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INTRODUCTION

I, the Chairman, Rajlway Convention Committee, 1977 having
been authorised by the Comumnitiee to present the First Report on
their behalf, present this Report,

2. The 1973 Convention covered the first three years of the Fifth
Plan, viz., 1974-76, 1975-76 and 1876-77. The Report of the Conven-
tion Committee, 1973 on Rate of Dividend for 1977-78 and other
Ancillary Matters was adopted by the Committee on the 3rd Dec-
ember, 1976 but could not be presented due to disselution of Fifth

Lok Sabha on-the 18th January, 1977.

3. In pursuance of the Resolution adopted by Lok Sabha on 2nd
August, 1977, and concurred in by Rajya Sabha on the 4th August,
1977, the Railway Convention Committee, 1977 has been constituted
“to review the rate of dividend which is at present payable by the
Railway Undertaking to General Revenues as well as other ancillary
matters in connection with Railway Finance vis-a-vis the General
Finance and make recommendations thereon.”

4. At their first sitting held on the 20th September, 1977 the
Committee decided to take up the following subjects for detailed
examination: —

1. Personnel Policy and its Administration on Indian Railways.

2. Role of Railways in Indian economy—perspective for the
future.

3. Corruption and Malpractices in Indian Railways.
4. Passenger Booking and Reservation.

5. The Committee propose to call for memoranda from leading
non-official organisations ag well as from eminent persons having first
hand knowledge and experience of working of the Railways on the
above subjects. They would also examine the representatives of the
Ministry of Railways before finalising their reports. These would be
presented to both the Houses as expeditiously as possible.

6. In this Report, the Committee have given their recommenda-
tions with regard to the dividend payable by the Railways during the
years 1977-78 and 1978-79 and other ancillary matters so as to enable

™



(vi)
the Ministry of Railways to prepare the revised estimates for the
current year and the budget estimates for the next financial year,

Their Reports on Rate of Dividend etc. for Subsequent years will
be presented in due course.

7. The Committee considered and finalised the Report at their
sitting held on the 5th October, 1977. A statement showing the
summary of the principal/recommendations of the Committee is
appended (Appendix-II).

8. The Committee wish to place on record their appreciation of
the valuable assistance rendered to them by the Chairman and Mem-
bers of the Railway Board, the Financial Commissioner for Railways
and their officers and staff. ’

New DELHI;

October 14, 1977
“Asving 22, 1899 (S)

KRISHAN KANT,

Chairman,
Railway Convention Committee,



REPORT

.A. Review of the financial results of working of the Railways during
1974-75, 1975-76 and 1976-77 together with the budgetary fore-
casts for 1977-78.

A summary of the financial results of working of the Railways
.gince the commencement of the Fifth Plan is given below (figures
An the first column indicate the position as at the conclusion of the
.Fourth Plan, i.e. in the year 1973-74): —



N

(£ pue 1 -dd—gL-LL61
g pue 1 ‘dd—LL-9L61
°g g—9L-SL61 (ST "d—SL-VL61

-1*d—{gL~LL61) WpuRIcWOW Aloreuvidxq 03 uawajddng

138png fem[rey 01 epuBIoOWIW Siorewejdxg—: 2un0g)

-ouey Sunendg % L €6

%1-%6 %98 %S-€6 %L 68
11 19— to €2+ 28.€11— 6L 25— (—)repaogg/{ +) sniding 1N iS-S1t
9z.0 + b1 861 g8 Lb61 og-§+ - LY. L81 L9-181 - sanuaAYY [BIIUID) 01 PUIPIALd 26 OLI
8g-£8—  £o.LEX 16- 02T €z.85— S9 €L 88- 821 u==o>u~.— femjiey PN 1 SS
€0-0g1+ 86 6T9r  $6 61 Lz.ot+ bS PEEL Lz g6TI - amrpuadxs [eo], 8¥-zyol
99.0 + -98-0z ol-61 91— 9Z-LI 06. 81 JInipuadxyg s OUB[ISIW N S1-91
zz.€5— G6E LSt 19.0bz  Lg.9S— 1606  8L'LPI - SLAIHDHY DIAAVYL LAN o1l
LE.6L1+ T9-6091 ST ofb1 16.LE+  gzT.LIEX L€.6L71 SASNAIXH ONITIOM TVLOL £€. 9901
€0-0 0z.0 L1-0 €1.0 €1.0 saur] paydom 71 suwowsed S1-0
Sh. L4 sz-te og 91 S8 S1 €8-S1 puag uogsuag o1 udneidorddy  $8-§1
00-SI1 00-ST1 00-S11 00 SII punj 221387y goneIdag o) woneridoiddy oo -S1t
68 1L1+ LI-olb1 gT-g6er 16-LE+ 8T 9811 LE. gh11 sasuadxa Junjiom Aremipig €€ S€6
SASNAIXHT ONINIOA
S1. 96+ 10-4pl1 98-0L91 96-81— 61.goF1  S1-Lzhr -s1d1300y ogen ssol o8- LETI
S.Ld19099 OI4dviL )
——— .n-a..l:« ad — SERPY Hd (qemsy)
oL-SL6t SL-¥L6Y bL-gL61

(89233 u1'9y)



-1 -d—(8L-LL61) Wapireiowapy Alvieuedxg o; wowdiddnge

%993 %8 98 - %Y ¥8  %l.L8 . © o ouny Supeedg
— os Z€+ ¥ 9TT . EE L8+ 868+ © (=) 1Epuoys/( + ) stuidang 1SN
yro— sEsm gsf VEir VGER 90 SN [RI02D 03 PRI
18-§ + zg LST 10.257 69.6L + LT 96T 85 9iz Ay SeajEy 1N
66.21+ b-zSgl £F 6Egr  09.0 + bg 6€c1 bz 6ELL AnPUIx> (8101
z1-¥T (28 £ gg 1I— Lz 1T $1.tz a1 puadxs ENoSUBHIOSIW 1N

i3-S+ $6 182 €1 9LT 18 LL+ ¥S-LiE €L 6£T SLAI90d Y JORAVIL 1IN
60 91L1 STSNAIXA ONDIYOMA TVIOL
S3W1] PARIoM 0} SJudWIAB]

66.35 + of-gzgr  1E.Sx81  gh T+ LS gilr
1z-0 1z-0 ¥0 O+ 1Z.0 L1 0

SE-6E SE.6¢ 06 ¥+ of ¥t oS 6t

(]
pun uot :uag o1 nonerdosddy
puny >a13:3y woneRuidaq o wo.sxdorddy

0> oft 00- oF1 00-S€1 ao-S€1
66.71+ FLogher &L SE9T o z— 96 g¥St T¥-15S1 - sovmadxo Supgiom ATRUTPIQ
) SISNBIXE ONIN
o881+ Fzoouz P¥16oz 6z ogt 11.9€0z 8 SS61 .m.wwzaoecpurwobp
SL4AIFOAM JIdIVAL
LL6L LL6Y . ~
saymf ‘yose N sren1oe
139987
< SEW ST 123png c §:
OB — ——————— UONLLIEA —_— X
8eEA gL-LL61 | 4L-9L




4

2. The Committee observe that during 1976-77 the financial perfor-
mance of the Railways registered a marked improvement over the
previous two years. As against a nominal surplus of Rs. 8.98 crores
anticipated in the budget, the latest actuals indicate a net sur-
plus of the order of Rs. 87.33 crores during the year. On the other
hand, the Railways had closed the financial years 1974-75 and 1975-
76 with a net deficit of Rs. 113.82 crores and Rs. 61.11 crores res-
pectively. The Committee note with gratification that the budget
estimates for 1977-78 presented in June, 1977 envisage a net surplus
of Rs. 32.50 crores as against Rs. 26.45 crores projected in the Inte-
rim Budget presented in March, 1977.

3. The Committee further note that Railways’ indebtedness to
General Revenues under Development Fund and Revenue Reserve
Fund has increased from Rs. 208.01 crores at the end of 197%-74
(i.e. the last year of the Fourth Plan) to Rs. 462 crores (approx)
to the end of 1976-77. So far as the current year (1977-78) is con-
cerned, the Committee note that in view of the increased surplus
expected to be achieved, the Railways’ indebtedness to the Gene-
ral Revenues would go down from Rs. 477 crores mentioned in the
Interim Budget to about Rs. 417 crores.

4. The Committee thus find that in spite of the Railways having
. earned a handsome surplug of about Rs. 87.3 crores during 1976-77
and an anticipated surplus of Rs. 32.5 crores in 1977-78, Railways’
indebtedness to General Revenues continues to be a matter of great
concern. Needless to say, it would need several years of sustained
efforts on the part of the Railways to wipe off the liabilities that
they have accumulated. The Committee have no doubt that the
measures taken to augment the earnings and to keep the working
expenses under strict check would continue to be pursued with
vigour so that the Railways may no longer have to look to General
Finances for budgetary support and they are able to pay back the
loans taken from the general exchequer as quickly as possible.

B. Rate of Dividend etc.

5. Keeping in view the present state of Railway finances, the
Committee consider that the reliefs recommended by the Railway
Convention Committee, 1973 in their Interim, Sixth and Eleyenth
Reports may continue during the financial years 1977-78 and 1978-
79. 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
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in lieu of the interest charges plus a small element of
contribution to General Revenues, may continue in the
interest of financial discipline.

The present manner of fixing the payment of dividend
to General Revenues, viz. at fixed percentage of the Ca-
pital-at-charge of the Railways excluding the capital of
strategic lines and making special provision for certain
ore lines, Jammu-Kathua section and Tirunelveli-Kanya
Kumari-Trivandrum line etc. May contitue during the
financial years 1977-78 and 1978-79

The present arrangement of adopting different rates of
dividend on Capital invested in the Railways upto 31st
March, 1964 and that invested thercafter, may continue
during 1977-78 and 1978-79. The existing rates of divi-
dend at 4.5 per cent of the Capital invested in the Rail-
ways 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 on Railways after 31st
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 passed on to the
States as payment in lieu of passenger fare tax and the
balance utilised to assist the States in providing their
portion of the resources required for financing safety
works as at present.

(ii) The present arrangement of deducting losses in the

working of strategic lines from the payment to General
Revenues may also continue during the financial
years 1977-78 and 1978-79 with the complementary
arrangement that the earnings of such lines, if any,
after meeting working expenses, depreciation and other
charges may be paid to the General Revenues to the level

of normal dividend.

(iii) The present arrangement of exempting the Capital-at-

charge of the non-strategic portions of the North-east
Frontier Railway, unremunerative branch lines and the
element of over-capitalisation from the payment of
dividend may continue during 1977-78 and 1978-79.
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(iv) The present arrengement 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 Re-

venues may also be continued during 1977-78 and 1978-
79.

(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 comstruction as
well as for the first five years after their opening; and

(b) closing the account of deferred dividend on New
Lines after a period of 20 years from the date of
their  aepening, extinguishing apy Hability for
deferred. dividend not liguidated within that period;

may be continued during the financial years 1977-78 and
1978-79.

6. In paragraphs 5.79 and 5.80 of their Ninth Report, the Railway
Convention Committee, 1973 had observed as follows:—

“In paragraph 16 of their Sixth Report, the Railway Conven-
tion Committee had recommended that 50 per cent (in-
stead of 25 per cent as hithertofore) of the capital out-
lay in the years 1974-75 and 1975-76 on works-in-pro-
gress other than those pertaining to strategic lines, North-
east 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 recommendation has since been appro-
ved by Parliament.

Having regard to the difficult financial position of the Rai.lways«
and also taking into considcration the long period of
éonstruction/gestation of Railway investment in general,
the Committee recommend that 50 per cent of the ou.tlay
on capital works-in-progress, other than those specified
above, may continue to remain exempted from paym?nt
of dividend for a period of three years in each case, during
the entire period of the Fifth Plan ie. 1974—79.”

7. While reiterating the above recommendations, t.he Commi‘tltee
would like to observe that the exemption from dividend liability
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allowed in respect of 50 per cent of the outlay on capital-works in-
progress should on no account be taken as a cower for delaying
completion of the various projects. The Committeo would strongly
urge that all on-going capital works schemes should be completed
with expedition according to the prescribed schedules,

C. Railway Funds

(a) Depreciation Reserve Fund

~

8. 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 whe-
ther it is necessary to create a separate Renewal Reserve Fund to
provide for inflationary and improvement elements in the cost of
assets. The Working Group have since completed their study and
their recommendations have been examined by Government. A
statement showing Government’s decisions on the Report of the
Working Group is given in Appendix I.

8. It will be observed that of the three alternative systems re-
commended by the Working Group, Government have decided to
adopt System II according to which the depreciation requirement
in the Fifth Plan would be of the order of Rs. 658 crores. The
actual provigion of Rs. 650 crores made in the Plan more or less
corresponds to this figure.

10. In paragraph 15 of their Eleventh Report, the Railway Con-
vention Committee, 1973 had observed as under:

“The Compmittee note that Railways are obliged under a
covenant recently entered into with the International
Development Association, to make a mihimum contri-
bution of Rs. 130 crores per annum to the Depreciation
Reserve Fund during the quinquennium 1974-79. Keep-
ing in view the depreciation requirements for 1976-77,
the requirements as assessed by the Working Group on
Depreciation and the commitment made to the Inter-
national Development Association, the Committee have
no objection to the gontribution to the Depreciation
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.”

11. The Committee note that the Railways will have to make 2
contribution of Rs. 285 crores towards Depreciation Reserve Fund
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during 1977-78 and 1978-79 in fulfilment of a covenant entered into
with the World Bank so as to arrive at an average of Rs. 130 crores
per annum during the Fifth Plan period. This would also be in line
with the requirements assessed by the Working Group on Depre-
ciation. The Committee have, therefore, no objection to the con-
tribution to the Depreciation Reserve Fund being raised to Rs. 140
crores during 1977-78 and Rs. 145 crores during 1978-79.

(b) Development Fund

12. The Development Fund owed a loan liability of Rs. 108.3
crores to the General Revenues as on 31st March, 1974. With fur-
ther loans of Rs. 21.9 crores in 1974-75 and Rs. 22.3 crores in 1975-
76, the loan liability of the Fund at the end of 1975-76 was Rs. 152.5
crores. During the years 1976-717 and 1977-78 withdrawals from
the Fund for financing works of development nature are estimated
at Rs. 17.5 crores and Rs. 19 crores respectively. As no loans from
General Revenues are required, the total loan liability is expected

to remain at the level of Rs. 152.5 crores i.e., the same at the end
of the preceding two years.

13. In addition to taking loans for financing the works charge-
able to the Development Fund, the Railways have been obliged to
take loans to pay the interest on these loans, as the Fund did not
have resources of its own to meet the interest liability. In accord-
ance with the recommendations of the Railway Convention Com-
mittee, 1954, the Railways pay interest at the average borrowing
rate chargeable to commercial departments both in respect of the
principal and the interest due thereon.

14. The Committee recommend that:

(i) the present provision for temporary borrowing from
Central Revenues when the balance in the Development
Fand is inadequate to meet its obligations for meeting the
expenditure chargeable to the Fund and to pay the
interest on loans may be continued in 1977-78 and 1978-
79; and

(ii) interest on loans, whether taken to finance the expendi-
ture on development works or to pay the interest on the
principal of such loans, should continue to be levied at

the average borrowing rate chargeable to Commercial
Departments.

(c) Revenue Reserve Fund

15. The loan liability of the Revenue Reserve Fund rose from
Rs. 249.5 crores at the end of 1974-75 to Rs. 307.5 crores at the end
of 1975-76 and Rs. 309.5 crores at the end of 1976-77. 'The total
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liability of the fund to the General Revenues as on lst March,
1978 is estimated to be of the order of Rs. 264.2 crores.

16. The Railway Convention Committee, 1971 had recommended
that when the Railways’ net revenue was not adequate to pay
dividend to the General Revenues in full to make good the short-
fall, the Railways may be permitted to take temporary loans from
the General Revenues to meet the full dividend liability and that
the interest on such loans to the Revenue Reserve Fund (includ-
ing the loans for repayment of original loans, or paying interest
thereon) should be paid by the Railways at the current borrow-
ing rate which ig normally one per cent higher than the average
borrowing rate. The Railway Convention Committee, 1973 recom-
mended continuance of these provisions for the years 1974-75,
1975-76 and 1976-77 in their Interim, Sixth and Eleventh Reports
respectively.

17. The Committee recommend that the Railways may be per-
mitted to take temporary loans as at present from the General
Revenues to meet the full dividend liability when the Railways’ net
revenue is not adequate to pay the dividend to 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 during 1977-78 and’
1978-79.

(d) Other Ancilary Matters
Financing the construction of Staff Quarters

18. In paragraph 6.47 of their Ninth Report on Social Burdens on
Indian Railways, the Railway Convention Committee, 1973, had
observed as under:

“So far as the question of financing the Staff Quarters is con-
cerned, the Committee agree with the Railways’ sugges-
tion concurred in by the Ministry of Finance, that the cost
of construction of staff quarters may be charged to ‘Capi-
tal’ during the Fifth Plan period, dividend on such capital
being payable only if the Railways have a surplus after
discharging other dividend obligations.”

The Committee note that this arrangement has been approved by
Parliament for the period 1974—179.

KRISHAN KANT,

New DreLnI; . Chairman,
October 14, 1977. Railway Convention Committee.

Asving 22, 1899 (Saka).




APPENDIX I
(Vide para 8)

Note showing Government’s decisions on the recommendations
of the Working Group on Depreciation.

The Railway Convention Committee (1971), in their recom-
mendations No. 2, 3 and 5 dealing with the Depreciation Reserve
Fund, contained in their First Report entitled “Accounting
Matters”, had suggested that the technique of assessing the depre-
ciation requirements should be refinad to avoid the rigk of any
future under-provision. The Convention Committee had further
recommended that Government should constitute a Working
Group consisting of experts from Finance, Accounts, Audit and
technical disciplines to examine the maintenance of data in respect
of assets created in the Fourth Plan and provision of depreciation
for the same on a scientific and rational basis. The Committee
had also desired that a critical study should be made to determine
whether a separate Renewal Reserve Fund should be created out

of profits to provide for inflationary and improvement elements
in the cost of assets,

In pursuance of these recommendations of the Railway Con-
vention Committee (1971), a Working Group was constituted with
the following terms of reference:—

(a) Collection of full details in respect of the assets created
during the 4th Plan both with regard to the various
types of assets requiring replacement and their distri-
bution in recognised age groups.

(b) Determination of economic life of each type of asset so
created taking full account of present day usage and
wear and tear.

(c) Nature of records and registers to be maintained in the
Railway headquarters for determining depreciation im-
plications in respect of all railway assets during each
year.

(d) To determine whether in conformity with accepted
principles of accounting, a separate Renewal Reserve
Fund should be created out of the profits, if any, to

10
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provide for inflationary and improvement elements in
the cost of assets.

The Working Group has submitted its report. In brief, the
main recommendations of the Working Group are as under:—

(1) The current replacement cost approach should be follow-
ed in Railways for purpose of charging depreciation
considering the permanent character of Railways and
their crucial role in providing infra-structure for deve-
lopment;

(ii) There is no need to create a separate Rencwal Reserve
Fund in view of recommendation at (i) above;

(iii) There is no fundamental necessity to change the present
system of working out the depreciation provision; and

(iv) The Working Group have considered three alternative
systems for working out depreciation. They have dis-
carded System I, i.e.,, maintenance of registers by indi-
vidual assets or by groups, for reasons of being expen-
sive and cumbersome. They have recommended that if
a departure from the existing system is considered
essential, either System II or System III may be adopted.

The Ministry of Railways have carefully considered the recom-
mendations and conclusions of the Working Group. The summary
of these recommendations and Government's decision thereon is
contained in Annexure. Though the Working Group and recom-
mended that the present system of working out the D.R.F. provi-
sion need not be altered, yet the Ministry of Railways have decided
to adopt System II indicated by the Working Group. The salient
features of this system are that the depreciation provision is cal-
culated on the basis of the already available data on wasting rail-
way assets contained in the Block Account. This provision is
worked out separately on account of the three constituent elements,
viz., (i) the provision based on original cost of the assets, (ii) the
provision on account of inflation, and (iii) the provision on account
of improvement element. The sum total of these provisions would
be the current replacement cost. The Group has also worked out
the inflationary element and the improvement proportions applic-
able for the Fifth Plan. The reasons which have weighed with
the Government in accepting the above system are:

(i) Tt comes closest to the object expressed by the Conven-
tion Committee;

2052 LS—2.
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(ii) It breaks up the contribution to the Depreciation Fund
on a rational and scientific basis into three constituents,

namely, depreciation proper, inflationary element and
the cost of improvement;

3

(iii) While the depreciation is proper could be a standing
charge related as it is to the lives of assets, the inflationary
element and the improvement cost could be up-dated
periodically, thereby maintaining the rational and scien-
tific character of the system on a long term basis; and

(iv) It has the added advantage of being the most economical
way of working out the cost of renewals and replace-

ment in a given period and its adequacy can be reviewed
to coincide with the Plan period.

The amount of contribution to the Depreciation Reserve Fund,
ag projected in the Fifth Plan, is Rs. 650 crores. The Working
Group’s assessment for depreciation under System II is Rs. 658
crores which is quite close to the earlier provision.

The Working Group’s recommendation that at least 5 per cent
of the block value of wasting assets should be maintained as the
balance in the Depreciation Reserve Fund to meet the unforeseen
exigencies that may be caused by the unpredictable inflationary
situation and also due to the rapid strides in the field of technolo-
gical advancement, has been accepted in principle. The balance

in the Fund, from time to time, will, however, depend on the
financial position of the Railways.



Annexure
SUMMARY OF CONCLUSIONS & RECOMMENDATIONS

Sl Conclusions & Recommendations Government dccision
No.

1 The current Replacement Cost approach should be followed Accepted.
in the Railways for the purpose of charging depreciation
considering the permanent character of Railways and their
crucial role in providing infra-structure for economic deve-
lopment. Accordingly. the estimated inflationery and
(i_:mprovemem clement will form part of this Replacement

ost.

N

There is no need to create a separate Renewal Reserve Fund Accepted.
in view of (1) above,

3 In the context of above, there is no fundamental necessity to This is only an observa-
change the present system of working out the provision to ticn.
DRF based on current Replacement needs.

4 However, since the Convention Committee have desired that
a separate system should be outlined, the following alter-
natives were comsidered :—

(#) System I—Calculation of depreciation provision based

on asset registers for each individual asset. Another

refinement of the same system would be the adoption

of Group Plan System of workidg out depreciation for .

a given recognised group of assets. System 1] as out-lined by
the Group should be
adopted to work out
the contribution to

‘RF’

(1) System II—Calculation of depreciation provision based
on the already available data on wasting railway assets
contained in the Block Account i. e. working out sepa-
rately the provision on account of the three elements
viz. the provision based on original cost of the assets,
the provision on account of inflation, and the provision
on account of the improvement element. The sum total
of these three provisions would automatically meet
the requirements of current replacement cost approach.

(#t5) System Ilf—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 proviticns
for Depreciation Reserve Fund.

5. In view of the cumbers-meness of the procedurc, a8 will as Accepted.
substantial recurring expenditure of about Rs. §7 lakhs per .
annum involved, the Working Group do not recommend
the adoptionof System I.

13



14

SI. Conclusions & Recommendatjons Gover. ment’s decision

No.

6 The Working Group accordingly recommend the adoption System Ilis accepted.
of either System II or System 111, if at all it is considered
necessary to change the existing procedure.

7 The depreciation on assets created between 1969-70 and  Noted.

1973-74 works out to Rs. 99 crores for the 4th Plan and
Rs. 205 crores for the 5th Plan based on current replacc-
ment cost approach and applying the fagtors of inflationary
and improvement eclements as worked out under System I.

8 The total provision to the Depreciation Reserve Fund during ‘Tt e¢ provision fcr depre-
ciation of Rs. 658 crores

the Fifth Plan under the three systems would be as fo-

Hows ;— under System II is in
System I Rs. 730 crores line with the provision
System 11 Rs. 658 crores for dcpreciation made
System 111 Rs. 750 crores in the sth Planof Rs,

650 crores.

Itis felt that a option of either of the two systems recommen-
ded by the Working Group will ensurc that there is no
serious und r-provisioning or over-provisicning,

9 The Wogking Group recommends the review of the quantum The provision for depre-
of provision during the middle of the Fifth Plan in case the ciaticn duringite Fifih

rate of inflation warrants it but in any case after every five Plan has been_ worked
out by the Working

years.
Group recently. The
next review of quan-
tum of provision will
be made before the
beginning of the Sixth
Plan.

10. Considering the importance of the Railway system as an Accepted in principle. The
inherent part of infra-structure of the economy as also  balance in the Fund
due to its vast area, volume and complexity of operations, will depend  on the
in the interest of prudent financial management, if the financial positicn cf
financial situation permits, the Working Group recommend  the Railways.

maintenance of at least 5% of the block value of wasting
assets as the balance in the Depreciation Reserve Fund to
meet the unforesecn exigencies which may be caused by
the  unpredictable inflationary situation s alio due to
the rapid strides in the field of technological advance-

ment.
Th: summary of recommendations pertaining to determinaticn The recommendaticn wil
of the life of various categories of asscts according 1o be examined in all its
the regrouping of assets as recommended by the Working  aspects  where after a
Group is as under :— decigsion will be taken,

11

1. Bridge works—Steel 80 years.

Bridge works—Masonry and cement
concrete

2,
100 »
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N, .

3. Structures—Steel 75 Years
Structures—Masonry and cement
concrete . . . . . 8 ,,

5. Rails . 60

6. Points & Crossings . 40 ,,

7. Wooden Slecpers . .16,

8. C.I. Sleepers & Fastenings 40 ,,

9. Steel trough sleepers and fastcning. 40 |

10. Plant and Machinery :

I. Machines and Shop Plants : Years

(a) Tool Room and Te:ting Lab. Equipmcnt . 20

(b) Lathe Planers, drilling boring etc. (2 thifts) . 20

(c) High precision & special purpos.e machines ( 2 shifts) . 20

(d) Foundry and forge equipment (2 shifts) 25

(¢) Heat Treatment Equipment (3 shifts) 20

(f) Power Generating Machinery and Switches . 35

(g) General purposelight Machinery (one shift) 20

(h) Other Misc. machines 20

II. (a) Cranes-Steam & Gantry . 30
(b) Cranes-Diesel & Light mobile 20

I1I. Light Mobile Machinery . . . . 10
V. Construction Machines and Track Maintcnance Equipment 15

V. Station Machinery . . 28
V1. Misc. Machinery & Equipment 10
11. Steel Body Coaches . . 25
12. Light Utilisation Categories of coaches 40
13. IRS Coaches . 30
14. EMUs 25
15, Wagons (4-wheelers) - 40

16, Bogic Wagons . . . . . . . . . . . . 45
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17. Tank Wagons .

18. Steam Locomotives .

19. Steam Loco Boilers and Tenders

20. Diesel Locos (Electric/Hydraulic)

21. Diesel Engines

22. Electric Locomotives

23. Shunting Locomotivess

24. Signal Equipment Electrical

25. Signal Equipment Mechanical

26. Control & Teclephonic Equipment including Teleprinters
27. Land, Lines and Cables

28. Wireless ctc.

29, Overhead Power lines

30. Overhead Traction Lines-contact wires

31, Overhead Traction Lines-Others

32. Underground Cables (Copper)

33, Underground Cables (Aluminimum) . .
34. Sub-stations

35. Elec. Machinery-Power Plants

36. Elec. Machinery-Others.

years
45
40

20




APPENDIX 11
(Vide para 7 of Introduction)

Summary of the Recommendations of the Railway Convention

Sl. No Reference to

Committee, 1977

para No. of Recommendation
Report
1 2 3
1L 2 The Committee observe that during 1976-77 the

financial performance of the Railways register-
ed a marked improvement over the previous
two years. As against a nominal surplus of
Rs. 8.98 crores anticipated in the budget, the la-
test actuals indicate a net surplus of the order of
Rs. 87:33 crores during the year. On the other
hand, the Railways had closed the financial
vears 1974-75 and 1975-76 with a net deficit of
Rs. 113.82 crores and Rs. 61.11 crores respective-
ly. The Committee note with gratification that
the budget estimates for 1977-78 presented in
June, 1977 envisage a net surplus of Rs. 32.50
crores as against Rs. 26.45 crores projected in
the Interim Budget presented in March, 1977.

The Committee further note that Railways’ in-
debtedness to General Revenues under Develop-
ment Fund and Revenue Reserve Fund has in-
creased from Rs. 208.01 crores at the end of 1973-
74 (i.e. the last year of the Fourth Plan) to
Rs. 462 crores (approx.) to the end of 1976-77.
So far as the current year (1977-78) is concerned,
the Committee note that in view of the increas-
ed surplus expected to be achieved, the Rail-
ways' indebtedness to the General Revenues
would go down from Rs. 477 crores mentioned in
the Interim Budget to about Rs 417.

17



The Committee thus find that in spite of the
Railways having earned a handsome surplus of
about Rs. 87.3 crores during 1976-77 and an anti-
cipated surplus of Rs. 32.5 crores in 1977-78,
Railways’' indebtedness to General Revenues
continues to be a matter of great concern. Need-
less to say, it would need several years of sus-
tained lefforts on the part of the Railways to
wipe off the liabilities that they have accumulat-
ed. The Committee have no doubt that the
measures taken to augment the earnings and to
keep the working expenses under strict check
would continue to be pursued with vigour so
that the Railways may no longder have to look
to General Finances for budgetary support and
they are able to pay back the loans taken from
the general exchequer as quickly as possible.

Keeping in view the present state of Railway
finances, the Committee consider that the reliefs
recommended by the Railway Convention Com-
mittee, 1973 in their Interim, Sixth and Eleventh
Reports may continue during the financial years
1977-78 and 1978-79. The Committee according-
ly 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 ele-
ment of contribution to General Reve-
nues, may continue in the interesi of
financial discipline.

(2) The present manner of fixing the pay-
ment of dividend to (GGeneral Revenues,
viz. at fixed percentage of the Capital
at-charge of the Railways excluding the
capital of strategic lines and making
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special provision for certain ore lines,
Jammu-Kathua section and Tirunelveli-
Kanyakumari Trivandrum line etc. may
continue during the financial vears 1977-
78 and 1978-79.

(3) The present arrangement{ of adopting

differential rates of dividend on Capital
invested in the Railways upto 31st March,
1964 and that invested thercafter, may
continue during 1977-78 and 1278-7Y9. The
existing rates of dividend at 4.5 per cent
of the Capital invested in the Railways
upto 31st March, 1964 with an addition
‘of 1 per cent in lieu of the tax on passen-
ger fares and to assisi the State Govern-
ments 'in financing the Railway Safety
works and 6 per cent on Capital invested
on Railwavs after 31st March, 1664 may
alse 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

m the Railways upto 31st March, 1964

a sum of Rs. 16.25 crores may be pass-

ed on to the States as payment in lien

of passenger fare tax and the balance

ulilised to assist the States in provid-

- ing their portion of the resources re-

. quired for financing safety works as at
~prement,

(i) The present arrangement of deducting

Josses in the working of strategic lines
from the payment to General Revenues
may also continue during the
fmancial years I977-78 and 1978-
7 with the complementary arrange-
ment that the earnings of such lines,

2052 LS8
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if any, after meeting working expens-
es, depreciation and other charges may

be paid to the General Revenues to
the level of normal dividend.

(iii) The present arrangement of exempting
the Capital-at-charge of the non-
strategic portions of the Northeast
Frontier Railway, unremunerative
branch lines and the element of over-
capitalisation from the payment of
dividend may continue during 1977-78
and 1978-79.

(iv) The present arrangement of permit-
ting the Railways to take credit for
the difference between the dividend
rate of 6 per cent and the average
vorrowing rate at which interest would
actually accrue, in respect of their
various Fund balances banked with
the General Revenues may also be
continued during 1877-78 and 1978-79.

(v) The existing arrangement of:

(a) deferring the payment of dividend
on the Capital-at-charge of Now
Lines chargeable at the average rate
of interest during the period of ihuir
construction 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 open-
ing, extinguishing any liability for
deferred dividend not liquidated
within that period;

may be continued during the financial
years 1977-78 and 1978-79.

Ty
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In paragraphs 5.79 and 5.80 of their Ninth Re-
port, the Railway Convention Committee, 1973
had observed as follows: —

“In paragraph 16 of their Sixth Report, the
Railway Convention Committee had re-
commended that 50 per cent (instead of
25 per cent as hithertofore) of the capi-
tal outlay in the years 1974-75 and 1975-
76 on works-in-progress other than
those pertaining to strategic lines, north-
east Frontier Railway (Commercial),
over-capitalisation, ore lines, Jammu-
Kathua and Tirunelveli-Kanyakumari-
Trivandrum lines, New Lines and P & T
line wires, mav be exempted from pay-
tent of dividend for a period of three
years. This recommendation 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 conse
truction/gestation of Railway investment
in general, the Committee recommend
that 50 per cent of the outlay on capital
works-in-progress, other than those
specified above, may continue to remain
exempted from payment of dividend for
a period of three years in each case, dur-
ing the entire period of the Fifth Plan,
ie, 197479 "

While reiterating the above recommendations,

the Committee would like to observe that the
exemption from dividend liability allowed in
respect of 50 per cent of the outiay on capital-
works-in-progress ghould on no account be taken
as a cover for delaying completion of the various
projects. The Committee would strongly urge
that all on-going capital works schemes should
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be completed with expedition according to the
prescribed schedules,

The Committee note that the Railways will
have to make a contribulion of Rs. 285 crores
towards Depreciation Reserve Fund during 1977-
78 and 1878-79 in fulfilment of a covenant enter-
ed into with the Warld Bank so as o arrive at
an average of Rs, 130 crores per annum during
the Fifth Plan ' period. This would also be in
‘ine with the requirements assessed by the Work-
ng Group on Depreciation. The Committee
nave, theretore, no objection to the contribution
to the Depreciation Reserve Fund being raised to

‘Rs. 140 crores during 1977-78 and Rs. 145 crores

during-1978-79.

The Conimittee recommend that:

(1) the present provision ‘for temporary
borrewing from Central Revenues when
the balance in the Development Fund is
inadequate to meet its obligations for
meeting the expenditure chargeable to
the Fund and to pay the interest on loans
may be continued in 1977-78 and 1978-79;
and

(i) interest on loans, whether taken to
finance the expenditure on development
_works or t6 pay the interest on the prin-
cipal of such loans; should continue to
be levied at the average borrowing rate
chargeable to Commercial Departments.

The Committee recommend that the Railways
‘may be permitted to take temporary loans as at
’ from the General Revenues to meet the
full dividend liability when the Railways’ net




revenue is not adequate to pay the dividend to
General Revenues and the Revenue Reserve
Fund has no or insufficient balance to made good
the shortfall. The interest on such loans may
be paid by the Railways at the current borrow-
ing rate during 1977-78 and 1978-79.

18 In paragraph 6:47 of their Ninth Report on

10 Social Burdens on Indian Railways, the Railway
Convention Committee, 1973, had observed as
under:

“So far as the question of financing the Staft
Quarters is concerned, the Committee
agree with the Railways' suggestion con-
curred 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 capi-
tal being payable only if the Railways
have a surplus after discharging other
dividend obligations.”

The Committee note that this arrangement has
been approved by Parliament for the period
1974—179.

GMGIPMRND—LS 1—2052 LS—31-10-77—1600.
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