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Nq:’SDO. T Re’ad the following Proceedings of the Goyernment of India in the -

e

Ui 4 Public Works Department, (Railway,) dated Fort William, 21st July
- o 1874, Nos. 1,664-70 R. :—.

@ !

« Bxpédiency of abolishing the Fire Insurance and Rencwal, Reserve and other similay

S - ~ Tunds on ;’}'uaranteed Railways.
Read'agaip— - ' f’/“\\\‘ )
From the Government of India, ﬁ). the Sz;\\ etgg/oT ‘State for India, dated 215t
" Aughst 1863, No. 123 R, o
. Wg have the honof to acknowledze the receipt of your Despatch, No. 46
datéd the 21st May. 1868, relatiye to thq formation of the proposed ReneWai
Fund of the Great Indian Peninsula Railway. -- 7
2. We observe that the questioa of the establishment of a Renews)
Fund is under the consideration of at least one other Company, and we there.
fore address you on the subject generally; for as the object of these funds ig ¢
prevent unusual expenses from falling inconveniently on the shareholders®
dividends, they should, in our opinion, be established, if at all, either out of the

L}

-5 per cent. guaranteed interest, or out of the shareholders’ moiety of the surplus

profits when there are any. '
'3 The shareholders get their 5 per cent. guaranteed dividend whatever the

expenses of working and maintenance may be, and it is therefore clear that the
Government takes upon itself, under the contract, fo be the Reserve or Renewal

Fund so long as the profits are under 5 per cent.
4. The Government, moreover, undertakes this office in a way exceedingly

advantageous to the shareholders, and very costly to itself. It makes up the

dividend to 5 per cent. and lets the outlay incurred with this object, though bearing

simple interest at per 5 cent., lie by until it is gradually paid off by the slow |

accumulations of amoiety of the surplus profits. ~ Until the surplus profits regularly
como to 5 per cent. upon the outlay, it resembles an advance to be repaid withoyt
interest. It is mot probable that this regular realization of surplus profits wil}
take place for a long time to come, if atall. If it be deemed reasonable to expect
it twenty years hence, the advances made,*with the simple interest accumulated
thereon, will be equivalent to a loan of which no repayment or interest is to be
paid for twenty years. The ordinary tables of deferred payments show that such
an advance is equivalent to a free gift of more than half the money.

5. A Reserve or Renewal Fund formed by deductions from earnings whep'

the profits are under 5'per cent., is a reduction of the amount -vhich the Goverp.
ment would receive in mitigation of its payments of guaranteed interest. Ip
other words, the amount of such dedactions, or of such fund in fact, is an increage
of the advances made by Government under the above unfavorable terms. It
would be, in fact, a free gift to the sharcholders of more than half the balanecs of
the fund. The Government is not obliged by the contract to allow of the forma.

tion of such funds on these terms. .
6. It issaid ¢ of the balance of the fund,’” because the disadvautaze would

1 3

bo abated to the extent of the payments out of the fund, in some degree. That -

is to say, that if extensive renewals were required in any half-year when there

was not a suflicient surplus profit to meet them, the Government would have to -

-
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Procecdings of the Madras Government, Public Works Department,
24th August 1874. )

make good the amountljf there were no fund, and would avoid additional pay-

ments for this so far hs the money previously advanced to such fund~was
available. But there would Le no advantage to Governwent in sugh g modified
mode of paying for renewals. The amount to be

always more or Jess fluctuating, and it is not worthw
less 50, even if the effect gf such funds
Wwhich is doubtful. .

7. The only effect 6f the formation of stich funds w
when there was a surplus profit in a half-year when heavy r
sary, this fund might be drawn upon so as to retain to th
fit of the surplus. The money which was taken out of
ries in previous half-years would thus be paid to the sharcholders on such
occasions. Such an arrangement is manifestly unfajy, If the Government

were to accdde to it, an .equivalent should be insisteq on for the concession
mnade, '

- » » hd To.

hile to pay for making it a little
luctuations would pe appreciable,

ould really be that
cuewals were neces.
© shareholders the bene-
the Government Treasu-

hd »

From the Government of India, to the Secretary of State for |
1871, No. 14 R,

Ox receipt of your Grace's Despatch to the G.rovernment of Bombay, No. 57, of the 8th Decem-
ber last, wherein it was intimated that, as experience seemed tq 8how that the Present contribution
of 7 per cent. from the gross revenue did not suffice to kfaep the Renewa] Fund of the Great Indian
Peninsula Railway solvent, you had Suggfﬂted to the Directors the Propriety of augmenting the
contribution, we had the honor of addressing-your Grace by telegraph o the effect that the pro-
Priety of suggesting the abolition of the Rene?val M}d other like fundg of the severs] Guaranteed
Railway Companies in India was under consideration, and that, Pending & final degision in the
Matter being arrived at, we thought it desirable that no fresh arrangementy shoylq be sanctioned.

2. Inour Despatch, No. 123 R., of the 2ls't August 1868, to Sip S. Northcote, we explained
the views entertained by the Government of India on the question of creating Renewal Funds
generally. In addition to what we then _stated, we would now qbgerye that the general object of
these Railway Funds of all descriptions is to prevent any unusually Jarg, charge being brought
against the receipts of any half-year and thus to ensure g .tolerably uniform dividend, Such a
gystem is, no doubt, commercially sound, and properly applicable to Railwayg working without a

uar . . .

gua, ?‘e%ut this does not by any means hold good for Railways working unde
interest from Government. Companies thus guarantced have Provided for {}e
ment an unfailing Reserve Fund upon which to draw \?’henever
net income earned below the fized rate of guarantfzed Interest,
up special funds to prevent extraordinary. ﬂuctuatxons. of charge
funds only cause useless complications of. account, bemg. altoge
at credit of these funds merely representing amounts Whlc}“ the
ernment Treasury, under certain circumstances, to the relief of
rate of interest on the subscribed capital as 5 per cent., guarante
Deedless to take steps for preventing fluctuations in the dividend
At all events, it may reasonably be left for experience to .show t
really necessary, when the earnings of any of the (?Ompar{les are 8o ﬂystematica]ly
guaranteed rate as to render a fall to that rate seriously Inconvenient,

4. Again, under the arrangement which gives the Government py
the guar:m?eed interest, one-half of all payments to RGSC.I'VG F
€xcess, are directly throwa on the Government as a reduction of

ndia, dateq 23rd  February

T a guarantee of
W by the Govern.

ANy circumstanceg may depress the

There geemg n

or income i theip case, and such
ther fictitiong ; the sumg standing
Company may draw
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ed withoyt fail, it
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hat such 5 farth
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. . T . ther lodzed in thi Government Trgasury or
over, the sums at the credit of these funds, wheth g

o 5 i i i mené, thoueh

‘ mnve t d GO e!‘nment SCCUI itics, carr intcl‘est Whlch 13 Chm ged Zlaa,n ot the GO vern o

' ste n ¥ . t'h ar ite d 1n|,ereB a8 con i=-
" t} G V rnment n the cage Of a Compa'ﬂ9 DO(‘« carul g v p g b € »

' 1¢ ave s n 1 to [ ua tu ll tr

~descriptions should be stopped.

: . o nteed interest ; and in the
buted the whole of the assets by the corresponding ialy'r;:;t :il t:illlau odin Tike maner fon b
case of the income exceeding the guarantc®y has most 1i =l ‘
largest part of the assets. . . 9-/-7\\\1 at sanction: ¢ / the formation of any other
- 5 O“. the Wh.OIe’ lwilsr:ede:;?:i{ic{ .-;)p;‘zrzgerl\\‘gg:.lbﬁt/ions wp the existing funds of all
funds of this nabiro sho This at all events will savethe State from any further loss by
reason of these arrangements; ble, if possible, to abolich the existing funds altogether, the asse.ts
-H 6. 1t would a]s?i be ioif:uee’éndpt};e Companies might well let them go and be contented in
oo bfroi%:;tg::?rlo:sw;h the,minimum dividend guaranteed by the Secretary of State,
years of e § e ‘
. S o Tulia. to the Secretary of State for India, dated 23rd January 1874,
Trom the Government o s No.13 T, o
o ; telezram of the 3rd instant, and wxhh. reference to th.e Bomb?y
In continuation o 0\11‘2‘)1,;”&y of the 20th November, forwarding fo.r confirmation certain
(Government’s Despatch No. 22 :rkin" of the Great Indian Penins}xla Railway Perman?nt-way
draft rules proposed for theJ Wi - 01874 we would pow again express our earr.xesf; de.?xre t%xat
Renewal Fund fromfﬂ:;i:sftunzns‘;mﬂd be c’arefully considered prior to sanction to its continuation
the circumstances o , . IR ,
ip any shape.. o tches addressed to ym;f Grace from 1868 fo 1871, we gave our reasong
2. In various _dcsp?_ v} ent, in connection with Guaranteed Railways, of sucl.1 Reserve Funds
for objecting to the es.tab lsdlnfn :rticular.' - In your Grace's Despatch 1\.:0' 2 an]'way (ff the .4t.h
in general, 'and of this fug tlthzdcontfib“ﬂon to this. fund should continue until the time origi.
May 18731, rlt was “;t:,::gtt;e question, when the utility of any Renewal Fund whatever should be
nally fixed for re-o

considered. This time has now arrived.

i sview the circumstances of the origin of this

i ful, in the first instance, to revie; :

3. Itwill 'll)e useof"ﬂ;vorks had taken place, and cthers were apprchex;dedd?n the g;;::ezndmn

fund. Great.fm u"‘es d the question arose, whether, as in the case ho or ;{nary,rhe Dir:::::.

- l?alll«;v:)y ’ atr.lhe outlay requisite to restore and strcngth.en_ b ye‘ wovr‘ s s
Revenue should bear

i apital, : - '
desired to throw ;lle entlf:- Cftt‘;:‘e :upestion prescnted itself as to the division of the surplus which
" 4. About the same time,

tlure occurred in the ensuing .
50th June 1867. The first fai

i f-year ended 50t

had been earned in the ha

‘hich was, distrust of the works throughout the line
i i sequence of which was, broughou
month of Ju].y’ th.e lmn]ctilattse?:r;onqdition. The result was that the Corx;ultmg inngm;er dwas
followed by l??“l(l‘yn ::Ze Revenue Accounts for the half—ycar)ﬁthaﬁ; :)hed-“ ?;es were in good order,

i ths Somotan ~ it th lus profits to be divided.

i ermit the surp : : .
- Secret?‘ry N sFate dfelc;zxii::cg and in order to obviate contrf)Yersy in the .futur:, they
5. To tﬁns the D“'Citi:xiin should b’e made out of income for equalizing over a series o years,
¢ t some prov ;
proposed ¢ tha

oL -renewal of permanent-wa L
the charge for reconstructions, and for the periodically heavy P y
. the ch '

d the subject has been mooted
i i i f the contract, an :
1 * it was evidently the intention o : 2 detals a8 to the more
remzlkmgttzl: t;:‘rovtzmment " This proposal was supplemented with som :
on the par . : | | |
o e fundst:b: :;::i:t:?yei?'qtate issued orders that the}surplusl P!I;Oﬁtts l1:1 zluestloflldlstlioulci
n th el
" I;'h:::; I:z the restoration, strengthening, etc., of the woékS,.taI;( trzvi‘:f:z e;rl: a]\) : ;elcotz:
- apxggzﬁtlh required for those purposes should be metd from Capital, p
um 2 .
f :grced to the establishmgnt of the. funds1 tlhei' b::t f::rxgzeary casualton to warks, was sueradied
s, to a question velating solely to . ' !
h t7-f u;rh:reation 31‘ a fund to provide for ordinary renewals, and the two were dealt with appa
o i T8 820,
tre:tly as if they wore of a cognate character. This waa five years eg |
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. Proceedings'of the Madras Government, Public Works Department,
' : 24th August 1874.
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Company’s Permahent‘-way Renewal Fund, which was established expementally by my predecessor,
Sir Stafford Northcote, on the 24th January 1868 for five years, whicy have now expired.

;. 2. In a Despatch No. 68 of 30th -August 1871, in reply to youy Despatch No. 60 of the 7th
of the preceding June, you were apprised\ by the Duke of Argyll of hi& opinion that *‘ on Railways
not earning, and not likely to earn, surpluscrofits, no possible advantfge to Government can result
by the maintenance of Renewal and other ,m:l:~ funds kept up by “ontributions from Revenue.”
In such cases it is obvious that the so-c;iled Funa is a mere fiz*"on, by which nothing is gained

but extra trouble and complication of acsounts, with *bis rurther lisadvantage, that if ever the

Railway concerned should come to earn a surplus, and if, as in the case under consideration, the

- go-called fund should have been entirely created by the Government, it would then be made to pay

for renewals, while the shareholders were takirg their full benefit of the surplus, out of which, in

fact, the renewals would have been made if there had been no Renewal Fund in existence. On the

other hand, if the Railway should at any time work at a loss, that loss, to a greater or less'amount,

according to circumstances, would fall on the fund, 4. e., on the Government, instead of on the
shareholders as provided by the contract.

3. I can, therefore, have no hesitation in acceding to your recommendation that, as regards

the Railway in question, which is not paying, and not likely for some time to pay, a surplus, the

Government should cease to sanction any contribution to the Permanent-way Renewal Fund.

. 4. The argument in the 10th paragraph of your Despatch, though correct in the case of a
Railway not paying a surplus over 5 per cent., when the fund must consist entirely of Government
contributions, would require some modification in cases where the fund had received contributions

from surplus profits of the Railway over 5 per cent. In such cases, the cost of extraordinary
renewals would be partly ‘met from monies which would have otherwise been distributed to the

shareholders. But I do not consider that this small and uncertain advantage could be set against
the disadvantage to Government of the plan, while in all such cases a door would necessarily be
open to practices difficult to prevent or provide against, and likely to throw an unfair proportion

of renewal charges on the Government.

5. For similar reasons, it is obvious that the Casualty Fund of the Great Indian Peninsula .
Railway, and the Fire Insurance Funds of other Guaranteed Railways do not tend to the advantage
of Government, for unless these funds had been formed entirely from surplus profits over 5 per cent.,
which has certainly not been -the case, it is evident that any charge met from them must fall in
undue proportion, and may fall entirely, on the Government. ‘

6. I shall, therefore, not sanction in future the formation of any such funds, and I will, ap
opportunity may arise, endeavour to arrange for the abolition of those already existing.

e r———

OrpER.—Ordered that copies of
these Despatches be forwarded to the
Governments and Officers noted in the
margin for information,

H. DRUMMOND, Colouel, R.E.,
Deputy Secretary,

The Qovernments of Madras and Bombay.

The Consulting Engineers, Calcutta, Lakore and Lucknow.

The Accunntent-General, Publio Works Department, avd to
the Fiumncinl Department.

(Signed)

Orprr THEREON, 2:th August 1874, No. 2,395,

" CoMMUNICATED to the Connulting
Engineer for Railways,

.No. 591.

RAILWAY, No. 85.
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ulting Engineer

(True Extract.) ‘ |
(Signed) G, W./WALKE R, Colonel, R.E.,
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