Budget De-mystified

A budget is a detailed plan of operations for some specific future period. It is an estimate prepared in advance of the period to which it applies. It acts as a business barometer as it is complete programme of activities of the business for the period covered. The Institute of Cost and Management Accountants, England, Defines a budget as a financial and/or quantitative statement, prepared prior to a defined period of time, of the policy to be pursued during that period for the purpose of attaining a given objective. 

Thus the essentials of a budget are 

· It is prepared in advance and is based on a future plan of actions; 

· It relates to a future period and is based on objectives to be attained ; 

· It is a statement expressed in monetary and/or physical units prepared for the implementation of policy formulated by the Government. 

Some of the terms most commonly used to confuse the layman, alongwith their plain simple meanings, are:

Ad valorem
The excise duty rates are ad-valorem when,  the duty payable is proportionate to the estimated value of excisable goods 

Appropriation Bill
It is presented to Parliament for approval, so that the government can withdraw from the consolidated fund the amounts required for meeting the expenditure charged on the consolidated fund after the Demands for Grants are voted by the Lok Sabha. 

No amount can be withdrawn from the consolidated fund till the Appropriation Bill is voted and enacted. 

Budget
It is an extensive plan of estimated revenue and expenditure of the government. The Constitution of INDIA authorizes the government to present before the parliament the annual financial statement for the fiscal year running from 1 April to 31 March. 

Budgetary deficit
Total expenditure minus total receipts. In other words, all you spend minus all you get. 

Budget at a glance
It gives a list of the government's receipts and expenditure in a succinct manner along with a break up of plan and non-plan receipts and expenditure, resources transferred to state and UT Governments, highlights of central plan. 

The explanatory notes given are supposed to complete the picture to make the reader understand various terms. 

Budget document
Written instrument used by the budget-making authority to supplement the main document in the form of an explanatory statement 

Budget deficit
Simply speaking, the excess of total expenditure over total receipts, with borrowing not included among receipts. This deficit is funded by borrowing. 


Budget estimates
The estimates of government spending on various sectors during the year, together with an estimate of the income in the form of tax revenues, form the Budget estimates. The Budget also estimates the fiscal deficit and revenue deficit for the year. 

Balance of payments
A statement showing country's trade and financial transactions with the rest of the world for a period of time. It includes purchases and sales of goods and services, gifts, government transactions and capital movements. 

Balance of trade
That part of a nation's balance of payments which deals with merchandise (or visible) imports or exports. 

Current account balance
When services and other current items are included in the balance of trade, it measures the balance of current account. 

Capital budget
It shows the capital receipts and payments of the government. It also incorporates transactions in the Public Account. 

The principal items of capital receipts are market loans, borrowings from the RBI and other parties through the sale of Treasury bills, loans received from foreign governments and recoveries of loans granted by the Central government to state and union territory governments. It also includes proceeds from the disinvestment of the Government equity from the public sector enterprises. 

Capital payments are those made for acquisition of assets such as land,buildings , machinary etc , investment in shares,and  loans granted by the Central government to state and union territory governments. 


Capital goods
Goods used in the manufacture of finished products, such as textile machinery, which is used to produce cloth for sale.


Capital receipt
The main items of capital receipts are loans raised by the government from the public,  which are called market loans, borrowings by the government from the Reserve Bank of India and other parties, through sale of Treasury Bills, loans received from foreign governments and bodies and recoveries of loans granted by the Central government to state and union territory governments and other parties. 

It also includes proceeds from disinvestment of government equity in public enterprises. 

Central Plan
Consists of the government's budget support to the Plan and the internal and extra budgetary resources raised by public enterprises. 

Consolidated Fund Made up of all revenues received by the government, loans raised by it, and also its receipts from recoveries of loans granted by it. All expenditure of the government is incurred from the consolidated fund and no amount can be withdrawn from the fund without authorisation from Parliament. 

Contingency Fund
An imprest placed at the disposal of the President and is used by the government to incur all it's urgent and unforeseen expenditure. Parliamentary approval for such expenditure and for withdrawal of an equivalent amount from the consolidated fund is subsequently obtained and the amount spent from the contingency fund is recouped to the fund. 

Consumer Price Index
A price index of the goods sold at the retail level, that measures the cost of fixed basket of consumer goods in which the weight assigned to each commodity is the share of expenditure on that commodity by urban consumers. It compares the purchasing power of consumers as on date to buy a sample basket with the same purchasing power on some earlier date. 

Countervailing duties
A tax levied on an imported product which raises the price in the domestic market as a means of counteracting unfair trading practices by other countries. 

CENVAT
It is a more liberal and extensive scheme than the erstwhile MODVAT SCHEME,  which allows instant CENVAT Credit to be taken of duties such as Excise Duty, CVD paid on inputs and capital goods received in a factory for the manufacture of any dutiable final product (except matches). This credit can be utilised to pay Excise duty on any final product. 

Capital expenditure
It constitutes the expenditure incurred by the government in creating assets -building dams and roads, and purchasing defence equipments. Loans from Center to state governments are also clubbed under capital spending. These can be financed from loans raised in the market, from the Reserve Bank of India, or from foreign governments, or lending agencies like the World Bank, IFC. 

Capital budget
It constitutes the capital transactions i.e capital receipts and capital expenditure along with the public account transactions

 
Central Plan
It consists of the government’s budget support to the plan and the internal and extra budgetary resources raised by public enterprises.

Cut motions
It is a motion put forward by the Parliament to reduce the allocation sought by the government on account of difference of opinion.

Customs duties
Charged when goods are imported into or exported from the country and are paid by the importer or exporter. 

Current account deficit
The difference between the country's exports and imports. Usually, these are passed on to the consumer.

Direct tax
Those levied directly on individuals or firms like income tax, wealth tax, the ultimate economic burden of which cannot be passed on. 

Disinvestment
The government's mission of offloading a strategic stake or certain percentage of their stake in the PSU to unlock their hidden value. 

Demands for grants
A statement of estimates of expenditure from the consolidated fund, and, included in the budget and is required to be voted by the Lok Sabha. Generally, one 'demand for grant' is presented in respect of each ministry or department.

 
Expenditure Budget
It contains expenditure estimates made for a scheme or programme under both revenue and capital heads. These estimates are brought together and shown on a net basis at one place by major heads.


Expenditure tax
Any expense incurred in luxury hotels is subject to expenditure tax. 

Economic indicators
Key statistics and figures used to analyze business conditions and make forecasts. 

Economic Survey
The Economic Survey is a annual commentary on the state of the economy with details on trends like production, money and prices, fiscal developments, balance of payments collated by the Union Finance Ministry. The survey is the finance ministry's perception of economic developments during the course of the year. It is presented in Parliament each year before the general Budget and just after the Railway Budget. 

Excise duty
It is a tax on manufacture of goods within the country. The rates of excise duty depends upon the nature of item manufactured, the nature of the manufacturing concern, and the place of ultimate sale according to which the good is put in a specific grade. 

Expenditure Budget
Contains expenditure estimates made for a scheme or programme under both revenue and capital heads. These estimates are brought together and shown on a net basis at one place by major heads. 

Finance Bill
This contains the government's proposals for levy of new taxes, modification of the existing tax structure or continuance of the existing tax structure beyond the period approved by Parliament. It is submitted to Parliament along with the Budget for its approval. It is brought to the Parliament immediately after the presentation of the budget to give effect to the financial proposals introduced in the budget. 

Foreign institutional investor
SEBI regulations define FII as an institution established or incorporated outside India which proposes to make investment in India in securities. Investment in Indian securities is also possible through the purchase of Global Depository Receipts, Foreign Currency Convertible Bonds and Foreign Currency Bonds issued by Indian issuers which are listed, traded and settled overseas and are mainly denominated in US Dollars. 

Foreign Direct Investment
Investments of a company incorporated outside India either through a branch or a representative office or through a subsidiary company set up in India for the purpose of performing operations here. 

Fiscal deficit
It is the difference- between the revenue receipts plus certain non-debt capital receipts and the total expenditure including loans, net of repayments. This indicates the total borrowing requirements of the Government from all sources. It represents the total amount of borrowed funds required by the government to completely meet its expenditure. Thus, it is the gap between the government's total spending and the sum of its revenue receipts and non-debt capital receipts. 

Fixed rate
The excise duty is fixed when a fixed rate is levied. In the Finance Act, 1994, there has been a shift in the basis of taxation from specific to ad valorem rates. 

Fiscal policy
A government's policy with respect to the purchase of goods and services and spending on transfer payments and the amount and type of taxes. 

Fiscal year
Twelve-month period for which a budget is prepared. In India the fiscal year is April 1 to March 30. 

Financial Restructuring Authority
In the last years budget the Finance Minister had announced the setting up of FRA comprising of experts and professionals in respect of any bank considered to be weak or potentially weak. It provided for super-session of the Board of Directors on the basis of recommendations of the RBI. 

Government debt
The total of government obligations in the form of shorter term borrowings and bonds. 

Gross National Product (GNP)
The value of all final goods and services produced during a year at the current market price by the factors owned by a nation. 

Gross Domestic Product (GDP)
The total market value of goods and services produced domestically during a given period. The components of GDP are consumption, gross domestic investment, government purchases of goods and services and net exports. 

Indirect tax
Those levied on goods and services and thus indirectly on people like sales duty, excise duty, the ultimate economic burden of which can be passed on. 

Interest tax
Earlier there used to be an interest tax of 2 per cent on their interest income. It was abolished in the last year’s budget. 

Inflation
The inflation rate is the percentage of annual increase in a general price level. 

Money supply
The amount of money in the economy, which can be measured in a number of ways. In India we have four measures of money supply i.e M1, M2, M3, M4. 

MODVAT
The MODVAT scheme, introduced in 1986, applies to certain specific items to limit the cascading effect of duty incidence on a number of goods where the MODVAT credit can be claimed on the purchase of raw materials on which excise has been paid. This MODVAT credit can be used to set off excise duty payable on subsequent manufacture of goods. The Modified Value Added Tax is a scheme for allowing relief to final manufacturers on the excise duty borne by their suppliers for goods manufactured by them. It has now been replaced by the CENVAT scheme. 

Monetised deficit
Indicates the level of support extended by the Reserve Bank of India to the government's borrowing programme. 

National Domestic Product (NDP)
GDP less an allowance for depreciation of capital goods 

Net National product (NNP)
GNP less an allowance for depreciation of capital goods. 

Non-Plan expenditure
Includes both revenue and capital expenditure on interest payments, the entire defence expenditure (both revenue and capital expenditure), subsidies, postal deficit, police, pensions, economic services, loans to public enterprises and loans as well as grants to state governments, union territory governments and foreign governments. 

PAN
Permanent Account Number is a unique identification number with the help of which the assessing officer of the income tax department can identify any assessee. At present, the income tax department is allotting PAN under the new series, which consists of ten alphanumeric characters and is issued in the form of a laminated card, to all assessees

. 
Peak rate
The highest rate of Customs duty applicable on an item.


Performance Budget
A year later, this is sometimes referred to as another under-performance budget. But for the record, this is the budget from each ministry/department listing out their functions, programmes and activities. 

Primary deficit
The primary deficit is simply the fiscal deficit minus the interest payments. What it tells us, therefore, is how much of the government's borrowings are going towards meeting expenses other than interest payments. 

Producer Price Index
The price index of goods sold at the wholesale level. 

Plan expenditure
Includes both revenue and capital expenditure of the government on the Central Plan, Central assistance to state and union territory plans. It forms a sizeable proportion of the total expenditure of the Central government. 

Public account
An account in which money received through transactions not relating to the consolidated fund is kept. Besides the normal receipts and expenditure of the government relating to the consolidated fund, certain other transactions enter government accounts,  in respect of which the government acts more as a banker, for example, transactions relating to provident funds, small savings collections, other deposits, etc. 

Such money is kept in the Public Account and the connected disbursements are also made from it. Public Account funds do not belong to the government and have to be paid back some time or the other to the persons and authorities who deposited them. Parliamentary authorisation for payments from the Public Account is not required. 

Quantitative restrictions (QRs)
Also called quotas - are limits set up by countries to put a tab on the imports. Quotas set ceilings on the quantity of certain specific products that can be imported every year. These ceilings are specified by the government, which issues licences that permit import of these specific amounts. 

In India, special import licences (SIL) are issued for 685 items. 

There is a list of canalised imports where only a few players are allowed to import and a negative list of imports which completely bans the import of some products. In extreme cases quotas can go down to zero, which effectively block the imports of certain things. 

Revenue deficit
It is the gap between revenue receipts and revenue expenditure. We've already seen what revenue receipts are. Revenue expenditure may be described as current expenses as distinct from investments, which are capital expenditure. 

Thus, the revenue deficit tells us how big the gap is between the government's current expenses and its current income stream. The bulk of the centre's revenue expenditure is on interest payments and wages for its staff and defence personnel. 

Reserves
Funds held against future contingencies, normally a combination of convertible foreign currency, gold, and SDRs. Official reserves are to ensure that a government can meet near term obligations. They are an asset in the balance of payments. 

Revenue expenditure
Meant for the normal running of government departments and various services, interest charges on debt incurred by the government and subsidies. Broadly speaking, expenditure which does not result in creation of assets,  is treated as revenue expenditure. 

All grants given to state governments and other parties are also treated as revenue expenditure even though some of the grants may be for creation of assets. 

Revenue receipt
Includes proceeds of taxes and other duties levied by the Centre, interest and dividend on investments made by the government, fees and other receipts for services rendered by the government. 

Revenue Budget
It consists of the revenue receipts of the government (which is tax revenues plus other revenues) and the expenditure met from these revenues. It has two components: Revenue Receipt and Revenue Expenditure. Simply put, this shows the revenue receipts (tax and non-tax) of the government and the expenditure met from these. Revenue expenditure is for the normal running of government departments and various services, interest charges on debt incurred by government, subsidies, etc. 

All grants to state governments and other parties are also treated as revenue expenditure even though some of them may be for creation of assets. 

Recession
Fall in the country's economic activity, for at least two consecutive quarters, as shown in a lowering of the GDP. Not as serious as depression. 


Revised estimates
The Budget estimates may not always be right, and the difference between the Budget estimates and the actuals are reflected in the Revised estimates, presented in the following Budget.


Sales tax
It is levied on the sale of a commodity which is produced or imported and sold for the first time. If the product is sold subsequently without being processed further, it is exempt from sales tax. 

Service tax
A service tax at the rate of 5 per cent has been levied on services of telephones, insurance (other than life insurance) and stock brokers, among others. 

Subsidy
A payment by a government to a firm or household that provides or consumes a commodity i.e the consumer pays only a part of the economic cost of the product. 

It is also the financial aid given by the Government to individuals or groups. Subsidies are meant to encourage certain sections of the population to improve their skills or businesses so as to be locally and globally competitive.

Surcharge
It is a charge on the tax. 

Supplementary grant
Whenever the government desires to incur extra expenditure, a Supplementary estimate is laid before the Parliament for its sanction. If some money has been spent on any service during a financial year in excess of the amounts granted for that service,  and for that year, the Minister of Finance/Railways presents a Demand for Excess Grant. 

Tariff
A levy or tax imposed upon each unit or a commodity imported into the country. 

Value-added Tax (VAT)
A tax levied upon a firm as a percentage of its value added to avoid the multiplying effect of taxes as the product passes through different stages of production. The tax is based on the difference between the value of the output over the value of the inputs used to produce it. 

Vote-on-account
The discussions on the budget proposals take a lot of time. So this is an interim arrangement where the Lok Sabha is authorised to grant a vote on account to the government to meet the necessary expenditure on various items,  till the budget proposals are cleared by the Lok Sabha. 

It normally covers the expenditure requirement of the government for two months. 

Venture capital finance
It is the capital provided by firms of professionals who invest in sunrise companies which have potential for high growth. The management of such companies have a new, revolutionary idea which is not tried and tested, so are unable to get funding from traditional. 

Zero-based Budgeting
Zero base means that the justification of every fund outlay shall have to be provided afresh. If a fund outlay in a particular programme/project is found to be justified, its minimum/base level will be fixed as a percentage,  (say 80 per cent) of the current year's budget. On the assumption that inefficiencies and/or scope of budget reduction may exist in marginal cases only (say, the balance 20 per cent). The current budget - the historical data - is taken as the point of reference. 



