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Demand for Grant 

(Railways) 
Mr. Speaker: What committee ia 

,oing to be appointed? 

Shri Aehar: That is to settle the 
priorities for railway lines. 

Shri Jagjivan Bam: There is no 
commit'ee and there is no necessity 
for such a committee. The priority is 
fixed on the basis of the development 
of industry or mines or agriculture in 
different areas of the country; and 
that is done by the Planning Commis-
sion in consultation with the Minis-
tries concerned and the Railway :Mi-
nistry. 

Mr. Speaker: Now, I will put the 
Demands to voto!. 

Shri T. B. Vlttal Bao: What about 
the cut motions, Sir? 

Mr. Speaker: I do not think the 
cut motions are pressed. 

Shri T. B. Vlttal Bao: I do not preu 
them, Sir. 

Mr. Speaker: Has the hon. Mem-
ber leave of the House to withdraw 
his cut motions? 

The cut motions were, by leave. 
withdrawn. 

Mr. Speaker: I have already said 
that those cut motions which are not 
pressed win be treated as having 
been withdrawn. 

Now, the question is: 

''That a supplementary sum not 
exceeding Rs. 60,000 be granted 
to the President to defray the 
charges which will come in COUl"Se 
of payment during the year end-
;.ng the 31st day of March, 1961, 
m respect of 'Miscellaneous Ex-
penditure· .... 

.The m,otion ·was adopted. 

lUI lira. 

REsOLUTION RE: REPORT OF 
RAILWAY CONVENTION COM-

MITTEE 

Tbe MJnister of RaIlways (Shri lac-
jivan Bam): Sir, I beg to move: 

''That this HOUSe approves the 
recommendations contained in the 
Report of the Commit.ee appoint-
ed to review the rate of dividend 
which is at p.esent payable by 
the Rallway undertaking to Gene-
ral Revenues as well as other un-
collary matters in connection with 
the Railway Finance vis-a-vis 
the General Finance which was 
presented to Parliament on 30th 
November, 1960." 

The House is aware that a com-
mittee of both the Houses of Parlia-
ment was set up for the purpose of 
making the aforesaid review, by a Re-
solution adopted by this House on 22nd 
April, 1960 and concurred in by the 
Rajya Sabha on the 28th April, 1960. 
The Huuse will also remember that, 
by Resolutions passed by the two 
Houses of the Parliament in April-
May, 1959, the 5-year period from 
1955-56 to 1959-60 covered by the 

·Railway Convention Committee-19M, 
was extended by a further y"ar, that 
is, up to 31st March, 1961, with the 
result that the period covered by lhe 
present Committee's recommendations 
synchronises with the Third Plan 
period. Some copies of the material, 
including a forecast of the RailwaYs 
finances in this period as compiled by 
the Railway Board for the considera-
tion of the Committee, have been plac-
ed in the Parliament Library for re-
ference of Members; this has ;i~rC'ljy 

been notified in the Lok Sabha Sec-
retariat's Bulletin for 30th November, 
1960. 

The .eview maGe by the Committee 
has shown that the principles of se-
paration of Railway Finance from the 
General Finance; the main feature of 
which is the contribution by the Rail-
ways to the Geli\eral Exchequer of a 
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dividend at a fixed percentage rate on 
the capital-at-charge have worked 
utisfactorily on the whole and have 
placed the Railways in a reasonably 
adequate position to discbarge their 
obligations. The Railways no doubt 
have had to draw heavily on the past 
accumulations in the Depreciation 
Reserve Fund and Development Fund, 
and have had to take recourse even 
to temporary loans from the General 
Revenues to finance the Development 
Fund. But it has to be appreciated 
that the Railways have contributed, 
towards the execution of the RaH-
ways' Second Plan, an amount well in 
access of the coptribution of Rs. 375 
crores which the Railways had to 
make from their own resources to-
wards the Plan according to the ori-
ginal understanding when the Second 
Plan was framed. The Committee 
have also taken note of the fact that 
the Railways have had to make ad-
justments in freight rates of goodi in 
this period in order to meet their 
obligations and balance the rising 
working expenses resulting from un-
avoidable increases in wages and 
prices. 

It is hardly necessary for me to 
explain to the House that the major 
cons ituent of the 4l per cent. 
'd:vidend' recommended by the Com-
mittee is interest on ca:>ital, the aver-
age rate of which is 3'58 per cent. ac-
cording to current year's estimate. 
W ~hout g"ing into the argument ex-
actly to what extent the Railways are 
a commercial undertaking and to what 
extent a public utility service, it is only 
appropriatp that the large investments 
in the Railways should yield at least 
Borne margin of return after payment 
of interest charges. In recommending 
a dividend of 4l per cent for the 5 
year period, 1961 to 1966, the Com-
mittee have allowed a margin of re-
turn which is anpreciable, but is less 
than a return of the order of nearly 
one per cent such as was maintained 
in the paqt. In o'her words. the Com-
m;t+ee have duly al]owed for the siz-
able indirect contributions to General 
Revenues and to general welfare, 

RaiI1Dav Convention Committee 
which the Railways are making in an 
increasing measure as a pubLc utility 
concern. The Committee have endors-
ed the continuance of two principia. 
adopted in pursuance of the 1954 Con-
vention Committee's recommenda,ion. 
namely that moratorium for a certain 
number of years be allowed in respect 
of dividend payable on the capital in-
vestment On all new lines, and a re-
duced rate of dividend-limited to the 
average rate of inlerest-to be paid 
on the element of over-capitalisation 
included in the Railway's caDital ac-
count whicb is assessed about at Rs. 
120 crores. The present Committee 
have also recommended that any 
return on the Railway's capital-at-
charge over and above the interest 
charges should not reasonably be ex-
pected in respect of the N or,heast 
Frontier Railway which, working at a 
loss, is maintained and operated in the 
larger interests of the country. Simi-
larly, the Committee have recommend-
ed that not only the dividend will not 
payable on the capital-at-charge of 
stralegic lines as accepted on the re-
commendation of the 1954 Convention 
Committee but the annual loss on the 
working of strategic lines should be 
borne by the General Finance and not 
by Railway Revenues as, in fact, was 
laid down at the very inception ot 
separalion of Railway Finances in 
1924-25. 

I should make a passing reference 
to a recommendation of the 1954 Con-
vention Committee the scope of which 
has been clarified by the present Com-
mittee. This is that the deferred 
amount in respect of dividend on the 
capital at charge on new lines should 
be repaid from the sixth year on-
wards in addition to the current divi-
dend out of the net income of the new 
lines. The addition of the words 'out 
of the net income of the new linps' in 
the 1954 Convention Cnmmi'teP'. Re-
port in itself meant that thp dl"l'PTTPd 
dividend wou'd be paid from the 6+h 
year onwards only if the net income of 
the new I'n!"! leav!"! a "IJmlu. after 
pavrnent of the crurrpnt dividl"nd. The 
present Committee have ruled that 



39S7 Reaolution re: DECEMBER 6, 1960 Report of RaiItDl1l1 39S8 

[Shri Jagjivan Ram] 

this would be the appropriate inter-
pretation of the 1954 Convention Com-
mittee's recommendation. 

Another important recommendation 
of the Committee is in the matter of 
re~rientation of the additional levy 
on railway passengers made since 
September, 11157 in the shape of pass-
enger" fare tax, the proceeds of which 
are allocated by the General Finance 
to the di1!erent State&. 

It only remains for me to refer to 
the Commitlee'll recommendations in 
regard to financing the Depreciation 
Reserve Fund and the Development 
Fund. As the House ill aware, even 
the increaaed allocation of as. 45 
erores to the Depreciation Re.erv. 
Fund, aiainst as. 35 crores recom-
mended by the 1954 Convention Com-
mittee, has proved inadequate in view 
of the arrears of renewals that have 
had to be overtaken particularly those 
inherited from the war and post-war 
years and from the Railways which 
have come under the Central Govern-
ment since Independence. The Rail-
way Freight Structure Enquiry Com-
mittee. after going fully into the 
matt"r, had suggested that the appro-
priation to the Depreciation Reserve 
Fund should have increased progress-
Ive'y and reached a figure of as. 116 
crores in 1960-61. • 

On an assessment of the anticipated 
rf'newals in the third Plan period, 
wh;ch method is more realistic than 
any other method based on percent-
age etc., it has been recommended by 
the Committee that the total contri-
bution to the Depreciation Reserve 
Fund in the next quinquennium as a 
whole should be Rs. 350 crores. This 
would work out to an average annual 
contribution of about 3'8 per cent. of 
the avera'le capital-at-charge in the 
period 1961-66, which is considered 
reasonable in comparison with any 
other method, for the purpose of re-
flecting the financial results rf'31i.ti-
cally and at the same time providinr 
for the efficient maintenance of rail-
ways' assets. 

Convention Cammittll, 

As regards the Development Fund, 
the present forecast of the rai,ways' 
finances for the next five years, at the 
present level of rates and fares, indi-
cates that the net surplus, from 
which only the Development Fund is 
fed, will not be sufficient to meet the 
anticipated expenditure from the De-
velopment Fund. The Committee 
have, therefore, recommended a con-
tinuance of the provision, made in 
pursuance of the 1954 Convention 
Committee's Report, for temporary 
loans being taken from general re-
venues on which railways will pay 
interest at the averale rate of in-
terest only and not the full rate of 
dividend. With a view, however, to 
liquidate the out.tanding liability of 
the Development Fund to general 
revenues on 31st March, 1961, with-
out it. being carried forward into the 
third P:an period and thus vitiating 
the picture for that period, the Com-
mittee have endorsed a proposal for 
the liquidation of this liability by an 
lid hoc write-back from the Develop-
ment fund to capital and by repay-
ment of any liability still remaining, 
from the balance in the Revenue Re-
serve Fund whiCh will stand at about 
Rs. 53 crores on 31st March, 1961. 

The proposal for writing-back to 
capital the cost of all new lines under 
construction on 1st April, 1955, which 
were charged to the Development 
Fund under the 1949 Convention Com-
mittee's recommendation, though 
'Lechnically departing from the nor-
mal principle that works in progress 
would continue to be allocated under 
the earlier principles in force at the 
time the construction was commenced, 
will be in keeping with the general 
princip'e adopt~d On the 1954 Con-
vention Committee's reeommendations 
of chare:ing the cost of all new lines 
to canital. It is also in conformity 
with the spirit of certain sug!!e~tions 
made by the Comptroller and Auditor-
General. 

In recommendinE( a minimum annual 
provision of Rs. 3 crorps for railway 
users' amenities, the Committee have 
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taken note of the fact that there have 
been suggestions for increasing thia 
amount. I may point out to the HOWIe 
tha t this is clearly referred to as a 
minimum figuu, in conformity with 
the ten~tive provision made so far in 
the third Plan; but the position is till 
flexible, and I have no doubt that in-
creases above the miniumum aEoca-
tion, where justifiably required, can 
be considered in due course without 
necessarily increasing the minimum 
ftgure at this stage. 

The Committee have not recom-
mended the immediate letting up of 
an Amortisation Fund, havine regard 
to the fact that the railway finances in 
the next quinquennial period are not 
likely to permit this. I should point 
out, however, in this context that the 
charge to capital is already being 
kept down at the cost of revenue 
through the Depreciation Reserve 
Fund and the Development Fund, ac-
cording to the rules of allocation of 
expenditure adopted on the reeom-
mendations of the 1949 and 1954 Con-
vention Committees; this indirectly 
serves the same purpose as a formal 
amortisation from revenue. Since in-
terest on the element of over-capitalis-
ation included in the capital-at-charge 
is payaole----even though not the full 
rate of dividend-it can be said that, 
on the whole, the system of a fixed 
dividend on capital-at-charge of rail-
ways provides for a fair contribution 
by railways to general revenues. 

I would assure the House that the 
recommendations of the Committee 
take full note of the needs of the rail-
way revenues as well as the require-
ment. of the general finance during 
the third Five Year Plan, and by their 
adoption we would be making a satis-
factory working arrangement in the 
interests of the country as a whole. 
With these introductory remark! I 
commend the resolution to the House. 

Mr. Deputy-Speaker: Motion moved: 

"That this House approves the 
recommendations contained in the 
Report of the Committee appoint-

ed to review the rate ot dividend 
which is at present payable by the 
Railway Undertaking to General 
Revenues as well as other ancil-
lary matters in connection with 
the Railway FinanCe vis-a-via the 
General Finance which WllJ pre-
sented to Parliament on 30th 
November, 1960." 

There is a substitute motion by 
Shri Bharucha He might move it. 

Shri Naushir Bharucba 
Khandesh): I beg to move: 

(East 

That for the original resolution, the 
following be substituted, namely:-

"That this House having consi-
dered the recommendations con-
tained in the Report of the Com-
mittee appointed to review the 
rate of dividend which is at 
present payable by the Railway 
Undertaking to General Revenues 
as well as other anicllary matters 
in connection with the Railway 
Finance vis-a-vis the General 
Finance .... hich was presented to 
Parliament on 30th November, 
1960, r..,commends that the Report 
be referred back to the Committee 
with the following opinion of the 
Houae:-

(a) That the Report contains no 
governing principles on which 
the Rate of Dividend payable 
by the Railways to the 
General Revenues has been 
r..,commended to be fixed at 
4·25 per cent. for the period 
tram 1961 to 1966; 

(b) That no case appears to have 
bren made out by the Com-
mittee for fixinl( the rate of 
Dividend at 4·25 per cent; 

(e) That principles for the de-
termina'ion of Capital-at-
charge require to be so modi-
fied that the Railway! do not 
evade the burd~n of a fair 
share of contribution to 
General Revenues; 
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(d) That the Repo.t discloses no 

govern.ng principles as to 
the me.hod and manner ot 
depreciation accounting,", and 
does not show how the overall 
sum of Rs. 350 crores for 
1961-66 has been arrived at; 

(e) That the 'Rule-of-the-thumb' 
method of depreciation ac-
counting adopted by the 
Committee,-

(i) camouflages the real finan-
cial position of Railways, 
and fails to give a correct 
picture of financial stability 
of the Railways to the 
House and the pub:ic; 

(li) permits corrosion of capital 
assets by provision of in-
ad1!qpate depreciation; 

(iii) makes allocation. of costs, 
an unreality; 

(iv) defeats the main purpose of 
depreciation accounting, 

(f) That no case had been made 
out by the Committee for the 
recommendation that the out-
standing liability of the De-
velopment Fund should be 
'liquidated'; 

(g) That the proposed prOVISIon 
of Rs. 3 crores for passen-
gers' amenities is on. the low 
side; 

(h) That the question of amortisa-
tion has been by-passed by 
the Committee; 

0) That no case has been made, 
out for not paying Deferred 
Dividends on new lines u 
and when the SfJIle becomes 
due and payable; 

1IIld the Committee be directed to suI). 
mit its Report to the House on or be-
fore the 20th December, 1960". 

Mr. Deputy-Speaker, I am afraid 
the Report of the Rai.way Convention 
CommIttee makes a disappointing do-
cument in that there has been no 
intelligle approach to the numerous 
quesuons which it purports to deal 
with, nor has the Committee applied 
its mind to the prinCiples underlining 
the basic questions, nor is the approach 
business--like at all and, notwiths.and-
ing what the hon. Minister has just 
said about more money going to the 
General Fund, I am afraid the recom-
mendations are completely unfavour-
to the general budget. 

The Railway Convention Ccmmittee 
has deall with 11 basic issues and I 
propose briefty to discuss a I the 11 
points within the limited time at my 
disposal. In the first place, the ques-
tions that were dealt wi th are the 
present mode of contribution to the 
general revenues, the rate of such 
contribution, the rate of dividend on 
capital at charge on the unproductive 
lines like the North East Fron'ier 
Railways, the question of the basis of 
depreciation reserve, allocation to 
deprec'ation reserve fund, rules re-
garding allocatiOn of expenditure bet-
ween capi'al, revenue, deprecia'ion 
and development fund, development 
fund itself, it purpOse and method of 
ftnaneing it, the rai"way users' ameni-
tips fund. the merger of pa.seng~r tax 
with railway fares, the pr,,"'em of 
amortisation' fund, and, ft",,'iy, de-
ferred div'ilend on new Ii '"5. I pro-
POSe to deal with all these questions. 

As I said, in all these matters the 
performance of the Committee baa 
been very disappointing and the in-
teTests of the general revenues have 
been verv sadly neglected. So far u 
the present mode of contribution to 
general revenues is concerned, the 
renort di~t;n~t1v says that it called for 
cer'ain statistics on the as,umption 
that there wa~ no better method of 
fixing the basis of contribution by rail-
wav~ to the genei'll' revenues. I am 
s\Jrori.ed at that. When we as1<ed the 
Ral'wav Convention Committoe to 
look into this matter, it definitely In-
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volved the ~onsideration of whether 
the basis of linking contributien te 
the capital at charg,. was correct 'Or 
not. In spite 'Of that, from the very 
start they called for da'a en the un-
warranted presumptien that nO other 
basis can be found. It is my opinion 
that it i. fundamentally wrong to link 
the contribution to the capital at 
charge because the capital at charge 
does not include several items of ex-
penditure including the so-called over-
capitalisation, and nobodv has defined 
what over-capitalisatien ·is. It is not 
merely a matter of legal language but 
it is a question of policy and acceunt-
ancy also. Nobody has defined over-
capitalisation. Also. it does not include 
contribution towards censtruction 'Of 
strategic lines and so en and se ferth. 
We do net know what items are there 
which ge to fermulate the capital at 
charge. I am of the opinien that it is 
necessary that a separate committee 'Of 
Parliament sheuld be appointed to 
investigate inte the structure 'Of the 
capital at charge itself. When vou cal-
culate a particular ameunt at ~ parti-
cular rate. that is. the capital-at-
char<re multiplied bv 4 per cent. that 
is. the centributien: you must know 
exactlv what the ~nnnetation of 
capital-at-charge j,. But that verY 
fundamental defintion is lacking in 
a1] 'Our calculations. Therefore I say 
that linking of contributinn wilh such 
type 'Of vague capital-at-char!!e is 
unscientific. 

Secendlv, the preset methed of de-
terming the capital-at-char.<re enables 
the Railways te evade its lel:(ilimate 
share of centribution. Stran!!el:v 
enough, the contribution include., 
what is very euphemistically called. 
'an element 'Of interest'. What that 
element 'Of intf'rest is requires to be 
loeked inte. Wh:v is it that the Rail-
waYs contribute only 4 ner cent? On 
what. basis? They say that out 'Of that 
the interest rale works 'Out at 3'2 
per cent.-it is :\'18 or 3'19: If't ". 
sav 3. 2 per cent.-and . 8 per cent. is 
their centribution to the General 
Rpvenue~ for the so-calJed welfa"!"e and 
prosperity of. the nation and 8,11 the 

Railway Convention 
Committee 

things that the hon. Minister was 
pleased to mention in the cOlHse of his 
speech. 

Smi Jagj!van Ram: All these thines 
are over and above that. 

Shri Naushir Bharueha: :8 per cent. 
is over and above the element of in-
terest. That is what I am saying. 

Shri Jigjivan Ram: Over and above 
the feur per cent. 

Shri Nanshir Bharucha: Over and 
over the so-called prosperity is a 
different thing. If the Railways can-
net contribute te the genf'ral prospetity 
of the nation, I de not understand what 
the reason for their existence is. 

Shrl Jagjivan Ram: You will take 
some time befere you can understand 
it. 

Shri Naushir Bharncha: Therefore 
this contribution can be split up into 
two parts-first the element of in-
terest, and secendly, the real contri-
butien. It 'has been calculated that in 
the next five-year period this rate of 
interest will s1i<rhtlv harden up. They 
calculate that the average rate will be 
3'58 per cent. Therefore they say 
that in order to prpserve that contri-
bution of '8 per cent. to the General 
Revenue. they have added that to it 
and made it 4! per cent. Is this 
justified? I say 'Cf'rtainly not'. The 
reasen for it is that the General Re-
vpnues have contracted dollar obliga-
tions whic-h are beinE( used exclusively 
for the benefit 'Of the RailWl'lYs. Dollar 
loans werth Rs. 140 cror"" have been 
contracted at rates not less than 5; to 
6 Tler cent. and that too exclusively for 
the benefit of the Railways. Whe 
should paV that? 

Shri Ra:\endra Sinjl"h (Chanral: Whv 
rmly for the Railways? It is for the 
whole country. 

Shrl Naushtr Bharncha: No. th" • ., 
amounts.,go l"xclusiv .. ly to the Rail-
ways. 

Who sheuld pay this amount? The 
Railways must pay. If w" calCUlate 
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the so-called average rate of 3'58 per 
cent. and add to that these interest 
charges the element of interest itself 
will exceed 4 per cent. Therefore what 
the Railways purport to contripute, 
that is 4 or 41 per cent ...... . 

Shri Jagjivan Ram: Pure arithmetic. 

Shri Naushir Bbarucha: What the 
Railways are contributing is nothing 
more than the interest charges. There 
is nothing over and above that. It 
will actually come to less than the 
interest charges. Definitely it will 
come to less than the interest charges 
because during the next five years the 
tendency for interest rates will be to 
continue to harden. I do not think 
in the near future or in the next five 
years we shall be able to raise money 
at anything less than 41 to 5 per cent. 
Therefore the General Revenues are 
deprived twofold-firstly, the element 
of interest on dollar loan which is not 
taken into account and, secondly, what 
the hon. Minister saYs that 41 per 
cent. also includes contribution, which 
in reality it does not. 

Shri Achar (Mangalore): Out ·of 
Rs. 2,300 and odd crores, the higher 
rate is only for Rs. 140 crores. -

Shri Naushir Bharucha: Rs. 2,300 
crores is not the amount. Whatever 
it is, I have no objection if the actual 
amount were calculated and accord-
ingly the contribution was raised. I 
have no objection to that. Therefore, 
my submission is that the contribution, 
instead of 41 per cent. should have 
been at least 5 per cent. and to the 
extent of ! per cent. for five years, 
general revenues are losing. 

'nlere is another question, namely 
'the rate on unproductive lines. It is 
not as if on whatever the Government 
invest, they get the return. So far as 
un-productive. lines are concerned, I 
think there is some reason for ac-
cepting the Committee's proposal. In 
the case of the North East Frontier 
'Railway, part of it is unproducti'Ve 
and. part of it is purely for strategic 

Convention Committee 

purposes. So far as strategic lines are 
concerned, I am definitely of the view 
that this amount must be borne "". 
elusively by the Defence budget. It 
is most unfair that the burden of 
maintaining the strategic lines should 
fall on the Railways. They are bound 
to run at a considerable loss. These 
lines are constructed for the security 
of the nation. Therefore, the entire 
amount must be debited to the De-
fence budget, that is, the genemJ. 
revenues. So far as the unproductive 
part of such lines are concerned, I 
agree with the recommendation made 
by the Railway Convention Com-
mittee in that behalf. 

Coming to the very vexed question 
of the Depreciation Reserve fund, here, 
we have got to consider two aspects: 
first, the basis of the Depreciation 
fund and secondly the quantum pro-
posed to be set aside, namely Rs. 70 
crores on an average per annum for 
the next fiVe years. Speaking of the 
basis of Depreciation fund, it has been 
mv grievance ever since I have dealt 
with the Railway Convention in 1958 
and 1959, that no principles at all 
aTe being prescribed. On what b~.sis 
did you arrive at Rs. 70 crores? I 
c-0111d have understood if the Rail-
W3V Convention Committee had stated 
'hat this is the straight line method. 
Every year they propose to set aside 
a particular sum of monev. Or the 
Sinking fund method: with compound 
ir>terest. at the end of the prescribed 
life of the asset, it will come to that. 
'Nothine: of the kin"! is being done. 
What the Railway Convention Com-
mittee has endorsed is what is really 
1mc:>WJ1 as the rule of!:'he thumb 
method of setting aside depreciation. 
That is to say, a method which takes 
i,..to account no known criteria for 
fixing deoreciation amount. Because 
thev cannot afford to pay more or be-
cause they can afford to pay this much 
~nd no more. a l)'lrticular figure has 
been set asideo. A. I mpntioned in mv 
suh.titute motion . .thl. 'rule-of-thumb-
method' cannot be adopted bv the 
Committee. First. it ·carooufts"e' the 
real 4inancial position of t'h.e Railways 
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and fails to give a correct picture of 
the financial stability of the Rail-
ways. Secondly, it corrodes into the 
capital assets of the Railwals on 
account of inadequate depreciation. 
Thirdly, it makes allocation of costs 
an unreality. Fourthly, it defeats the 
very purpase of depreciation account-
mg. 

I have also" included as one of the 
reasons that it makes the question of 
allocation of costs an unreality. What 
is the real purpose of depreciation ac-
countmg? Whenever a business con-
cern tries to estimate what is the cost 
of production of its unit of product, 
it has to take into consideration not 
only the" raw materials consumed, 
labour employed, but also how much 
machinery has been used by way of 
wear and tear in producing that par-
ticular product. All the cost account-
ing would haVe no meaning unless 
adequate provision is made by way of 
depreciation. Take for instance, I 
produce product A in a factory using 
the plant for 8 hours a day and sell 
it at Rs. 5. Then I say that the plant 
has been worn out in its production 
to the extent of one rupee, and my 
cost of production is Rs. 5. Suppose 
I USe my plant in two shifts and pro-
duce twice the number of articles and 
sell for the same price, surely my wear 
and tear goes to Rs. 2. It I say that 
it is only one rupee and I can produce 
the product cheaply, such is not- the 
case. Ultimately, the effect of it is 
that your capital assets are corroded. 
The Railway Minister may not be 
there in 1966 when the question comes 
up as to how to rehabilitate the worn 
out railways. Therefore, I attach very 
great importance to the question how 
depreciation is set aside. Whether it 
is Rs. 70, Rs. 80 or Rs. 90 crores is 
not really the question, but the basis 
on which it is set aside. 

ThE' committee has not applied its 
mind at all to the 'service-life' of the 
assets. There are certain assets which 
depreciate very rapidly' there are 
certain assets the' service-life 
of which can be easily de-
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termined. Depreciation should have 
been set aside in accordance with the 
service life of the assets which is 
normally the case among commercial 
concerns which follow sound, conser~ 

vative business principles. But the 
committee has not applied its mind 
at all to this important aspect of de-
preciation accounting. 

It is not that there is only one 
basis on which it can be set aside. 
What I have mentioned is a widely 
accepted basis. There is another basis 
name;y 'replacement costs' basis. If 
for instance, today a locomative is 
pilrchased at Rs. 4 lakhs, and if it has 
got a service life of 20 years, then 
every year a particular amount would 
be set aside to cover within 20 years 
that particular amount, namely Rs. 4 
lakhs. But by the end of that period 
you may find that the locomotive costs 
Rs. 5 or Rs. 6 lakhs. Therefore, your 
depreciation may have to take intO 
consideration the replacement cost as 
well. I am not prepared to say that 
your depreciation should be complete-
ly based on replacement cost, because 
it is extremely difficult to do it, but 
there must be some scientific basis 
for taking into account replacement 
costs. 

Depreciation is a serious fact, and 
what has the committee done? Has 
it mentioned a single word about the 
governing principles on which depre-
ciation is to be based? How very 
unscientific and unbusiness like this 
method is. And the hon. Railway Min-
Ister says he is satisfied that Rs. 70 
crores would do. He says they have 
found out by experience that only to 
this extent they shall have to draw 
upon the depreciation reserves for 
making good the loss by wear and tear. 
In plain language, wlhat he means Is 
that they have adopted the 'rule-of-
thumb-method'. I strongly protest 
against that because the railways are 
vital national assets, and they are 
being eaten into by inadequate pr0-
visiOn of depreciation. That inade-
quate, provision serves to give illusory 
surpluses in the railway budget The 
railway budget, instead of economis-
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iDg on their administrative expenses 
directly and indirectly, eats into l.Ile 
capital assets of the railways, and 
thereby they tend to show that their 
cost of operation is less. I say lhe 
entire budget would become illusory. 

Suppose, having regard to the ex-
tent of depreciation, Rs. 90 crores are 
necessary per annum to be set aside, 
and suppose the Railway Minister pro-
dUCe!; a surplus of Rs. 1U crores next 
year. He will say it is a surplus, but 
I will say it is a defidt because he has 
not set aside correct amount of de-
preciation. That is where the camou-
Hage of railway finances comes in. The 
public is being hoodwinked, and the 
House is being misled. Today by in-
adequate provision of depreciation, 
the Railway Minister manages to spend 
more and extravagantly on other op-
erating expenses. That has to be set 
right. 

The justification of the hon. Minis-
ter for setting aside Rs. 70 crores IS 
that they have found from experience 
that this is sufficient to take care of 
the wear and tear of our assets which 
will be replaced in five years. But 
what is the position of the railway 
rolling stock today? I am sure, Sir, 
you have been travelling in the first 

class, and you must have seen the 
fittings, fixtures and other things pro-
vided for the amen ties of the first 
class passengers, let alone the third 
class. What shabby, broken and ram-
shackle state trey continue to exist in, 
as if the firs t c. ass coaches belong to 
nobody! And it is on this basis that 
Rs. 70 crores are seL aside. What 
would be the depreciation, I ask the 
hon. Minister, if the railway coaches 
and locomotives are to be kept in 
proper maintenance condition? At 
least on an empirical basis, that is the 
amount he should have set aside. That 
he has not chosen to do. 

My submission is that nothing less 
than Rs. 90 crores, even by the 'rule-
of-thumb-method', would have to be 
set aside. I shall now develop that 
argument. 

Mr. Deputy-Speaker: He can conti-
nue tomorrow. 

1'7 hrs. 

The Lok Sabha then adjourned till 
Eleven of the Clock on TueBday, 
December 6, 1960/Agrahayana 15, 1882 
(Saka). 




