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REPORT.

T'o the Right Honourable Sir Samuel Hoare, Bt.,
G.CS.1. G.B.E, CMG., M.P,, -

His Majesty’s Secretary of State for India.

We have the honour to submit our Report on the questions referred
to us in the following 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 determination by an impartial Tribunal of the princi-
ples of an equitable apportionment between the two countries
of assets and liabilities,

The Tribunal are requested-—

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

(2) to indicate—

(7) 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 the other the possession
and control of certain property and for imposing certain
legal liabilities on the revenues of one country or the
other ; and

(%) 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 complete financial settlement may be achieved between the
Governments of India and Burma in respect of assets and
liabilities existing at the date of separation.’’ -

2. A preliminary investigation of the problem was made in 1930 by
Sir Henry Howard, K.C.I.E,, C.8.I, and Mr. J. C. Nixon, C.ILE., whose
Memorandum 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 with revised figures relating to the 31st DMarch
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 DBurma Ly
Sir Henry Howard, K.C.LLE., C.S.I,, Sir Samuel Smyth, K.C.L.LE., C.S.1,,
and Mr. T. Lister, C.LLE. 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 have rendered us in the discharge of
our task.

4. In addition to the facts and arguments laid before us by the
vepresentatives, we have carefully considered, inter alia, the undermen-
tivned documents :—

The 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 Burma Legislative

Council and the Government of Burma’s Memorandum thereon.

5. We proceed to deal with the questions submitted to us under the
several heads of our terms of reference.

Tue BAsis OF SETTLEMENT,

6. Under the first head of our terms of reference we are asked to
advise as to the basis on which a just finaneial settlement should be made
belween the Government of India and the Government of Burma when
separated.

7. The principle advanced by the representatives of Burma is based
on the theory that the present relation between India and Burma is that
of an administrative partnership between two distinet governments. They
envisage separation as the reverse of the process which would oceur should
two such governments mutually agree to unite and replace their separate
administrations by a single government eommon to both. In such a case,
ihey urge, the expenses of that government, ineluding such acerued
liabilities as pensions, would be met out of the common revenue. Con-
versely, in the case of a united government divided into two portions, the
separated portions should after division meet the outgoings appropriafe
to the functions performed in their respective territories, including pen-
signs earned by serviece in or in respect of those territories. They con-
template, in fact, the separation of two existing entities, hitherto joined
in an administrative relationship, and their continuance as going concerns.

8. The Government of India have not, either in the case laid before
iis by their representatives or elsewhere, committed themselves to any
particular theoretical basis. The method they advocate is, however, in
practice this : they would assign to each Government a share of liabilities
rorresponding to the Central assets of which, for geographical or other
reasons, it assumes possession, and would divide the balance of liahilitirs
remaining in a proportion based on -the combined revenues, Central and
PProvineial. collected in the respective territories during some selected
period prior to separation. _
10
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i

. 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 debt caused by the cost of the Burma Wars ; that
she was in the early years a deficit province ; and that her railways for
many years were operated at a loss. On the side of Burma it has been
urged that taxation per head is much higher in Burma than in India ;
that Burma has for years been contributing a sum io the Central Ex-
chequer greatly in excess of Central expenditure in Burma ; and that in
spite of heavy taxation she is still the most undeveloped part in India.

10. After careful consideration of these views we have arrived at ine
tollowing conclusions. The existing Government of United India is not
a partnership between two existing entities. Tt is a single government
which at the date of separation will go out of existence, leaving behind it
certain assets and liabilities. Tt is our task to advise as to the method by
which these assets and liabilities should be valued at the date of separation
and in what proportions the two new States which will be created by the
act of separation should bear the burden of the excess of liabilities over
assets. In assessing these proportions we do not think it right to enquire
whether the terms of the past association have been mutually satisfactory,
or whether either party will gain or lose by separation. It must, in our
opinion, be assumed that all taxation up to the actual date of separation
was imposed and all expenditure allocated by the common government in
the common interest.

11. The method we recommend, therefore, is that the whole of the
assets and liabilities of the present Central Government of India should
be vaiued on lines which we indiecate hereafter ; that the ascertained value
of the assets should be deducted 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-
sidcration of their relative financial and cconomie situation. The balance
to be so divided should include the liability for pensions, whether in
conrse of payment at the date of separation or coming into payment
thereafter as a result of Central service before separation. We hold
pensionary payments to represent, not an item of the cost of current gov-
ernmental activities, but the discharge of a liability ineurred in the
course of past activities, and therefore correctly allocable in the same
manner and in the same proportions as a debt outstanding at the date
of separation.

12. To this general prineciple of division we propose that 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, remain within the currency system of
the Government of Tndia_ and continue to make wuse of the Reserve
Bank of India. Tt has been further proposed that certain assets and
liabilities arisine out of, or connected with, the working of the curreney
svstem and the relations between Government and the Reserve Bank
shall not be distributed at once, but shall be held in common by the
two parties under a special arrangement as to the sharing of the
resultant profits and losses. We are prepared. with certain reservations,
which we state in a later portion of this Report, to accept this pro-
posal.

11
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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 of
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.

TrE VALUATION OF ASSETS AND LIABWITIES.

. '1°4. We proceed to consider the various categories of assets and
liabilities to be brought into the aceount.

Our examination of these could not, of necessity, be exhaustive.
The latest published figures available to wus were those for the 31st
March 1933 ; and even in regard to these our knowledge on points of
detail has inevitably been imperfeect. Between the 381st 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 able to indicate
how they should be dealt with ; in others we can only advise that they
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 Marech 1933. We indicate at a later stage the machinery by
means of which we consider that the aectual apportionmen: of the
liahility after the date of separation could appropriately be worked
out.

LiIABILITIES.

15. The bulk of the liabilities consists of interest-bearing obliga-
tions. We proceed to consider in detail the various items in this
category.

(a) Permanent Debt.

16. Under this head we include all debt so deseribed in the Finance
and Revenue Accounts of the Government of India with the exception
of the liability assumed in respect of British War Loan : that is to say,
all loans, whether rupee or sterling, held by the publie, with or without
%gle](l dates of redemption, and all Railway Annuities, but not Treasury

ills.

17. Tt 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

12
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public debt 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 23 per cent. to redeemable loans bearing
interest at 43, 5 or 53 per cent. It is clear that the actual burdens
represented by such loans may differ widely {rom their nominal
amounts. The 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.

18. 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. We recommend
that these.sums should severally be reduced, by the operation of dis-
count at a uniform rate, to equivalent values at the date of separation,

and that the total of these values should be taken to be the liability at
that date.

19. The application of this method involves the assumption, in cer-
tain cases, of the date of redemption of the loan ; and 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 sufficiently correct assumption, where optional dates 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
the rupee and sterling securities of the Government of I[ndia with an
unexpired currency, reckoned up to the probable date of redemption,
of 15 years or more. This yield could conveniently be reduced in the
first instance from the recorded prices on a fixed date in each month,
and the result rounded to the nearest quarter of 1 per cent. The rate
so determined ecau, appropriately be employed in  another connection,
namely, for the calculation of the interest to be paid by Burma on her
obligation 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 liability,
it may be pointed‘out that a variation of the rate operates on the
annual charge against Burma in two directions which are to some extent
compensatory. An inerease of the rate, for instance, diminishes the
present value of the total liability and in consequence the proportion
of the net liability for which Burma is responsible ; the net eilect,
therefore, is that she becomes liable for a higher rate of interest on a
emaller debt. Conversely, a reduction of the rate of interest used in
the caleulation 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 avail-
able as to the figures of the 31st March 1933, using for the valuation of
the debt rates of 3%, 33 and 3% per cent. Tt will be seen that the interest.
charges differ in these three cases by comparatively insignificant
amounts.

13



(b) British War Loan.

21. The liability assumed by the Indian Government for the service
of a definite portion of the British War Loan differs from that attach-
ing to Indian loans inasmuch as instalments of interest have, for the
present, been discontinued in accordance with general arrangements
for the suspension of war payments and the sums payable in future are,
therefore, uncertain. We recommend that Burma should be directly
responsible to the British Government for her appropriate share, in
aceordance with the ratio which we recommend hereafter, of any future
payments of principal or interest. This recommendation nced not, of
aourse, preclude India from making the payment on behalf of Burma by

mutual arrangement.

(¢) Treasury Baills.

292, Treasury Bills should in our opinion be valued at issue price
plus acerued discount to the date of separation.

(d) Cash Certificates.

93 (Cash Certificates should be valued at issve price plus bonus
acerued at the date of separation.

(e) Post Office Savings Bank Deposits.

(fy Balences of Family Pension Funds.

(g) Belances of Provident Funds.

(h) Special Loans and Treasury Notes.

(?) Provincial Balances on which Interest is payable.
(i) Sinking Funds fer Loans granted to local Bodies.

24. We assume that the date of separation will coincide with the date
to which, in the case of all the above items (e) to (j), interest is paid or
added to the principal. If this assumption proves to be correct, the
nominal ameunts of the liabilities may be accepted as their value ; other-
wise interest accrued to date of separation should be added.

(k) Miscellarcoits Liabilities.

25. A list of miscellaneous liabilities was given in Annexure (! to the
Howard-Nixon Memorandum, and similar figures for the 31st March 1933
have been furnished by the Government of India. ‘We have not been in a
position to examine these lists in detail, anfl in any case a final pronounce-
ment as {o the eorrectness of the various items could only be made at‘fer
the actual date of separation. We content ourselves, therefore, with
stating that, with certain exceptions specified below, the items appear to
be properly included among the divisible liabilities.

) Depreciation Reserves.

96. The Railway depreciation and general reserves, the depreciation
reserves for other commercial Departments, and for Central DPresses, and
the Army depreciation reserve, have been included as ]lablhﬁ;es in th.e
Howard-Nixon Report. "I.‘h_ese entries in the accounts do not, in our opi-
nion, represent true liabilities, but are rather to be regarded as indijcating

14
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the abatements from the book value of the corresponding assets to be
made in assessing their value. We deal with them in connection with the
assets.

(m) The Miitiary Reserve.

27. The Military Reserve represents the amount by which actual wili-
tary expenditure since 1928-29 ineclusive has fallen short of the amounts
provided in the Budget, and has been entered as a liability under the
arrangements for a stabilised military budget, whereby savings in one
year may be added to expenditure in subsequent years. Ii has been sug-
gested that this sum represents a liability of the Central Government to
the Military department, which Burma should share, receiving in return
sueh portion as may correspond to her actual military establishment. We
are unable to accept this view. The announced intentions of a Govern-
ment with regard to one of its departments cannotf, in our opinion, be
held to create a divisible liability, and we recommend that the balance
under this head be ignored.

(n) Rocd Development Fund.

28. We agree with the recommendation of the representatives that
any balance under this head should be omitted from the account.

(0) Pensions.

29. We have indicated above that we regard the payrnent of pensions
as the discharge of a liability acerued at the date of separation, differing
in no essential respect from the repayment of debt or of any other obliga-
tion, and that Burma should share this liability in the general ratio
which we advise hereafter for the apportionment of the net liability.
Burma’s obligation in this respect would no doubt be most accurately dis-
charged by the periodic refund to India of the appropriate share of the
actual pensionary payments. This method of settlement, however, would
in praclice be intolerably cumbrous. Burma’s liability extends not only
to pensions actually in course of payment at the date of separation, but
to pensions ecoramencing after that date and earned in part by central ser-
vice prior to separation. A running account between India and Burma
would therefore involve the division of the total pension hill in  both
countries into two portions, apportionable and non-apportionable. The
former portion would include a varying fraction of the pensions granted
after scparation to central officers serving at the date of separation, and
the adjustments would continue until the disappearance of the charges
in respect of the youngest officers then serving, a very long period. We
recommend, therefore, that the liability of Burma should be ascertained
as a present value at the date of separation and add~d to the debt due to
the Government of India. We recognise that the valuation of this
liability may not be free from difficulty, and may involve at the ontset a
certain amount of labour and expense. We feel, howover, that the objee-
tions to a running account of long duration are so strong that every effort
shonld be made to overcome these difficulties, and we indicate, in dealing
with the third term of our reference the means hy which we think that
this end may be achieved.

. 30. It has heen pointed out to us that, under a settlement made in
1921 between the Centre and the Provinces, there are charged against
1.23FinD 15
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Central Revenues certain pensions properly debitable to the various Pro-
vinces, and that these should more correctly be shared, not in the general
ratio applicable to Central liabilities, but in a ratio 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 attciapt to adjust the incidence of these pensions would be
negligible and would fail to justify the labour involved. We recommend,
therefore, that all pensions recorded in the accounts as central at the date
of separation should be included among the divisible liabilities.

31. It has been proposed by the representatives on both sides that the
payments rccorded under the head ‘‘ Territorial and Political Pensions *’
should he divided on the basis of the territory in respeet of which they
arise. Alihough this proposal may seem at first sight inconsistent with
the general principle which we have advocated, we ars neverthcless pre-
pared te accept it. These payments are not for the most part pensions in
the true sense, and are correctly treated as curreant expenditure rather
i{han as the discharge of acerued liabilities.

(p) Acerued Porlions of Future Payments and Rececipls.

32. We have recommended above that in the case of interesr on debt,
Burma should be liable for a share of sums acerued bui not payable until
after the date of separation. Tt has been suggested to us that in other
cases a similar adjustment should be made. Pay, for instance, is ordi-
narily disbursed on the first of the month, and it has been claimed that
Burma should bear a share of the amount acerued. Similarly, it has
been suggested that receipts or refunds of revenue relating to the period
before separaticn, but not actually paid or received until after that date,
should. be brought into the account of divisible assets and liabilities.

33. It is evident that any general serutiny and - apportionment of
receipts and payments occurring after the date of sepavation would be
impracticable. The normal practice of the Government of India is to
record all revenue transactions as appertaining to ‘he year in which the
cash passes. We are’ of opim'or_l that this practice should generally
govern the incidence of transactions occurring after the date of separa-
tion. We have excepted the case of interest on debt both on account of
its relative magnitude and because its true incidenc: is readily and
accurately Geterminable. Tn other cases we are safisfied that the results
attained wouid not justify the labour involved or the occasions for frie-
tion which the attempt to allocate the transactions would offer. We
would not, bawever, exclude the possibility of adjusting, in the final
settlement, the  incidence of any large payments or receipts which for
exceptional reasens "and not as a tonsequence of ?-i‘-'f_n(u‘lm\l carry-over
from year to year, are overdue at the date of separaiion.

34. A claim somewhat akin to those diseussed above has been ad-
vanced on behzl? of the Government of India. It is contended * that
Burma should accept liability for a share of the cost of leave due to offi-
cers at the date of separation. We' are not satisfied as to the validity of
this claim. The absence on leave of a proportion of the total strength
is a normal incident of service, anticipated and duly taken into account
wlien the numbers necessary to discharge the functions of govermment are
determined. Its cost, therefore,- may not unreasmably be regarded . for
practical purposes as an item of current cost rather than as the discharge

16
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of an accerued liability. Other instances could be cited where a theoreti_cal
connection can be traced between expenditure incurred after separation
and service rendered before that date, or wice verse. We have uo reason
to suppese that an exploration of all possible elaims of this nature would
tell in favour of one party rather than of the other. In any case the
resnlts ‘would pot justify the labour involved. .We recommend that all
expenditure should, except where we have specifically indicated the con-
trary, be held to reiate to the period in which payment is made.

AssETS.

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

36. The principal material asset of the Central Government of India
is its railway system. With this may be grouped certain other so-called
‘¢ commercial >’ assets, that is to say, assets with a direct earning capacity,
the capital cost of which, though in smme cases met wholly or partly from
revenue, has been shown in the accounts of the Government of India as an
off-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. In the case of the Posts and Telegraphs
Departient the 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 to earning capacity we
dismiss as not only impracticable but irrelevant. Tt is clear that many
assets must have a value to the Government owning them wholly unrelat-
ed to their earning power. There remain the alternatives of valuation on
a replacement basis and valuation on a basis of cost. The former method,
even if it could otherwise be justified, seems to us to involve practical
difficulties which execlude it from consideration. We recommend, there-
fore, appraisement on a basis of cost subject to suitable allowance for
depreciation 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 acquired,
and that had they heen accumulated on commercial accounting prineiples
from the commencement they would amount to far greater sums. It is
suggested therefore that, in- order to arrive at the correct values of the
assets, 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 Governments 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
wheh can reasonably be foreseen. In practice the handing over would be

17
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effected by a corresponding reduction of the value assigned to the asset
for the purpose of the settlement. We 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 sufticient for the purpose indicated. We
recommend, therefore, that, subject to certain adjustments mentioned
below, the assets should be assigned the values recorded in the accounts
as the date of separation less the sum then standing to the credit of the
appropriate depreciation or replacement reserves.
(a) Railways. ; P
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 Government at 7,56.75 crores. The balance
then at the credit of the depreciation aceount was 26.54 crores. There
was also a balance of .47 crores at the credit of a general reserve account
accumulated from past earnings, represented by investments in the shares
of company-owned lines. Of the balance at the ecredit of the depreciation
reserve 14.48 crores had been appropriated to meet the loss on the working
of the railways in 1931-32 and 1932-33. It is estimated that by 3lst
March 1936 the total accumulations in the depreciation reserve will have
reached 413 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 balance 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 cet aside for depreciation. The
fact that losses have occurred in recent years obviously neither lessens
the need for future replacements nor inecreases the value of the rail-
ways.

42, In two respects the recorded cost of railways differs from the
actual cost. The purchase of certain railways was effected hy means of
the issue of annuities or stoek, and the rominal capital has heen written
down, by the gradual reduction of the capital represented hy the annui-
ties or by sinking fund payments, by the sum of 29} millions, equivalent at
the rates of exchange appropriate to the dates of purchase to 39.89 crores.
The representatives of Burma claim that this sum, which does not re-
present any reduction in the real value of the railways in question, should
be restored to the cost for the purposes of the division. We yecept their

view.

43. On tl}e other hand, in certain cases cash sums payvable on the
purchase of lines have been discharged by the issue of Tndia stock, and
the nominal amount of such stock has been recorded as part of the cost,
which has by this means been inereased by the sum of £1,400,906. We con-
sider that the cash figures should be adopted throughout.

44, The investment held on account of the Railway Reserve should
be treated as an asset and added to the value of the railways. No real
liability attaches to this reserve.
: 18
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‘

45. The value which we would assign to railways on the figures of

31st March 1933 is, therefore, as follows :— \
’ ' Rs. crores.
Cost met from Government funds as recorded .. 7,56.75
Add : Amounts written-off e .. 39.89
. 7,96.64
Deduct : Excess of stock nomina] values over 1.95
cash (say).
Adjusted cost of Railways ;s - -7,94.69
Add : Investment in the General Reserve .. 47
7,95.16
Deduct : Accumulations of Depreciation Re- ° 26.54
serve. .
Net value .. .. .. .. 7,68.62

(b) Other Commercial Assels.

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

(¢) New Delhi.

(d) Land purchased for the use of the Military Department under the
Bombay Land Scheme.

47. These items are properly 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) ““ Dead ’’ Assets.

48. The term ‘“ dead ’’ assets has been applied to a large number of
miscellarieous assets the cost of which has heen met from revenue, and no
account of which is to be found in the published accounts of the Govern-
ment of India. These assets include military buildings and stores, eivil
buildings and the High Commissioner’s premises in  London. A list,
admittedly imperfeet, has been supplied to us by the representative of the
Government of India. according to which the total value is about 91 crores,
the value cf ihe portion located in Burma being ahout 3} erores. We gee
no reason for excluding these assets from the division in so far as their
cost can reascnably be ascertained : and we recommend that an attempt
be made, under the instruetions of the body responsible for drawing up
the final account after the date of separation, to make such estimate. of
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their value, on the basis of cost as is possible from the depart-
mental records of all substantial civil and military properties in India
and Burma, subject, however, to the proviso that where the information is
not readily available no investigation should be made of the records of a
period carlier thian the last 50 years.

(f) The India Office.

49. lnasmuch as, under the Government of India Bill, it is proposed
that tlie India Office shall vest in His Majesty for the purposes of His
Govermment in the United Kingdom, to be used in connecetion with the
discharge of the functions of the Crown in relation to both India and
Burma, no apportionment of the value is necessary.

(g) Advances to Provinces.

(k) Other Intcrest-bearing Advances.
(i} Investwents of Cash Balances.
(7 Im;cstme'u.ts of Sinking Funds.
(k) Silver Redemption Reserve.

50. As in the case of interest-bearing liabilities, accrued interest
should be added to the nominal value of these assets in assessing their
value. The item Silver Redemption Reserve does not appear in the ac-
counts for 1933, the figures of which we have used for illustrative pur-
TOSes.

(1) Cash and Miscellaneous Assets.

51. A list of these is given in Annexure C to the Howard-Nixon
Memorandum. As in the parallel case of the miscellaneous liabilities, we
are unable to do more than state that the items appear to be properly in-
cluded among the divisible assets.

THE RaTio.

52. Flaving indicated the methods which we think it right to adopt
for the purpose of arriving at the total of assets and liabilities, we have

now to determine the raio in ‘which the balance of liabilities should be
divided between India and Burma.

53. We do not believe (hat it i§ possible to formulate any theoretical
principle, or to _SelCCf- any single eriterion or set of criteria, by means of
which the relative contributions to be levied from the two communities
for the discharge of a common obligation can be precisely determined.
The only course open to us ha§ been to examine all the circumstances
which seem rclevant to the enquiry, and in the light of that examination
to make an approximate estimate of the contributions which can justly be
required.

54. For the purposes of this enquiry the natural starting point 1is
furnished by the actual existing contributions for eommon purposes, in
other words by the respective contributions of Tndia and Burma to the
Ceniral revenues of the present undivided Government.

55. Tt has been sugg(i{s_ted to us on behalf of the Government of India
that the ratio 'we are sSeeXing 5}101121(1 be based on the revenues raised for
0
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all purposes, Provincial as well as Ceniral. The grounds advanced are,
firstly, that the existing division between Central and Provincial fune-
tions is a domestic one subject to amendment or revocation ; secondly,
that the existing obligations are, in the last resort, secured c¢n all revenues,
Central and Provincial ; and thirdly, that the combined revenues afford
a broader and more equitable basis for the determination of relative capa-
city to pay than is afforded by Central revenues alone. We feel, how-
ever, that in practice our main guide must be the actual administrative
and financial organisation of the Indian Empire, which is one under
which Central obligations are met from Central revenuss alone and Pro-
vincial revenues are assigned to meet Provineial needs. We do not, more-
over, consider that we could take cognisance of Provincial revenues for
this purpose without bringing into the aeccount Provincial assets and
liabilities.

56. We are entitled to assume that in framing its revenue system in
the past the Government of India has been concerned, so far ss administra-
tive considerations allowed, to make it generally equitable, both as between
individuals and as between wider areas, in respect alike of burdens im-
posed and of benefits conferred. That does not, however, preclude us
from taking intc consideration other factors which in our opinion are rele-
vant to a fair apportionment of existing liabilities as between the two
arcas conecrned. Nor should it be taken as any reflection upon the ad-
niinistrative or economie policy of the Government of India, if, for our
purposes, we subject the prima facie ratio of direct revenue contributions
to cerfain adjustments ‘which those factors appear to us to require,

57. In this connection it will not be out of place tv quote the Govern-
ment of Tndia’s own description of the character of its Central revenues
already quoted by the Indian Statutory Commissior, Vol. I, page 345 :—

““ To meet its own expenditure the Government of India retains in
thie first place the entire profits of the commercial departments,
and secondly, all the revenues whose locale i1s no guide to its
true incidence, such as the net receipts of Customs, Salt and
Opinm.”’

58. It was in consequence of a similar uncertainty as to true origin
that the aunthors of the Howard-Nixon Memorandum agreed to exelude
from their survey of revenues all figures relating to Inecome-Tax, and to
consider only the receipts arising from Customs, Salt, Opium, Tribites
and Railwuays. We recognise the grave difficulties attaching to any
attempt to assign a local origin to Income-Tax receipts. At the same time
we feel that il this item is excluded from the caleulation, a factor is
omitted which might seriously prejudice the result. We have, therefore,
for the purposes of our investigation, adjusted the recorded figures of
Income-Tax to the best of our ability in regard to certain large undistri-
huted items and have made use of the amended totals. Witk regard to
the other heads we accept the view of the Government of India that
Opium rececipts are no longer a relevant factor, and we have execluded
receipts from Railways both on account of their uncertainty and hecause
they do not represent contributions by the inhabitants c¢f the respective
areas in their capacity as taxpayers. Our computations of the direct
revenue coniributions are, therefore, based on receipts from Customs,
Salt, Tributes and Income-Tax as readjusted.
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5Y9. In 1ihe case of Customs duties it is obvious that the true economic
mmcidence of a duty falls, not upon the area in which the duty is collected,
but upon thai in which the article is ultimately sold. Where the tariff is
protective that incidence further includes, not only that element in the
price of imported goods which represents the duty at the pors of entry,
but also that element in the price of competing home products which is
maintained by the duty, and which, under a strictly revenue tarift sys-
tem, would have been subject either to import duty or to excise. Owing
to her geograplical isolation and remoteness from the main centres of
Indian indnstry, the protective effect of the Indian tarit has heen very
mueh less marked in Burma than in continental India, and it has, in
fact, operaied mainly as a high revenue tariff. In other words, the visible
revenue element in Burma’s contribution to the maintenance of Indian
fiseal policy bas been disproportionately high. This does not mean that
Burma, as a part of the existing Indian Empire, has beer: unfairly muleted
in order to support a protective system. But it does mean that it would
not be fair to Burma to take the customs revenue actually collected in
Burma into our caleulation without some adjustment to correct the pecu-
liar effects ¢f her geographical situation,

60. We have not considered it necessary, or indeed possible, to
attempt anything in the nature of an exhaustive ¢alculatiou 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 in the customs list, viz., cotton
piece-goods, white sugar, steel, and kerosene, and weighting them on
the hypothesis that the domestic product had been subject to an equi-
valent excise, but making allowance for dufies paid on imported
materials such as dyestuffs and machinery. On this basis it would
appear that Burma’s real contribution for the years 1928-29 to 1931-32
has been about 8 per cent. of the total central revenues of the Indian
Empire, as compared with a figure of 9} per cent. suggested by the
figures of actual revenue locally collected.

61. An entirely different angle of approach to the problem would
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 definitely higher in Burma than in India. The
representatives of Burma, while admitting this, have adduced figures to
show that the difference is not nearly so great as the revenue returns
would appear to indicate, and that a ratio for Burma based on national
income would be substantially lower than that deduced either from the
existing or from the adjusted revenue contribution.

62. We have investigated in some detail those fizures of income
and consumption which appeared to us 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 the agricultural worker and
the average income assessel to tax, and have estimated the consumption
of such staple commodities as cotton piece-goods, sugar and kerosene.
We have also considered certain Provincial heads of revenue which
aight be regarded as affording an index of general prosperity or spend-
ing power. We recognise that none of these lines of approach ecan
afford a precise index of taxahle capacity. For what they are worth

22



15

#

they would seem to indicate that the average money income in Burma is
about 20 per cent. higher than in continental India, whiech, statistically,
and allowing for population, would suggest a ratio in the neighbourhood
of 64 per cent. But the yield of taxation normally and appropriately
rises more rapidly than the income. Moreover the greater mineral and
forest wealth of Burma and 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’s true capacity
to pay is somewhat lower than would appear from the revenue returns
c¢ven 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 very little share. Similarly it has
been suggested that, up to the present at any rate, the direct benefits
of the Indian protective system have inured almost wholly to manufaec-
turers and workmen in India.

64. We do not propose to assign any precise weight to these
different alternative arguments for a ratio of contribution below that
of the actual revenue contribution of recent years. But our 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 finanecial settlement, the proper
ratio in which Burma should contribute in respect of the liabilities
outstanding at the date of separation (subject to certain qualifications
in connection with currency) should be 7.5 per 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 the currency system. We pro-
ceed to deal with this question in greater detail. Tt will be desirable

at the outset to recapitulate briefly the nature of the agreement between
the two Governments.

66. The main provisions of this agreement are as follows :—

The Reserve Bank of India will manage the currency and 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 legal tender
in Burma after a reasonable interval.
23FinD 23



16

The Government of Burma will have the right after due notice of
issuing distinctive Burman' coins. Should they exereise this right
Indian coins in Burma will he retivred through the Governmeut of
Burma, which will not be entitled to receive in return the equivalent of
the nominal value, but must dispose of them by one or other of the
following methods :— . )

(«) It may deliver them to the Government of India against pay-
ment of the bullion value plus the cost of minting an
equivalent amount of new coinage ;

() It may arrange with the Government of India to recoin them
with Burman designs and such recoinage will be free of
charge unless the number and composition of the coins
alter materially ;

(¢) Tt may itself, subject fo certain restrictions, dispose of the
silver content of rupees which it does not desire to 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-
tion.  On termination of the agreement the Government of Burma will
be free to sever its conuection with the Reserve Bank and to make
such arrangements as it thinks fit for the management of currency and
the control of credit. Tt will become liable for the note issue.out-
standing in Burma and will receive a corresponding share of the assets
of the Issue Departmeut of the Reserve Bank.

'67. Our terms of reference do not authorise us, nor do we wish, %0
offer any criticism of this agreement. Certain consequential sugges-
tions have, however, been made which in our opinion fall within the
ccope of our enquiry. These suggestions relate to the division of
assets and liabilities accrued at the date 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 various items calling for consideration.

68. The Government of India has in the past drawn large profits
from ecoinage, note issue, and remittance operations. Many of these
profits are not now readily identifiable, notably the large sums credited
from time to time to Revenue ; others are represented by concrete
assets like the Gold Standard Reserve, while yet a third category is
represented by reductions of the public debt of ascertainable amount.
Certain losses incurred in the same connection ecan similarly be
identified with definite inereases in the debt.

69. On the establishment of the Reserve Bank, which it is antiei-
pated will take place on the 1st April 1935. the Government of India
will, under the provisions of the Reserve Bank Act, transfer to the
Bank the responsibility for the outstanding issue of currency notes,
and will hand over an equivalent amount of gold, sterling securities,
rupee securities, and silver coin. On the latest information we have
been able to obtain, we may perhaps assume that the note issue on the.
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1st April next will be in the neighbournood ®f 187 crores, and that the
cover to be handed over to the Bank will be made up as follows :—

Crores,
Gold and sterling securities .. 53 .. 933
Silver .. ‘i - .. .. 50
Rupee securities .. w - = 43%
187

70. 1t may also be assumed that the reserves held by the Government of
India rlgrams.t currency and exchange liabilities will exceed the total of
the note issue by 53 1|3 crores, and that they will be made up as follows
on the 1st April :(—

Crores.
Gold and sterling securities - .. 113
Silver .. D . .. 9313
Rupee securities .. .. .. ..o 34
2401|3

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 to issue rupee securities to the value of 93 crores. There will
remain an excess in the total reserves, beyond the amount required 1o
cover the note issue, of 62-5|6 crores, made up to as follows :—

Crores.
Sterling securities .. .. .. .. 19%
Silver .. . - - .. 4313

Of the sterling securities it is proposed that 10 crores should be set
aside as a special {fund to meet the obligations of the Government of India:
in respect of rupees returning from ecirculation, 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 Reserve Bank Act the Governmeni of
India is required to hand over to the Bank rupee securities to the value
of 5 crores, in order to provide a reserve. These securities forra an
identifiable portion of the public debt arising out of the establishment
of the Bank.

73. To complete the analyms of the situation arising on the establish-
ment of the Reserve Bank, it is necessary to add a ﬁ"ure representing
additions to or reductions of the net liability of the Government of India
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
fairly readily identified, as for instance the losses on sales of silver and
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securities from the Paper Qurrency Reserve, and the gains or losses arisine
from the revaluation of sterling securities consequent on the changes in t}o
parity of the rupee made in 1920 and 1927. There are. howeval-, manyv
other items less readily distinguishable and perhaps less obviously apppc;-
priate for inclusion, and an exhaustive enquiry might result in u list of
great iength, but of doubtful validity. In view of our recommendations
Lelow it is unnecessary for us to attempt the task of discriminatiug
between these various items.

74. After the establishment of the Reserve Bank the Government of
India will be liable, under section 36 of the Reserve Bank Aect, to pur-
chase from the Bank any silver in its issue department in execess of 50
crores, and must, on the other hand, issue to the Bank coined silveyr at
full nominal price to the amount by which the silver in the issue depart-
ment falls short of 50 crores ; subject normally in each case to a liwit ot
5 croves in any one year. There will 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
the Act, of the profits of the Bank.

75. The Governmqnt of India is precluded by section 38 of the Act
from issuing rupee coin otherwise than to the Bank in the manner
deseribed in the last section. The silver lapsing to Government as stated
in paragraph 71, and there assessed at its nominal value in coined rupees
can thus in fact only be realised either by issue to the Bank or by sale as
bullion in the market.

76. It is proposed by the two Governments in agreement that not only
future receipts and payments o.' the nature indicated in the immediately
preceding paragraphs, but also assets and liabilities existing at the date
of separation of the types indicated in paragraphs 71 to 73, shall he ex-
cluded from the general scheme of adjustment, and apportioned between.
the 1wo countries in a special ratio to be determined from the note issue.
After the initial period it is proposed that the ratio applicable to any
year shall be that borne by the average circulation of Burman notes to the
total average circulation in Burma and India combined. For the division
of the initial assets and liabilities, and for the division of annual profits
and losses during the first three years, it is proposed to employ the ratio
deduced from the figures of the third year ; a provisional allocation sub-
jeet 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 yearé,
cirenlating in Burma to any appreciable extent, to require the extension
of this period. The special note ratio would apply not only to the ordi-
nary profits of the Bank, but to any special profits realised as the result
ol the revaluation of its gold holdings. In the event of Burma deciding
to sever completely her connection with the Indian currency system she
would be entitled to a share, caleulated on the note ratio applicable at the
time, of the surplus assets which would acerue to the Government of
[ndia in the event of the Reserve Bank being liquidated under section 57
of the Reserve Bank Act.

77 It will be observed that under the above proposals the stock of
silver iaken over by the Government of India on the establishment of the
Reserve Bank would not he valued and brought into the account of liabi-
lities and assets, but would be held as a common asset and distributed
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only as and when realised. In the event, hqwgver, of Burma deciding to
supersede the rupee with a coin of her own, it is proposed that she should
at once receive her due proportion, based on the note issue, of suek of this
silver as remains ; and she would have no further interest in transactions
between the Bank and the Government of India under section 36 of the
Reserve Bank Act.

78. So far as the above proposals relate to profits and losses aceruing
after the date of separation, we have no cl‘i_tici'sm to offer. The two
Governments are, under their agreement, continuing as a partnership the
common interest in currency and coinage which they formerly had as a
unitary Government, and the proposals for the definition of their
respective shares seem reasonable. With regard, however, to the assets
other than silver, and to liabilities arising out of past currency working
and existing on the date ol separation, we sec objections, both theoretical
and practical, to the proposals. Of the latter nature is the fact that they
will involve a delay in the final settlement of at least three years, and
that the determination of the items to be included in this special settle-
ment is diffieult and must Dbe, to a great extent, arbitrary. As
a  matter “of principle, on the other hand, we see no distine-
tion  between assets or liabilities which have arisen from
curreney  operations and those whieh  have arisen from any
other cause. Even in what is perhaps the most striking case, the debt
raised to provide the Bank with a reserve, it is nevertheless true that this
debt is charged on the revenues of united Inde-Burma in the same manner
as any other debt, and there would seem to be no good reason for its
exelusion from the general body of liabilities. On grounds, therefore,
both of principle and of expediency, we recommend that all debt out-
standing on the date of separation, and all securities or cash leld as a
result of curreney working, but not the store of metallic silver, should be
included in the common account and divided on the principles we have
recommended in the earlier portions of this Report.

. 79. 1t is necessary to add a recommendation on one point of detail.
The joint proposal of the two Governmenis provides that in the event
of the Government of Burma leaving the Indian ecurrency-system she shall
have the option of returning currency to the amount of the Treasury
balances held in Burma at the date of separation and cancelling an
equivalent amount of her debt to India. We see no justification in
theory for this proposal, and possible objections in practice.  We recoin-
mend, there‘ore, that no exception be made in this respect to the general
arrangement for the redemption of Indian currency.

ForM oF INDEBTEDNESS.

80. We have above explained the broad principles on which we advise
that ihe liability of Burma to India should be ascertained. and have indi-
cated, in such detail as is at this stage possible, the methods by which
we consider that these prineiples should he applied. It will he observed
that the process envisaged necessarily involves the expression of all the
items entering into the account in terms of a common curreney. It has
been represented to us that, although Burma’s liability must for this
reason be caleulated in the first instance in rupees, some portion of that
liability should, nevertheless, be repayable in sterling. This does mnot
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necessarily imply that the actual payments by Burma to India would be
made otherwise than in rvupees. The suggestion is rather that if the
value ol the rupee varies in terms of sterling, the outstanding indebted-
ness of Burma would be correspondingly inereased or diminished.

81. We have 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
sterling payments. With regard to the remainder of her liability, how-
ever, we are of opinion that any attempt to express a portion in sterling
is inadvisable. The liability of Burma to India has no specific relation
to the various items of India’s outstanding debt, and it is not possible,
therefore, to formulate with confidence any principles on which the
amount of the sterling liability could be determined. In these circum-
stances we see no reason for departing from the natural arrangement
under which inter-Governmental debts are expressed in the currency of
the creditor country. We recommend, therefore, that Burma’s obliga-
tion to India should be wholly expressed in rupees and should not be
subject to revision in the event of any change in the exchange parity
after the date of separation.

MeTHOD OF PAYMENT.

82. We have rccommended above that the main body 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. We have next to consider the method by which Burma should
discharge this debt. It has been represented to us that inter-
Governmental debts are a fruitful source of ill-feeling and that it is
desirable that provision should be made not only for the payment of
interest, but for the ultimate repayment of tke capital. Various pro-
posals have been put forward as to the period and method of repay-
ment. The Government of India consider that repayment should be
complete within 30 years from separation, but have formulated no
definite scheme for the determination of the periodic amounts to be
refunded. The Government of Burma contemplate repayment by
means of a level annuity ealeulated to redeem principal and interest in
60 years. They support their advocacy of this period by its general
zecordance with the average of the periods assumed in- Sir Basil
Blackeft’s debt redemption scheme of 1924 as appropriate for the re-
demption from revenue of the various types of debt. We do not regard
this argument as relevant. Although Burma might think it desirable
as a measure of sound finance to meet all repayvment of the debt from
revenue, it is not necessary to assume that the requisite funds will be
raised in this way. On the other hand we consider that in all the
cireumstances the period assigned by the Government of India is too
short. We recommend that repayment should b: made by means of
an annuity due in half-yearly instalments, and sufficient to repay the
whole capital, with interest 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. ’ h
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33. We would, however, exclude from the operation of the above
recommendation one item of the debt. We have 1'ecommenQed that the.
liability in respect of pensions should, if possible, be capitalised. There
will, however, be a charge coming into course of payment after sepa.ral;
tion for pensions of staff transferred to Burma, the growth of whie
would in the ndrmal course be an offset to the decrease in the charge for
pensions previously in issue. There are practi‘eal.advantages_m pre-
serving this compensatory action, which has the effect of keeping the
total charge for pensions approximately constant. This may be to some
extent achieved if the liability to India is discharg_ed 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 solely to the liability for pemsions
in course of payment at the date of separation. The liability for 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 general debt and included in the
general annuity.

84. We have considered whether, with a view to shortening the
period during which Burma will remain under an obligation to India,
she should have the option of redeeming her debt, or any portion of it,
in advance of the date of termination of the annuity. We 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 pay, and on
the other to receive, sums in redemption of the outstanding instalments
of the annuity, or of any portion thereof.

MISCELLANEOUS.

85. The question has been raised whether certain annual payments
and receipts connccted with defence shonld be apportioned between
India and Burma. 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 the cost
of the British Navy. Tt appears to uns that these payments, which
are not in the nature of fixed or legal obligations, cannot be treated as
assets or liabilities at the date of separation. The problem of the
defence of Burma as a separate State in the British Empire will no

doubt involve consideration of the share she should properly take™ in
the common defence. ’

. .86. Inasmuch as the apportionment of reparation receipts between
the various constituents of the Empire has been based on the pensionary
liabilities incurred in cousequence of the War, and we have recom-
mended that Burma should bear 74 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 same proportion.

Trag FINAL SETTLEMENT.

. 87. As we have stated above in connection with the valuation of-
assets and liabilities, our investigation has necessarily had regard to
general principles rather than to particular ‘instagees. ,The .figures

~
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appertaining to the actual date of separation cannot be known, at the
earliest, for a period of nearly two years, and it will then be necessary
to set up some machinery for the translation of our general recom-
mendations into conecrete figures. Under the third of our terms of
reference we are asked to advise as to the nature of this machinery. It
will be useful, as a preliminary to the statement of ous views on this
question, to set out the various tasks which will confront an individual
or body of individual charged with the duty of drawing up the actual
settlement.

88. It will be necessary for such a body to draw up a list of all
the assets and liabilities of the present (overnment of United India as
they stand at the date of separation and to assign a value to each. For
this purpose it will doubtleks rely in the main on the audited accounts
of the Government of India. We have endeavoured to indicate,
wherever doubt might arise, the manner in which these figures should
be utilised to arrive at a valuation, and we do not anticipate that any
question will arise as to the validity of the actual fizures. In certain
respects. however. onr recommendations inuvolve the framing of esti-
mates or the determination of essential factors in regard to which the
accounts offer no assistance, and the necessity for independent judg-
ment will therefore arise. 'The main questioné which must remain in-
capable of purely consequential determination are as follows :—

The d(’termil}atinn of the rate of interest to be used for the
valuation of deht.

The assessment of the capital value to be assigned to divisible
pensions, both carned and part earned.

The appra'isemen‘f. of 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. questions may arise which we have been unable to foresee and

the {tpplica‘tion to which of the principles we have recommended 1is
no* immediately evident.

89. It has been proposed to us by the representatives, with the
ﬂDPI'_O"al of their I‘f‘SDfective Governments, that , the appiication in
detail of our award might appropriately be entrusted to a Committee
of t%lree, of “:llom two would he members of the Indian and Burman
services appointed by the respective Governments, with a chairman
nominated by the Secretary of State. It is contemplated that where
the nominees of the two Governments were in agreement, their decisions

would stand and that the funections B ; nl
those of an umpire. ns of the chairman would be mainly.

90. We are of opinion that the above procedure should provide a

suitable machinery for the settlement of the probl i1l arise,
fmd we accordingly recommend ijts adoption. pWE i)r;l:c:?gtt;w;onsider
in more detail the methods which we consider that the Clommittee, Te-
ferred to hereafter as the Application Committec might suitably adopt
in relation to the points of difficulty enumerated above, ‘ )

91. With regard to the rate i i
b ne rate of interest. we have advised aragraph
19) a method of determination which will afford litt(;e (Spc(’p'e o
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divergence. The Application Committee, who will doubtless have placed
at their disposal the services of the Secretary of State’s expert advisers.
should have no difficulty in reaching a decision as to the precise figure.
The rate so determined should apply, not only to the valuation of debt,
but to the capitalisation of pensions and to the caleulation of the
periodic payments to be made by Burma to India.

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. We recommend that an actuary sh‘ould
be appointed to carry out the work. 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 clearly desirable that he should be
selected at an early date. We consider it advisable tha’_c he shoul.d be
formally appointed by, and should report to, the Application Committee,
and for this among other reasons the Committee should be constituted
in the near future. The actnary appoiuted 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
instruections of their respective nominees. Tis report when finally sub-
mitted, after consideration of such advice, should be final.

We 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. We have stated above our view that an attempt should be
made, under the supervision of the Application Committee, to assign a
value to the ‘‘ dead '’ assets. The precise means by which this task
ean be carried qut can best be settled by the Committee itself, and we
do not feel it incumbent upon us to offer any detailed suggestion. We
would, however, draw attention to the desirability of setting in motion
at an early date such machinery as the investigation may require.

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. ’

L. S. AMERY.
S. A. T. ROWLATT.

. W. F. NICHOLSON.
SmNEY TURNER, Secretary.

15th March 1935.

L]
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APPENDIX.

ESTIMATES OF BURMA’ 8 LIABILITY TO THE GOVERNMENT OF INDIA AFTER SEPARATION ON
VARIOUS ASSUMPTIONS AS TO THE RATE OF INTEREST TO BE EMPLOYED FOR THE VALUA-
TION OF PERMANENT DEBT AND FOR THE CALCULATION OF THE ANNUITY.

(T'he figures relate throughout to the 31st March 1933, and must be regarded as illustrative
only.)

L—RATE OF INTEREST 3} PER CENT.
Rs, lakhs. Rs. lakhs.

Liabilities :—
Permanent Debt :—
Sterling - - .. . 5,06,82-40
Rupee .. - .. . 4,92,78-57
9,99,60-97
Liability for British War Loan (at par) ve i 5 is 22,29-47
Treasury Bills (including accrued discount) - - ‘s 61,4668
Cash Certificates (including accrued bonus) .. .. i 64,85-11
Post Office Savings Bank deposits ‘e .. .. .. 43,39-64
Provident Funds, Special Loans, &c. .. .. .. .. 76,73-80
Family Pension Funds - 5% .. .. .. 15,29-72
Provincial Balances - ‘e .. .. . 7,02-37
Sinking Fund Deposits .. is . .. .. 95-50
Part-earned Pensions .. i3 .. .. .. 87,00-00(a)
Miscellenous liabilities - .. .. .. .. 22,14-10
Total Liabilities, exclusive of liability for pensions in issue .. 14,00,77- 36
Rs,. lakhs.
Assets :—
Railways :(—
Gross capital at charge .. .. 7,97,11-72
Amount written off prior to 1924 .. 39,89-05
_—  8,37,00-77
Deduct—
Amount contributed by Compames
and Indian States i . 40,36-25
Correction for difference between
cash and stock e .. 1,95-32 (b)
Amounts set aside for depreciation
or replacement - . 26,64-15
_ 68,8572
7,68,15-05
Securities held on account of General Reserve 46-81
7,68,61-86

32



25

-
Rs. lakhs, Rs. lakhs. Rs. lakhs.
Other Commercial Assets :— .
_Posts and Telegraphs - .. 15,82-84 - 5 .
Less Depreciation 2,69-42
‘ 13,13-42
Irrigation 69-00 °
Security Printing Press .. .. - .. 42-22 R
Currency Note Press : 39204
Northern India Salt Department .. 89-47
Less Depreciation 22-79 ) .
66-68
Forests .. oo “H ¥ T . 12-95
Vizagapatam Port P % s 3,08-83
18,45-14
New Delhi .- .. .. i .. . 14,49-29
Military Lands at Bombay .. .. P - . 2,31-12°
“Dead " Assets .- .. o5 - T B 91,50-00(c)
Advances to Provinces . . e 0 1,73,03-74(dy
Other interest-bearing advances . 5 . .. 20,92 - 48(d)
Investments of Cash Balances - .. . B 1,88-24(d)
Investments of Sinking Funds = . . 3 3,22+ 49(d)
Cash and Miscellenous Assets - .. . . 31,82-90
Total Assets .. m
Excess of Liabilities over Assets . . . . 2.74,50- 0
Share of Excess assignable to Burma (7-5 per cent.) - . ——m

Assets of which Burma will assume possession :—

Railways :i—
Capital at charge it v .. .. 35,0552
Less amounts set aside for depreciation or replacement 57-03
34,4849
Other commercial assets :—
Posts and Telegraphs . . 11615
Less depreciation. . .. . . . 12-49 .
1,03-73
«“ PDead " assets .. P .. .. . B 3.25-00 (c)
Advances to Provinces .. .. .. . . 7.51-47 (d)
Other interest-bearing advances ., .. .. . 9224 (d)
(‘ash to provide working balance (say) .. . N .
Total o8 48,50-93
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. Rs. lakhs.
Liabilities for which Burma will assume direct responsibility :— .

Portion of liability for British War Loan - - " 1,67.-21
Post Office Savings Bank Deposits .. .s s - 1.46-25
Provident Funds .. e 25 83 3,07-18
Part-earned pensions .. 25 25 - o 3,75-00 (a)
Non-interest-bearing liabilities (say) s 5 38 - 3.00-00
Total 5% 12.95- 64
Net assets to be assumed by Burma - e - 4 35.55-29
Debt of Burma to India, being net assets as above, Rs. 35.55-29 lakhs.
plus share of excess liabilities, Rs. 20,5876 lakhs e - 56,1405
Annual interest on above at 3} per cent. .. .. :d 1,82-46
Annuity required to redeem principal and interest in 45 years - 2,38-32

II.—RATE OF INTEREST 3} PER CENT.

Rs. lakhs.
Liabilities :—

Permanent Debt :—

Sterling - .. e - 4,83,54-97
Rupee .. - .. %3 . 4,76,28-80
9.59,83-77
Other liabilities as before .. or b s .. 4,01,16-39
Total .. 13,61,00- 16

Assets as before 11,26,27-26

Excess of liabilities over assets

5 s 2,34,72-90

Share assignable to Burma 17.60-47
Net assets to be assumed by Burqm, as before 35.55-29
Debt of Burma to India ‘:3.15- 76
Annual interest on above at 3} per cent. i ‘7‘1.86-05

Annuity required to redeem principal and interest in 45 years 2.35-46
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II1.—RATE OF INTEREST 3} PER CENT.

Liabilities :—
Rs. lakhs. Rs. lakhs,
Permanent Debt :

Sterling .. .. s . .. 4,62,86-60

Rupee .. .. ] s¥ .. 4,61,35-26
——  9,24,21-86
Other liabilities as before . 4,01,16-39
13,25,38-25

Assels as before 11,26,27-26

Excess“of liabilities over assets 1,99,10,99
Share assignable to Burma .- ‘. 14,9332
Net assets to be assumed by Burma, as before .. .. . sk 35,55-29
Debt of Burma to India 60,48-61
Interest on above at 33 per cent. 1,89-32

d to redeem principal and interest in 45 years a1 2,33-12

Annuity require

NOTES.

Part-earned pensions.'——As no material was available for the accurate assessment
y the rough estimate given by Mr. Nixon has for illustrative purposes teen
ill in practice vary with the rate of interest assumed.

(a)
of this liabilit
adopted. The liability w

(b) Difference between cash and stock values in Railway Capital.—The rates of ex-
change at which these differences, which arose in sterling, were converted into rupees for
inclusior in the total, are 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 has been made for
accrued interest, the material for calculating which was not available. '

The liability in respect of earned pensions mustin all cases be added to the debt cal-
culated as above. 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 outlined in paragraph 83 of the Report may perhaps be represented roughly by an

annuity commencing at 80 lakhs and decreasing by 4 lakhs a year.

T \
T 0 ag,
' r

o ey
L23FinD—60C—15-6-36—GIPS 35 3, 377 /9' {
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