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INTRODUCTION

I, the Chairman, Railway Convention Committee, 1973, having
been authorised by the Committee to present this Eleventh Report
on their behalf, present this Report on “Rate of Dividend for 1976-
77 and other Ancillary Matters”.

2. The Sixth Report of the Committee on the Rate of Dividend
for the year 1975-76 and other Ancillary Matters was presented to
Parliament on the 16th December, 1974. The recommendations of
the Committee concerning the rate of Dividend were adopted by
the Lok Sabha on the 17th December, 1974 and by the Rajya Sabha
on 21st December, 1974. The Tenth Report of the Committee deal-
ing with action taken by Government on the other recommendations
contained in the Sixth Report was presented to Parliament on the
7th August, 1975.

3. The Committee have also since finalised their Eighth and
Ninth Reports on “Railways’ Fourth & Fifth Five Year Plans and
Other Ancillary Matters” and “Social Burdens on Indian Railways”
respectively. Another Report on “Organisational set-up and func-
tions of the Railway Buard” is being processed and will be presented
to Parliament in due course. Pending finalisation of this Report,
they have decided to present this Report on the rate of dividend
etc. for 1976-77 so as to enable finalisation of the Railway Budget for

the next financial year.

4. The Committee considered and finalised the Eleventh Report at
their sitting held on the 4th December, 1975. A statement showing
the summary of principal recommendations of the Committee is ap-

pended to the Report.

5. The Committee wish to place on record their appreciation of
the valuable assistance rendered to them by the Chairman and
Members of the Railway Board, the Financial Commissioner for
Railways and other officers and staff.

B. S. MURTHY,
Chairman,
Railway Convention Committee.

New " DELHI;
December 16, 1975.

Agrahayana 25, 1897(S).

(iii)



REPORT

In their Ninth Report on Social Burdens on Indian  Railways,
the Committee have znalysed in detail the impact or their financial
position of the various social burdens that the Railways are called
upon to bear. The Committee have noted that Railway systems in se-
veral countries are compensated in some form or the other for
meeting wholly or paitly the losses, arising out of their social obli-
gations. The Commitltee have made some suggestions to provide
relief to Railways in certain areas which they consider to be justified
keeping in view their overall financial position. They have at the
same time emphasised the need for ensuring optimum utilisation ot
assets created at an enormous cost to the public revenues and to re-
store the financial equilibrium that the Railways had till 1965-66.

2. The Committee note that in the wake of the emergency. the
Railways have taken a series of measures to tone up their opera-
tional efficiency and in particular, to improve the daily wagon load-
ings so as to augmen: their earnings, The Commitlee necd hardly
cemphasise that utmost cconomy in working expenses is the need of
the hour and that 'virorous and sustained efforts in this direction
are called for, What the Committee are looking for is a firm deter-
mination and action at all levels of the Railways to put to best use
the assets created with nation’s money, to keep the wheels turning
cver faster in the in'erest of speedier and safe delivery of goeds
and to provide a passenger service which is a by-word for punctu-
ality and comfortable travel and earn larger revenues to generate
surpluses. !

The Committee hope that the sense of discipline and enthusiasm
gencrated by the emergency will permeate all levels of Railway
administration so that all traces of complacency and drift are rooted
out and the nation's largest public undertaking regains its reputa-
tion as an efficient organisation devoted to the service of the nation.
The Committee would like the Railway Board to present a detailed
note to Parlinment about the improvements and cconomies effected
in the working of the Railways sinee the declaration of the emer-
gency.

A. Rate of Dividend etc.

3. In their Report on “Qrganisational  sct-up and functions of
the Railway Board”, the Committee propuse to deal bmadl)." vx{n.h
the problexﬁs of Railivay management in India. Pending finalisation
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of the same, they would like that the rccommendations already
made by them with regard to the rate of dividend ete. in their ear-
lier Reports may apply for the next financial year i.c, 1976-77 as well.

4. The Committee accordingly recommend as follows:—

(1) The present mode of payment of a fixed dividend on the
capital invested in the Railways as computed annually in
licu of the intercst charges plus a small element of contriy
bution to General Revenues, may continue in the interest
of financial discipline,

(2) The present manaer of fixing the payment of dividend to
General Revenues, viz., at fixed percentage of the Capitai
at-charge of the Railways excluding the capital of stra-
tegic lines and making special provision for certain Ore
Jines, Jammu-Kathua section and Tirunelveli-Kanya-
kumari-Trivandrum line etc. may continue during the
financial year 1976-77.

(3) The present arrangement of adopting differential rates of
dividend on Capital invested in the Railways upto 31st
March, 1964 and that invested thereafter, may continue
during 1976-77. The existing rates of ‘dividend at 4.5 per
cent of the Capital invested on the Railways upto  31st
March, 1964 with an addition of 1 per cent in lieu of the
tax on passenger fares and to assist the State Govern-
ments in financing the Railway Safety Works and ¢ per
cent on Capital invested on Railways after 31st March,
1964 may also be retained with the following ancillary
provisions. including equitable concessions to the Rail-
ways, as helow:—

(1) Out of the amount of additional 1 per cent dividend on
the capital invested in the Railways upto 31st March,
1964 a sum of Rs. 16.25 crores may be passed on to the
States as payment in licu of passenger fare tax and
the halance utilised to assist the States in  providing
their portion of the resources required for financing
safety works as at present,

(ii) The present arrangemert of deducting losses in  the
working of strategic lines from the payment to General
Revenues may also continue during the next financial
vear with the complementary arrangement that the
earnings of such lines, if any, after meeting  working
expenses, depreciation and other charges may be paid
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to the General Revenues to the level of normal dividend.

(ili) The present arrangement of exempting the Capital-at-
charge of the nond{strategic portions of the Northeast
Frontier Railway, unremunerative branch lines and
the element of over-capitalisation from the payment of
dividend may continue during 1976-77.

(iv) The present arrangement of permitting the Railways to
take credit for the difference between the dividend
rate of 6 per cent and the average borrowing rate at
which interest would actually accrue, in respect of
their various Fund balances banked with the General
Revenues may also be continued during 1976-77.

(v) The existing arrangement of:

(a) deferring the payment of dividend on the Capital-at-
charge of New Lines chargeable at the average rate
of interest during the period of their construction as
well as for the first five years after their opening; and
viz. 1976-71.

(b) closing the account of deferred dividend on New
Lines after a period of 20 years from the date of
their opening, extinguishing any liability for deferred
dividend not liquidated within that period; may be
continued during the next financial year viz. 1976-77.

5. In paragraphs 5.79 and 5.80 of their Ninth Report, the Com,
mittee have observed as follows:—

“In paragraph 16 of their Sixth Report, the Railway Conven-
tion Committec had recommended that 30 per cent (in-
stead of 25 per cent as hithertofore) of the capital outlay
in the years 1974-75 and 1975-76 on works-in-progress
other than those pertaining to strategic lines, Northeast
Frontier Railway (Commercail), over-capitalisation, ore
lines, Jammu-Kathua and Tirunelveli-Kanyakumari-Tri-
vandrum lines, New Lines and P&T line wires, may be
exempted from payment of dividend for a period of three
years. This recommendation has since been approved by
Parliament.

Having regird to the difficult financial position of the Rail-
‘ways and also taking into consideration the long peri?d
of construction|gestation of Railway investment in
general, the Committee recommend that 50 per cent of
the outlay on capital works-in-progress, other than those
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specified above, tiay continue to temain ‘exempted froni
payment of dividend for a period of three years in each

case, during the entige period of the Fifth Plan i.e., 1974--
79>

,l 0 B, Railway Funds ’

6. In pursuance of the recommendation made by the Railway
Convention Committee 1971 in their First Report on ‘Accounting
Matters’; Government  appointed a Working Group to examine the
basis‘for -making ‘provision for depreciation in respect of Railway
assets ' created during the Fourth Plan period and to determine
Whethier it is nécessary to create a separate Renewal Reserve Fund
to provide for inflationary and improvement elerients in the cost of
assets. The Working Group have. since completed their study and

their recommendatlons are stated to be under Government’s con-
:deratiun

7. The Wm‘kmg Group have reached the conclusion that there
is no fundamental necessity to change the present system of work-
ing out tre provision to Depreciation Reserve Fund based on current
replacement costs and that there is no need to create a separate
Renéwa! Reservé Flind They have observed:

“The currant replacement cost approach; should be followed

.in.the Railways for the purpose of ccharging depreciation

considering the permanent character of the Railways and

their crucial role in providing infra-structure for econo-

mic’ development,” Accordmgly, the estlmated inﬂatnon-

ary and 1mprovement element will form part of this
replacement cost.”

8 The Workmg Group have ‘hawever, outlined three alternative
systems to calculate the deprecxataon requirements, should a change
in the existing procedure be called for. These are:

System I—Calculation of depreciation provision based on
asset registers for each individual asset. ‘Another refine-
ment of the same system would be the adoption of Group
Plan System of working out depreciation for a given
recognised group of asset.

System II—Calculation of depreciation provxsxon based on the
‘already available data on'wasting railway assets ‘contain-
ed in the Block Account i.e. working out separately the
provision on account of the three elements viz. the

R provis:oh based on original cost of the assets, the pro-
7.V, . vision'on account of inflation, and the provision on account
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of improvement element. The sum total of these pro
visions would automatically meet the requirements of
current replacement cost approach.

System Ill—Calculation of depreciation provision based on
available data of Railways’ wasting assets in terms of
physical units under clearly assignable asset groups and
estimating their current replacement cost by evaluating
them and thus arriving at the provision for Depreciation
Reserve Fund.

9. In view of the cumbersome procedure as well as substantial
recurring expenditure of about Rs. 60 lakhs jnvolved in System I,
the Working Group have recommended adoption of either System
II or System III to ensure that there is no serious under-provision-
ing or over-provisioning.

10. The Committee note that the total provision to the Depreci-
ation Reserve Fund during the Fifth Plan under the three systems
would be Rs. 730 crores, Rs. 658 crores and Rs. 750 crores respec-
tively. The Working Group have recommended a provision of
Rs, 660 to Rs. 750 crores for the Fifth Plan based on System II or
System III. The Working Group have further ybserved:

“The Railway system is an important infra-structure for the
economy. It is extensive in its area of operations with a
route kilometrage of about 60,000 and is complex in its
variety of operations. Hence, in thc¢ interests of prudent
financial management, if the financial situation permits,
the Working Group recommends the maintenance of at
least 5 per cent of the block value of wasting assets as the
balance in the Depreciation Reserve Fund to meet the un-
foreseen exigencies which may be caused by the unpre-
dictable inflationary situation as also due to the rapid
strides in the field of technological advancement.”

11. In his Memorandum submitted to the Committec, the Finan-
cial -Commissioner for Railways had stated:

“Pending a full examination of the matter on the lines sug-
gested by the Convention Committee, 1971, the total
requirement on replacement accounts is expected to be
Rs. 650 crores as per the draft Fifth Five Year Plan for
Railways. This would require a contribution of Rs. 120
crores in 1974-75 rising up to Rs. 140 crores in !978-79,
giving an average of Rs. 130 crores per year over the five-

year period.”

.

.om T .
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12. In their Intcrim Report, the Committee had recommended
that pending receipt of the Report of the Working Group and its
consideration by Government, appropriation to the Depreciation
Lieserve Fund in 1974-75—the (rst year of the Fifth Plan may be of
the same order as in the final year of the Fourth Plan i.e. Rs. 115
crores.  Provision of the same order was recommended by the Com-
mittee for the year 1975-76 (vide paragraph 19 of Sixth Report).

13. In a note subsequently furnished to the Committee (vide
Appendix I), the Financial Commissioner for Railways has pointed out
that in satisfaction of the covenant entered into with the Interna-
tional Development Association in August, 1975, the minimum con-
tribution to the Depreciation Reserve Fund has to be Rs, 130 crores
per annum. He has added that the shortfall of the previous two
years amounting to Rs. 15 crores would need to be made gocd in the
subsequent years of the Fifth Plan. So far as the next year ie.
1976-77 is concerned, the Fund is likely to bear an expenditure of
Es. 135 crores.

14. The Committee would like Government to come to a decision
on the recommendations of the Working Group without delay so that
the allocations to the Depreciation Reserve Fund could be made on
a rational and scientific basis. As the recommendations of the Work-
ing Group envisage enhancement of the provision of Rs. 650 crores
proposed by the Financial Commissioner for the Fifth Plan period,
the matter would have to be considered carefully in the light of the
revenue position of the Railways. The Committee would like to be
apprised of Government's decisions on the recommendations of the
Working Group.

15. The Committee note that Railways are obliged under a cove-
rant recently entered into the International Development Association,
t» make g minimum contribution of Rs. 130 crores per annum to the
Depreciation Reserve Fund during the quingquennium 1974-—-79.
Keeping in view the depreciation requirements for 1976-77, the re-
quirements as assessed by the Working Group on Depreciation and
the commitment made to the International Development Association,
the Committee have no objection to the contribution to the Depre-
ciation Reserve Fund being raised to Rs. 135 crores in 1976-77 as
against Rs. 115 crores during each of the first two years of the Fifth
Plan. ‘

16. Having regard to the unsatisfactory state of Railway Finances,
the Committee further recommend that the existing provision of tem-
porary loans from General Revenues oeing advanced to the Railway
Development Fund, whenever the available balance in the Develop-
ment Fund is insufficient to meet the cost of works chargceable to
that Fund and payment of interest thereon at the average borrowing
rate, may be continued.

"17. The Committee further recommend that the Railways may be
permitted to take temporary loans as at present from the General
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Revenues to meet the full dividend liability when the Railways’ net
revenue is not adequate to pay the dividend to the General Reve-
nues and the Revenue Reserve Fund has no or insufficient balance

to make good the shortfall. The interest on such loans may be paid,
by the Railways at the current borrowing rate.

C. Other Matters

(a) Task Force on Rudgetary Accounting and Management Prac-
tices in the Railways:

18. The Railway Convention Committee, 1971 had recommended
in their First Report on Accountihg Matters that a Task Force may
be constituted to examine the budgetary, accounting and manage-
ment practices in the Railways. The Task Force was, inter alia,
required to examine the structure of Demands for Grants and other
budget documents with a view to achieving rationalisation and sim-
plification so that the Railway Budget could provide information in
a lucid and .intelligible manner to the common man and at the same
time furnish complete information to the Members of Parliament,
containing meaningful data of co-relating costs to results. The
Task Force was also required to suggest the manner in  which the
Performance Budget could be introduced as an integrated part of
Demands for Grants. The other items of reference of the Task
Force included development of ‘Responsibility Accounting’ and an
effective system of ‘Management Accountancy’ with a view to draw
strategies and plans to achieve clearly defined objectives.

19. In their Tenth Report on action taken by Government on
the recommendations contained in their Sixth Report on ‘Rate of
Dividend for the year 1975-76 and other Ancillary Matters’ the
Railway Convention Committee, 1973 had observed that they would
like to be informed about the action taken by Governthent in
pursuance of the recommendations made in the First Report of the
Task Force dealing:with restructuring of the Demands for Grants
and budgetary documents and.alse.on the dther reports being pre-
pared by the Task Force. The Ministry: of Railways have since
furnished to the Committee a statement showing Government’s
decisions on the recommendations contained in the First Report of
the Task Force. The same is reproduced in Appendix II. Some of
the important recommendations and Government's views thereon

are given below:

(1) The Task Force had recommended a change in the concept
of “Gross” budgeting and had suggested that budgeting
under the heads “Stores Suspense”, “Workshop Manufa{c-
ture’ Suspense” and to some extent under “Revenue
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Expenditure” should be on “net” lbdblb'be(.dUbL it is the
net expenditure whxch finally gets btmked in accounts
and ‘is reflected in’ the financial results of the Railways.
Government are of the view that unless the interpretation
by the Comptroller & Auditor General with regard to the
Constitutional provision which reguires a vote of Parlia-
ment for “Grants” expendlture from the Consolidated
Fund of India is revised by the Ministry of Finance in
consultation with the Comptroller & Auditor General,
the concept of ‘net’ budgeting cannot be adopted on the
Railways. Therefore, the revised Demands for Grants
will be submitted to vote of Parliament for the ‘Gross’
amount until the bzsis of ‘net’ budgeting is adopted by
'Government as a whole. ‘

(2) The suggestion of the Task Force that the proposed
.Demand No. 15 dealing -with Dividend to General
Revenues, should show the Dividend separately under
“Interest” and “Contribution” has not been accepted by
‘Government. The Ministry of Finance would, however,
continue to be furnished with this information for depart-
mental use.

(3) The introduction of booklet “Key to Budget” hag been
accepied.

20. The Ministry of Railwavs have further stated that since the
Task Force had recommended a very major restructuring of the
Railway Budget (Demands and sub-heads of Demands), intensive
training to staff and officers dealing with budgeting on the Railways
will be arranged before implementation which may take a period of
about 2!3 years, provided the Second Report of the Task Force deal-
ing with revised classification of accounts is not delayed.

21. The Committee would like the Ministry of Railways to obtain
the prior approval of the Estimates Committee with regard to the re-
vised format of the Budget Estimates proposed by Government in the
light of the Reports of the Task Force. .

(B) Financing the construction of Staff Quarters:

' 99. In his Memorandum to the Committee, the Financial Com-
missioner for Railways has stated:

“In view of the unsatisfactory position of the Development
Fund, it is clear that it will not be possible to expect any
substantial allocation from -that Fund for the gonstruc-

Y e
-
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tion of staff quarters. In fact it may be said that the
Pre§ent state of the Development Fund is acting as an
inhibiting factor in this matter.

“Considering the inability of the Railways to generate sur-
Plus for accretion to Development Fund during the Fifth
Plan period to meet even the minimum housing pro-
gramme for staff, apart from other expenditure charge-
able to the Fund (such as on users’ amenities and
unremunerative operating improvements), the question
of the source of financing of expenditure on staff quarters
Is being examined by Government.
“In the circumstances, the following alternatives are submitted
for the consideration of the Convention Committee; —

(1) To continue the existing procedure of financing staff
quarters only from the Development Fund, horrowing
money from General Revenues, if necessary,

(2) The cost of construction of staff quarters be charged to
Capital with effect from 1-4-1974, dividend being payable
on such capital, utilised for construction of staff quarters,
only if the Railways have surplus after discharge of all

v other liabilities”.

23. The Committee would in this connection like to draw attention
to the recommendation contained in paragraph 6.47 of their Ninth
Report which reads as follows:—

“So far as the question of financing the construction of staff
quarters is concerned, the Committee agree with the Rail-
ways’ suggestions, concurred in by the Ministry of Finance,
that the cost of construction of staff quarters may be
charged to Capital during the Fifth Plan period, dividend
on such capital being payable only if the Railways have

_surplus after discharging other dividend obligations”

B. S. MURTHY,

»
New DeLui;
Chairman,

December 16, 1975

Agrahayana 25, 1897 (S) Railway Convention Comnittee,



! APPENDIX 1
(vide para 13)
Contribution to the Depreciation Reserve Fund in 1976-77

The Convention Committee, 1971, had recommended constitution
of a Working Group for suggesting a rational and scientific basis
for working out depreciation, taking into account the cost and life
of various assets. It was further recommended that the require-
ments of Depreciation Reserve Fund for the Fifth Five Year Plan
should be worked out on the above basis and placed before the
next Convention Committee. Pending a full examination of the
matter on the lines indicated by, the Convention Committee, 1971,
the replacement requirements during the Fifth Plan were estimated
at Rs. 650 crores as per details indicated in para 14, Chapter 5 of
the Memoranda for the Railway Convention Committee, 1973.
Accordingly and in line with the V Plan frame, contribution to
Depreciation Reserve Fund during each year of the Fifth Plan was
proposed to be made at the followmg rate: —

(Crores of Re.)
— — ar—— — b - — I —— s+ —
IS, o e, o E e Y 120
Vi Vi ) (AN E T e e o e
1975-76 ", r e e D & <
1976-77 . . . . . . . . . . . . 140
i . . LR R . 10 RS e . :
- 1977-78 . " B . e e . iie 130
PN [ T, [RRS I K e \ PRI
,,’97’8"79 R T S T KOS I AR L (AL LR Y ve ! . 130
; [ IA. ———— —
IRE e ikt e e e 630

Ty T 4 i —e

—rt- -

21 In: November;. '1973 a credit .of ! $80 million 'Wag'negotiated
with the International Development Association, agreement for
which was signed by Government on 21st December, 1975. This
credit was ‘to finance bulk of the foreign exchange requirements of
the Railways for the fifteen-month period January 1974 to March
1975. One of the covenants agreed to with the Association related
to adequate contribution to the Depreciation Reserve Fund being
made as part of the operating expenses of the Railways. It was
agreed that the contribution to Depreciation Reserve Fund in each
of the years 1973-74 to 1975-76 would not be less than Rs, 115 crores,

- . 10

»
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Rs. 120 crores, and Rs. 125 crores respectively, The above rate of
contribution to Depreciation Reserve Fund was agreed to keeping
in view the recommendations contained in para 2.31 of Chapter 2 o
the First Report of the Railway Convention Committee 1971, fix-
ing the contribution during 1973-74 at Rs. 115 crores and the pro-
posal contained in the Memoranda placed before Convention Com-
mittee, 1973, as referred to in the preceding paragraph.

2.2. The Railway Convention Committee 1973 vide paras 74 and
75 of their Interim Report and paragraph 19 of their Sixth Report,
however, desired that pending consideration of the Report of the
Working Group appointed by the Government in this regard, the
contribution to Depreciation Reserve Fund may be made at the
rate of Rs. 115 crores in each of the two years 1974-75 and 1975-76
i.e. at the same level as in 1973-74. Contribution to the Fund was
accordingly made in the Budget Estimates for 1974-75 and 1975-76.

2.3. At the negotiations for a credit for the XIII Railway Pro-
ject held in Washington in July 1975. the International Develop-
ment Association expressed concern al the shortfall in the con-
tribution to Depreciation Reserve Fund by Rs. 5 crores in 1974-75
and Rs. 10 crores in 1975-76. The circumstances leading to the
lower level of contribution in these two years were explained to
them and it was pointed out that the Convention Committee 1973,
through their Interim Report and Sixth Report had made recom-
mendation in this regard pending receipl and consideration of the
Report of the Working Group appointed to go into question of con-
tribution to Depreciation Reserve Fund. It was further explained
to them that for the Fifth Plan period the total contribution to the
Fund still stood at Rs. 650 crores and the shortfall in the first two
years of the Fifth Plan would be made good in the subsequent three
vears of the Plan. The International Development Association
finally accepted the position, subject to the total contribution to the
Fund in the Fifth Plan period being not less than Rs. 650 crores ia
the aggregate and the contribution in each of the years 1976-77 to
1978-79 being made at not less than Rs. 130 crores. In the agree-
ment signed with them on 26th August, 1975, for a credit of $110
million, a covenant to this effect has been incorporated.

3. As already mentioned above, the aggregate contribution to
the Depreciation Reserve Fund in the Fifth Plan period is to be of
the order of Rs 650 crores which is also the lowest figure of the
three alternatives suggested by the Working Group who have since
submitted the Report. Taking into account the amount of Rs, 230
crores contributed in 1974-75 and 1975-76. the remaining amount to
he contributed to the Fuynd in the three vears from 1976-77 to 1978-79
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would be Rs. 420 crores, giving an average of Rs, 140 crores per
annum,

4. Keeping in view our commitment with the International
Development Association to make a minimtm contribution of Rs. 130
crores in each of the years 1976-77 to 1978-79 and of a total aggre-
gate contribution of Rs. 650 crores in the Fifth Plan, as also the fact
that expenditure from the Fund of the order of Rs. 135 crores is
visualised during 1976-77, it is suggested that for 1976-77 the con-
tribution to the Fund may be allowed at Rs. 135 crores. This
would still leave Rs, 285 crores to be contributed to the Fund during
the remaining two years of the Fifth Plan.

5. Summarising, it is requested that pending consideration and
decision on the Report of the Working Group on contribution to
the Depreciation Reserve Fund, the Convention Committee may
consider recommending a contribution of Rs. 135 crores to the
Depreciation Reserve Fund during 1976-77.



APPENDIX II
(Vide para 19)
Government’s decision on the recommendations (1—14) contained in

the First Report of the Task Force on Budgetary, Accounting
and Management practices on the Railways.

In pursuance of the recommendations of Railway Convention
Committee (1971), a Task Force was constituted to examine certain
aspects of Budgetary, Accounting and Management Practices on the
Railways. The Task F:orce was, inter alia, required to examine the
structure of Demands for Grants and other budget documents with
a view to achieving rationalisation and simplification so that the
Railway Budget could provide information in a lucid and intelligible
manner to the common man and at the same time furnish complete
information to the Members of Parliament, containing meaningful
data for co-relating costs to results. The Task Force was also re-
quired to suggest the manner in which the Performance’ Budget
could be introduced as an integrated part of Demands for Grants.
The other items of reference of the Task Force included development
of ‘Responsibility Accounting’ and an effective system of ‘Manage-
ment Accountancy’ with a view to draw strategies and plans to
achieve clearly defined objectives. The Task Force submitted its
first report on ‘Budgetary, Accounting and Management Practices on
Railways’ which deals mainly with re-structuring of Demands for
Grants and other budget documents.

The Task Force has recommended a revised structure of Demands
for Grants based on function-oriented analysis of working expenses
of the Railways. The scheme of revised Demands for Grants makes
each grant distinguishable by the main activity to which it relates
and the related objectives of expenditure under that Grant. This is
intended to facilitate concurrence cost and budgetary control.

The Revised Demands for Grants, recommended by the Task
Force, are 16 in number against 22 existing at present. The new
Demands for Grants recommended by the Task Force are as under:—

Stummary of the Revised Demand Structure
Demands for Grants

Jor
’ Expenditure on Railways
Group Demand
No. Name of Demand
olicy F ion & Servic - . Railway Board.
. P"'.:{'Znﬁgﬁﬁgiasemm com ; I}!n;s‘::tych, Audit & Miscellancous

Establishments.

13
1459L.S—2, -
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Group Demand
No. Name of Demand
II. General Superintenderce & Services 3. General Superintenderce and Services
on Railways. on Railways.
III.  Repairs & Mainterar ce. 4- Repairs & Maintenarce of Way & Works,

§. Repairs & Maintenance of Motive Power.

6. Repairs & Maintenance of Carriages &
Wagons.

7. Regnirs & Maintenance of Plant and
quipment.

IV. Operation, 8. Operating Expenses—Rolling  Stock
i and Equipment.

9. Operating Expenscs—Traffic.
10. Operating Expenses—Fuel.

V. Staff Welfare, Retirement Benefits 11, Stafl Welfare & Amenities.

and Miscellaneous. .
12. Miscellaneous Working Expenses.

13. Provident Fund, Pension & other Retire-
ment Benefits.

VI. Railway Funds, and Payments to 14. Appropriation to Funds,  «
General Revenues. .
18. Dividend to General Revenues, Repay-
ment of loans taken from General

, Revenues, and Amortisation of over-
capitslisation.

VII. Works Expenditure. 16. Assets—Accuisition, Construction and
Replacement.

The salient features of the proposed re-structured Demands for
Grants and other recommendations are given below:—

(a) The proposed Demands 1 and 2 are in the nature of general
‘Overheads’ covering expenditure on facilities common to the rail-
ways such as establishment of the Railway Board R.D.S.O., Audit,
Miscellaneous Establishments etc.

(b) Demands 3 to 13 provide for working expenses of the-Rail-
ways. The main changes suggested under this head relate to splitting
up of some of the unwieldy Demands. The present Demand 5,
‘Repairs and Maintenance’ has been split into constituent functional
Demands separately to record expenditure on maintenance of
‘Track’, ‘Mative Power’ and ‘Plant and Equipment’, Demands 6, §
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and 9 covering expenditure on ‘Operating Staff’, ‘Uperation other
than Staff and Fuel’ and ‘Miscellaneous Expenses’, respectively, have
been re-grouped and amalgamated into the revised relevant demands
according to the activity classification of the expenditure.

(c) The Works Demands, presently numbering 3, have been
amalgamated into a single Demand for all works expenditure, irres-
pective of the source ,of financing. The Works expenditure under
this Demand as recommended by the Task Force, seeks to group
together certain items of individual plan heads. @

(d) An important feature emerging from the recommendations
of the Task Force is the change in the concept of ‘gross’ budgeting.
It has been suggested that budgeting for ‘Stores Suspense’ and
‘Workshop Manufacture Suspense’ and to a minor extent under
‘Revenue Expenditure’ should be on a ‘net’ basis because it is the
net expenditure which finally gets booked in accounts and is re-
flected in the financial results of the Railways.

(e) The Task Force has also dealt with other budget documents.
It has suggested elimination of certain items of expenditure present-
ly included in the Explanatory Memorandum on Railway Budget.
At the same time it has recommended addition of certain charts and
statistical data.

(f) The Task Force has recommended complete discontinuance
of the booklet ‘Works, Machinery and Rolling Stock Programme
Part-1 (Summary)’.

(g) It has suggested introduction of a new booklet titled ‘Key to
Budget' on the lines issued by Ministry of Finance with the General
Budget.

The recommendations of the Task Force, contained in its First
Report, have been examined in detail and the Government have
decided to accept its recommendations dealing with re-structured
Demands for Grants and other budgetary documents subject to the
following:—

(i) The Constitutiogal provision as now interpreted by Con‘.lp—
troller and Auditor General, requires a vote of Parlia-
ment for ‘gross’ expenditure from the Consolidated F\m'd
of India. Unless the interpretation of the Constitution. is
revised by Ministry of Finance, in consultation with
Comptroller and Auditor General, the concept of net
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. budgeting cannot be adopted on Railways. Revised
Demands for Grants will be submitted to vote of Parlia-
ment for the gross amount until the basig of net budget-
ing is adopted by the Government as a whole.

(ii) Under the proposed A Demand 11—Staff Welfare and
Amenities additional sub-heads showing “Grants-in-aid to
, non-railway schools” and “Educational Assistance to
railway employees” will be provided to record expendi-

ture on these distinct activities,

(iii) The suggestion made by Task Force thal the explanatory
note below the proposed demand number 15, dealing with
t ‘Dividend to General Revenues, should show the dividend
L split up under ‘Interest’ and ‘Contribution’ is not accep-
table. This information will continue to be furnished
separately to Ministry of Finance for departmental use
through cash requirement statements without being shown

in the Demand Eook.

¢ (iv) In the proposed ‘Works Demands’ the sub-heads shall
directly correspond to the standard ‘Plan-Heads' and the

' grouping of ceriain items suggested by the Task Force

\ is not being accepted. The standard ‘Plan-Heads’ have
come to stay and are in common usage in the offices of
the Finance Ministry, Planning Commission etc. who
provide funds for financing works under these heads.

(v) The recommendation regarding discontinuance of ‘Works,
Machinery and Rolling Stock Programme Part-I (Sum-
mary)’ has not been accepted as it contains valuable
summarised details.

(vi) Similarly, the deletion of portions from the Explanatory

Memorandum is also not acceptable as this is a useful

\ reference book providing meaningful and consolidated
information at one place.

8 (vii) The introduction of the booklet ‘Key to Budget’ has beén
accepted.

.Since the Task Force has recommended a very major re-structur-
ing of Railway Budget (Demands and sub-head of Demands) inten-
sive training to staff and officers dealing with budgeting on the
railways will be arranged before implementation which may take a
period of about 2/3 years,. provided the Second Report of the Task
Force dealing with revised classification of acceunts is net delayed.
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'"he Railway Convention Committee may like to consult the
Estimates Committee, if considered necessary, in regard to the
revised format of the Budget Estimates proposed to be introduced, as
brought out in the foregoing paragraphs. '



APPENDIX INI : N
(Vide para 4 of Introduction)

Summary of the recommencation|conclusions contained in the

Report
S. No. Reference to Recommendations,Conclusions
para No. of
~ the Report
1 3
1 The Committee note that in the wake of the

emergency, the Railways have taken a series of
measures to tone up their operational efficiency
and in particular, to improve the daily wagon
loadings so as to augment their earnings. The
Committee need hardly emphasise that utmost
economy -in working expenses is the need of the
hour and that vigorous and sustained efforts in
this direction are called for. What the Com-
mittee are looking for is a firm determination
and action at all levels of the Railways to put
to best use the assets created with nation's
money, to keep the wheels turning ever faster
in the interest of speedier and safe delivery of
goods and to provide a passenger service which
is a by-word for punctuality and comfortable
travel . and earn larger revenues to generate
surpluses.

The Committee hope that the sense of dis-
cipline and enthusiasm generated by the emer-
gency will permeate all levels of Railway ad-
ministration so that all traces of complacency
and drift are rooted out and the nation’s largest
public undertaking regaihs its reputation as an
efficient organisation devoted to the service of

.

18
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the nation. The Committee would like the Rail-
way Board to present a detailed note to Parlia-
ment about the improvements and ecconomics

' effected in the working of the Railways since the

eclaration of the emergency.

The Committee recommend as follows:—

(1) The present mode of payment of a fixed
dividend on the capital invested in the Railways
as computed annually in lieu of the interest
charges plus a small element of contribution to
General Revehues, may continue in the interest
of financial discipline.

(2) The present manner of fixing the payment
of dividend to General Revenues, viz., at fixed
percentage of the Capital-at-charge of the Rail-
wavs excluding the capital of strategic lines and
making special provision for certain ore lines,
fammu-Kathua section and Tirunelveli-Kanya-
kumari-Trivandrum line etc. may continue dur-
ing the financial year 1976-71.

(3) The present arrangement of adopting di-

’ fferential rates of dividend on Capital invested in

the Railways upto 31st March, 1964 and that in-
vested thereafter, may continue during 1976-77.
The existing rates of dividend at 4.5 per cent of
the Capital invested on the Railways upto 31st
March, 1964 with an addition of 1 per cent in lieu
of the tax on passenger fares and to assist the
State Governments in financing the Railway
Safety Works and 6 per cent on capital invested

.pn Railways after 3lst March, 1964 may also be

retained with the following ancillary provisions,
including equitable concessions to the Railways,
as below:—
(i) Out of ‘the amount of additional 1 per
"cent dividend on the capital invested
in the Railways upto 31st March, 1964
a sum of Rs. 16.25 crores may be passe




1

2

(i)

(iii)

(iv)

(v)
(a)

on to the States as payment in lien of
passenger fare tax and the balance uti-
lised to assist the States in providing
their portion of the resources required
for financing safety works as at pre-
sent.

The present arrangeément of deducting
losses in the working of strategic lines
from the payment to General Revennes
may also continue during the next
financial year with the complementary
arrangemecnt that the earnings of such
lines, if any, after meeting working
expenses, depreciation and other char-
ges may be paid to the General Reve-
nues to the level of norma] dividend.

The present arrangement of exempting
the Capital-at-charge of the non-stra-
tegic portions of the Northeast Frontier
Railway, unremunerative branch lines
and the element of over-capitalisation
from the payment of dividend may
continue during 1976-77.

The present arrangement of permitting
the Railways to take credit for the
difference between the dividend rate
of 6 per cent and the average horrow-
ing rate at which interest would actu-
ally accrue, in respect of their various
Fund balances banked with the (Gene-
ral Revenues may also be continued
during 1976-77.

The existing arrangement of:

deferring the payment of dividend on
the Capital-at-charge of New Lines
chargeable at the average rale of in-
terest during the peried of their con-

O M PO e e,
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struction as well as for the first five
years after their opening; and

(b) closing the account of deferred divi-

dend on New Lines after a period of 20
years from the date of their opening,
extinguishing any liability for deferred
dividend not liquidated within that
period;

may be continued during the next finan-
cial year wviz., 1976-77.

In paragraphs 5.79 and 5.80 of their Ninth

the Committee have observed as

follows:—
“In paragraph 16 of their Sixth Report,

the Railway Convention Committee
had recommended that 50 per cent
(instead of 25 per cent as hithertofore)
of the capital outlay in the years 1974-
75 and 1975-76 on works-in-progress
other than those pertaining to strate-
gic lines, Northeast Frontier Railway
(Commercial), over-capitalisation, ore
lines, Jammu-Kathua and Tirunelveli-
Kanyakumari-Trivandrum lines, New
Lines and P & T line wires, may be
exempted from payment of dividend
for a period of three years. This recom-
mendation has since been approved by
Parliament.

Having regard to the difficult financial posi-

tion of the Railways and also taking
into consideration the long period of
construction/gestation of Railway in-
vestment in general, the Committee re-
commend that 50 per cent of the outlay
on capital works-in-progress, other
than those specified above, may cun-
‘tinue to remain exempted from pay-

' ment of dividend for a period of three

1459 LS—3
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years in each case, during the entire
period of the Fifth Plan, i.e,, 1974—179.”

The Committee would like Government to
come to a decision on the recommendations of the
Working Group without delay so that the alloca-
tions to the Depreciation Reserve Fund could be
made on a rational and scientific basis. As the
recommendations of the Working Group envisage
enhancement of the provision of Rs. 650 crores
proposed by the Financial Commissioner for the
Fifth Plan period, the matter would have to be
considered carefully in the light of the revenue
position of the Railways. The Committee would
like to be apprised of Government’s decisions on
the recommendations of the Working Group.

The Committee note that Railways are obliged
under a covenant recently entered into with the
International Development Association, to make
a minimum contribution of Rs. 130 crores per
annum to the Depreciation Reserve Fund during
the quinquennium 1974—79. Keeping in view the
depreciation requirements for 1976-77, the require-
ments as assessed by the Working Group on Dep-
reciation and the commitment made to the Inter-
national Development Association the Committee
have no objection to the contribution to the Dep-
reciation Reserve Fund being raised to Rs. 135
crores in 1976-77 as against Rs. 115 crores during
each of the first two years of the Fifth Plan.

Having regard to the unmsatisfactory state

of Railway Finances, the Committee further re-
commend that the-existing provision of tempora-
ry loans from General Revenues being advanced
to the Railway Development Fund, whenever the
available balance in the Development Fund is
insuficient to meet the cost of works chargeable

v



to that Fund and payment of interest thereon at
the average borrowing rate, may be continued.

7 17 .The Committee further recommend that the
Railways may be permitted to take temporary
loans as at present from the General Revenues to
meet the full dividend liability when the Rail-

, Wways’ net revenue is not adequate to pay the di-
vidend to the General Revenues and the Revenue
Reserve Fund has no or insufficient balance to
make good the shortfall. The interest on such
loans may be paid by the Railways at the current
borrowing rate.

8 21 The Committee would like the Ministry of
Railways to obtain the prior approval of the Esti-
mates Committee with regard to the revised for-
mat of the Budget Estimates proposed by Gov-
ernment in the light of the Reports of the Task
Force.

9 23 The Committee would like to draw attention
to the following recommendation contained in
paragraph 6.47 of their Ninth Report:—

“So far as the question of financing the
construction of staff quarters is concer-
ned, the Committee agree with the
Railways’ suggestions, concurred in
by the Ministry of Finance, that the
cost of construction of staff quarters
may be charged to Capital during the

. Fifth Plan period, dividend on such
capital being payable only if the Rail-
ways have surplus after discharging
other dividend obligations”.

GMGIPND—LS 1—1459 LS—20-12-75—1,200.
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