period during which Burma will rem;in under an obligation to India, 
she should have the option of redeeming her debt, or any portion of ~t, 
in advance of the date of termination of the annuity. \Ve prefer to 
leave both countries entirely free at any time to settle by negotiation 
the terms on which they are willing, on the one hand to pa.y, and on 
the other to receive, sums in redemption of the outstanding instalments 
of the annuity, or of any portion t.lwreof. 

MISCELLANEOUS. 

85. The question has · been raised whether certain annual payments 
and receipts connected with defence shon]d be apportioned between 
India and Bm·ma. These are on the one hand ,the contribution made 
from British revenues towards the cost of India's defence expenditure, 
and on the other the annual payment made by India towards th e cost 
of the British Navy . It appears to us that these pay1nents. which 
are not in the nature of fixed or legal obligations, c1rnnot be treated as 
assets or liabilities at the da,te of separation. 'I'he problem of the 
defence of Burma as a separate State in the British Empire will no 
doubt involve consideration of the share c;;h e should properly take ' " in 
the com·mon ·defence. · 

. . . 86. Inasmuch as the apportionment of r eparation receipts between 
the various constituents of the Empire has been based on the pensionary 
liabilities incurred in consequence of the ,var. and we have recom­
mended that Burma should bear 7-} per cent. of India's liabilities in 
this respect, it follows that any sums received in future on account 
of reparation should be divided in the sam_c proportion. 

Trr'E FINAL SETTLEMENT. 

. 87. As we have stated a,bove in connection with the valuation of 
as~ets and ~ial_>ili_ties_. 01;1r investigati_o!1 h_as 1;1ece~c;;arily_ paq __ ~egard to 
general prmc1ples ratner than to particular . -i:n5~:gn:ii;,."= ,'J]1e' , fi~ures 
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a i}pertaining to the actual dak of separation ~ann_ot be known, at the 
earliest, for a period of nearly two years, and 1t will then be necessary 
to set up some machinery for the translation of our general recom­
mendations into conr.rcte tig-111·es. TJ11der tltc· third of our terms of 
referc>nce we are asked to acfrise as to the nature of this ma.chinery. ~t 
will be useful, as a preliminary to the statement of oui, vie,,:s '?n. this 
.question, to set out the yarious tasks "·hich will cnnfront an md1\'ldual 
or body of individual charged with the duty of drawing up ,the actual 
settlement. 

88. It ,rill he 11 ecessa ry for sud, a body to draw up a list of_ all 
the assc>ts and liabilitic>s of tlw p1·csc11t Go Yernment of United Indra as 
thev stand at the date of separation and to assign a value to each. For 
this purpose it will doubtless rely in the main on the audited ~cc?trnts 
of the Government of India. Vv e have endeavoured to 111d1cate, 
whei·evcr donbt mi~ht arise, th e ma nner in which these figures should 
be ntiiised to a1·rive at a valuation, and we do not anticipate that a~ 
question will a1·is c> as to thP Yalidity of the actnal fig-nres. In c~rtai~ 
respects. howc:n•r . onr rPcnm1n c11chttions i1,volYe the framing of esti­
mates or the determination of essential factors in r ega rd to which the 
accounts offer no :issista11 cc>, and the necessity for independent _ju~g­
ment " ·ill therefore a rise. The main questions whieh must remam m­
eapable of pnrcly cornwcp1entia l detPrmination arc as follows 

The rl et.erminatin11 of tlw rat e of interest to he used for the 
valnat.ion of debt. 

The assessi_uent of the capital value to be assigned to divisible 
pens10ns, both earnerl and part ea1·ned. 

The appraisement o.f the value of dead assets Loth in continental 
India and in Burma. 

There is, in . addition, the possibility that, as instanced in para­
graph 33. quest10ns may arise which we havr bee:n unable t.o foresee and 
the application to which of the principles we have recommended is 
no .. immed iately evident. 

89. It has ~een proposed to 1m hy the representa.tives. with t~e 
appr_oval of their resp~ctive Governments, that , the application_ m 
ilr:tail of our award might appropriatelv be entrusted to a Committee 
of three, of whom two would he memb; rs of th e Indian aml Burman 
sen·ices appointed by the respective Governments, with a chairman 
nominat~d by the Secretary of State. It is contemplated that 'Y~ere 
the nommees of the t.wo Governments were in agreement, their decis10ns 
would stand and that the functions of the chairman would be mainly. 
those of an umpire. 

. 90. We a~e of opinion that the above procedure should provid~ a 
f: mtable machi~ery for the settlement of the problems that will a~se, 
~nd we acco~clingly recommend its adoption. We proceed to consider 
rn more detail the methods which we consider that the Committee, re­
~erred ~o hereafter ~s the Application Committee, might suitably adopt 
m relation to the points of difficulty enumerated above. 

91. ~it~ regard to t_he ~ate of i1;1tE1rest._ we have ad';ised (paragraph 
19) a J11 ethod of .determrnat1on which will afford little s~op.e . for 
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<.livergeuce. The Application Committee, who will doubtless have placed 
at tlwh- .disposal the services of the Secretary of Staitc's expert advisers, 
shoulcl lrnve no difficulty in reaching a decision as to the precise figure. 
The rnte so determined should apply, not only ,to the valuation of debt, 
bnt to the capitalisation of pensions and to the calculation of the 
periodic payments to be made by Burma to ~ndia. 

92. The assessment of the capital value of pensions is a task 
demanding specialised technical knowledge which can be performed 
only by a qualified actuary. vV e recommend that an actuairy should 
be appointed to carry out the "·ork. As we are advised that a consider­
able portion of his preliminary investigations could be made in advance 
of the actual date of separation it is clearlv desirable that he should be 
selected at an early date. We' consider it. advisable that he should be 
formally appointed· by, and should report to, the Application Com11:1ittee, 
and for this among other reasons the Committee should be constituted 
in the near future . 'fhe actnnry appoi1.ttcd by the Committee would 
in the early stages of his investigation rely on the advice and assistance 
of the two Governments, supplied to him through the medium or under the 
instructions of their respect i ,·e nominees. His report when finally sub­
mitted, after consideration of $UCh adYice, should be final. 

\V c do not intend, in making the above recommendation, to pre­
clude the Committee from making use of the services of separate 
actuaries to deal with specific portions of the total pension obligations 
if, for special reasons, they consider such a course desirable. 

93. \Ve have stated above our ,;iew that an attC'mpt should be 
made, trnder the supervision of the Application Committee, to assign a 
vaJue to the " dead " assets. The precise means bv which this task 
can be carried ~1t can best be settled by the Commit.tee itself. and we 
do not feel it ineum bent upon us to offer any detailed suggestion. We 
would. however. draw attention to the desirabilitv of settino- in motion 
at an early date such machinery as the investigation may :'equire. 

94. In conclusion we wish to express our indebtedness to Mr. Sidney 
Turner, C.B.E., for his services as Secretary. His knowledge and ability 
have been of very great assistance to us. · 

SIDNEY TURNER, Sec1·etary . 

15th March 1935 . 

• 
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APPENDIX. 

1 • 

EsTlllATES 09 BURMA' s LIADILITY TO THE GOVERlmENT Oll' hmIA AFrER SEFARATION ON 
VARIO US AsSUMPl'IONS AS TO THE RATE OF INTEREST TO BE EMPLOYED FOR THE VA.LUA• 
TION OF PERMANENT DEBT A.ND FOR THE CALCULATION OF THE .ANNulTY. 

(The.figures relate throughout to the 31st March 1933, and must be regarded as iUustrative 
only.) 

1.-RATE OF INTEREST 3! PER CENT. 

Liabilities :­

Permanent Debt :­

Sterling 

Rupee 

Liability for British War Loan (at par) 

Treasury Bills (including accrued discoµnt) 

Cash Certificates (including a-0cruod bonus) 

Post Office Savings Bank deposits 

Provident Funds, Special Loans, &c. 

Family Pension Funds 

Provincial Balances 

Sinking Fund Deposits 

Pe.rt-earned Pensions 

Miscellenous liabilities 

Rs. lakhs. 

5,06,82·40 

4,92,78·57 

Total Liabilities, exclusive of liability for pensions in issue 

Aasets :­
Railways:-

Gross capital at charge 

Amount written off prior to 1924 

Deduct-

Amount contributed by Companies 
and Indian States 

Correction for difference between 
cash and stock 

Amounts set aside for depreciation 
or replacement 

Rs. lakhs. 

7,97,11·72 

39,89·05 

40,36·25 

1,95·32 (b) 

26,54· 15 

8,37,00·77 

Rs. lakhs. 

9,99,60·97 

22,29·47 

61,46·68 

64,85· 11 

43,39·64 

76,73·80 

15,29·72 

7,02·37 

95·50 

87,00·00(a) 

22,14·10 

14,00, 77 · 36 

68,85·72 

Securities held on account of General Reserve 

32 

7,68,15·05 

46·81 
7,08,61·86 
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Other Commercial Assets :­

. .;J?,osts and Telegraphs 

Less Depreciation 

Irrigation 

Security Printing Press 

Currency Kote Press 

Northern India. Sa.It Department 

1,e,88 Depreciation 

Forests 

Viza.gapa.tam Port 

New Delhi 
Military Lands at Bombay 

" Dead " Assets 

Advances to Provinces 

Other interest-bearing advances 

lnvt·stments of Cash Balances 

Investments of Sinking Funds 

Ca.sh and Miscellenous Assets 

Excess of Liabilities over ARsets 

25 

Rs. IAkhs, 

15,82·84 

2,69·42 

89·47 

22·79 

Total Assets 

Sha.re of Excess assignable to Burma (7 · 5 per cent.) 

Assets of which Burma ~ill assume possession :­

Railways:-

Capital at charge 

Less amounts set aside for depreciation or repla~ement 

Other commercia-1 assets :­

Posts and Telegraphs 

f,ess depreciation .. 

" Dead " assets .. 

Advan ces to Provinces 

Other interest-bearing advances 

('ash to provide working balance (say) 

&. la.khs. 

13,13·42 

69·00 . 

42·22 

32 · 04 

66•68 

12·95 

3,08·83 

35,05·52 

57·0:l 

1,16· 15 

12·42 

Total 

33 

Rs. la.khr-. 

18,45· 14 

14,49 ·29 

2,31 · 12 . 

91,50 · 00(c) 

l ,73,03·74(d) 

20,92 · 48(d} 

l ,88·24(d) 

:J,22 · 49( d) 

:H,82·00 

11,26,27 · 26 

2,74,50· 10 

20,58·76 

34,48·4!J, 

l,0:3•73 

:l,2fi · 00 ( c}-

7 ,iil ·47 (d~ 

22·24 (d) 

2,00·00 

48 ,fi0·0:l 
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Liabilities for which Burma will assume direct responsibility :­

Portion of liability for British War Loa.'ri 

Post Office Sayings Bank Deposits 

Provident Funds 

Part-oarnod pensions 

'\on-interest-hearing liabilities (say) 

Total 

Xet assets to be assumed,_ by Burma 

Debt of Burma." to India, being not assets as above, Hs. 35.55·29 lakhs. 
plns share of excess liabilities, Rs. 20;58 · 76 lnkhs 

Annual interest on above at 3¼ per cent. 

Annuity re:iuired to redeem principal and interest in 45 years 

11.-RATE OF INTEREST 3½ PER CENT. 

Liabilities :­

Permanent Debt :­

Sterling 

Hupee .. 

Other liabilities as before . . 

Assets as boforo 

Excess of liabilities over assets 

Share assignable to Burma 

Net assets to be assumed by Bur~1a, IU! before 

Debt of Burma to India 

Annual interest on above at:!½ per cent. 

Total 

Rs. lnkhs. 

4,83,54·97 

4,76,28·80 

Annuity required to redeem principal and intPres t in 4i'i year;. 

, , 

Rs. lakhs. 

1,67,·21 

1.46·25 

:{,07 · IS 

:3,75·00 (a) 

:l,00·00 

12.95·64 

35,55·29 

56,14·05 

l,82·4{i · 

2.38·32 

9.59,83·77 

4,01,16·39 

rn,61 ,00- w 

11,26,27·26 

2,34,72·90 

17.60 ·47 

:33, 15 ·76 

l ,Sfi ·O:i 

2.:l:3·46 
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111.-RATE OF INTEREST 3¾ PER CENT. 

Liabilities :-

Permanent Debt: 

Sterling 

Rupee .. 

Other liabilities as before 

Assets as bE:fore 

Excess~ of liabilities over assets 

Share assignable to Burma .... 
Net assets to l;e assumed by Buryna, as before 

Debt of Burma to India 

Interest on above at 3¾ per cent. 

Rs. lakhs. 

4,62,86·60 

4,61,35·26 

Annuity required to redeem pi:incipal and interest in 45 years 

NOTES. 

Ra. lakhs. 

9,24,21·86 

4,01,16 · 39 

13,25,38·25 

11,26,27 · 26 

1,99,10,99 

14,93·32 

35,55·29 

50,48·61 

1,89·32 

2,33· 12 

(a) Part-earned pens ions._-As no_ material wa~ available fo'. the ac_?urate assessment 
of this liabilitv the rough estimate g1vcm by Mr. Nixon has for illustrative purposes teen 
adopted. The" liability will in practice vary with the rate of interest assumed. 

(b) Difference betwe?n cash and s~ock valut:5 in I:-ailway Capital.-The rates of ex· 
chan<Te at which these differences, which arose m sterlwg, were converted into rupees for 
inclu~ion in the total , arc not available. The correction is therefore approximate only. 

( c) "Dead " assets.-The figures are inserted for illustrative purposes only. 

(d) Interest-bearing advances and investments.-No allowance h.11:s been made for 
accrued interest, the m~terial for calculating which was not available. · 

The liabilitv in respect of earned pensions must in all cases be added to the debt cal­
culated as abov~. No estimate of this liability can at present be made with any claim to 
accuracy. The order of magnitude, however, of the payments to be made under the arrange­
ments out lined in paragraph 83 of tho Report may perhaps be represented roughly by an 
annuity commencing at 80 lakhs and decreasing by 4 lakhs a, year. 
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