STUDY NOTES - BASIC CONCEPT

What actually happens when you Pay taxes?
Where is this money stored? Role of RBI? Know
everything through Q&A!
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Q1l: What is the Consolidated Fund of India, and which authority manages it?

A: The Consolidated Fund of India is established under Article 266(1) of the Constitution of India. It is the primary
reservoir for all government revenues, loans, and loan repayments. Its management is divided across four key

entities:

Parliament of India: Exercises ultimate legislative control. The government cannot withdraw or spend any money
without parliamentary authorization through Appropriation Bills.

Ministry of Finance: Handles daily executive administration, budget allocation, and accounting through its
Department of Economic Affairs.

Reserve Bank of India (RBI): Serves as the custodian bank and fiscal agent holding the government's central
account.

Comptroller and Auditor General of India (CAG): Audits all expenditures to ensure they strictly align with

parliamentary sanctions.

Q2: Does the RBI hold all the money under the Consolidated Fund of India?

A: No, not in the sense of keeping vast piles of physical cash sitting in a single vault.

The Consolidated Fund is primarily an electronic ledger system managed by the RBI's Central Accounts Section

(CAS) in Nagpur on its core banking system (e-Kuber).

To prevent public funds from sitting idle, the RBI actively invests surplus cash into short-term Government

Treasury Bills to generate modest returns while maintaining liquidity.

Q3: Does the RBI manage government money like a commercial bank manages
deposits?
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A: No. Unlike commercial banks, the RBI:

Does not create loans or engage in fractional reserve banking using government deposits.

Does not pay interest on these deposits as a commercial bank would; instead, it returns its operational surpluses
back to the central government as an annual dividend.

Cannot process withdrawals freely; every expenditure requires prior authorization via Parliamentary Appropriation

Bills.

Q4: Is the money held by the RBI actually deposited in commercial banks?

A: No. Commercial banks (like SBI, HDFC, or ICICI) act strictly as collection agents for

tax and non-tax revenues.

By law, commercial banks cannot retain government revenues on their balance sheets.

Every day, through e-Kuber, all government funds collected by commercial banks are automatically swept

directly into the RBI's master ledger. Commercial banks never keep this money as commercial deposits.

Q5: Where is physical cash ultimately kept?

A: Over 95% of the fund exists purely as digital balances. For the fraction that exists as paper currency and coins,

it moves through a controlled network:
Printing Presses & Mints: Produce physical currency.
RBI Regional Issue Offices: Store and distribute primary currency.

Currency Chests: Heavily fortified vaults inside select commercial bank branches across the country. While

physically housed inside commercial banks, the cash inside belongs legally to the RBI.

Q6: When the Budget and Appropriation Bills pass, is cash transferred from the RBI

into ministry bank accounts at commercial banks?

A: No. Passing an Appropriation Bill is purely a legal authorization allowing the executive branch to spend up to a

specific limit. It does not trigger a bulk transfer of cash into separate ministry bank accounts.
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India uses a Treasury Single Account (TSA) system. Funds stay centralized at the RBI until the exact moment a
payment needs to be made. Ministries receive spending limits on tracking portals like PFMS (Public Financial

Management System), not lump-sum cash transfers.

Q7: When the RBI processes a government payment, does it come out of the RBIl's own

bank account?

A: No. The RBI distinguishes between its own operational capital and customer funds:
The RBI's Own Funds: Used for central bank operations and monetary management.
The Government’s Account: A customer account maintained on e-Kuber.

When a ministry pays a contractor, salary, or subsidy, the RBI debits the Government of India’s central account
balance on e-Kuber and transfers the funds electronically (via NEFT/RTGS) directly into the recipient's private

commercial bank account. The money comes off the government's balance sheet, not the RBI's.
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