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Copy of a letter, No. 4/1653 , dated 3rd August 18 o7,

Som the Chief Auditor,South Indian Railway,

to the Agent, South Indian Railway.

Provident Institution Rules

I beg to invite your attention to the following points
in connection with certain of the above Rules which appear to
require anendment: -

S

2. Interest- Rule 16 defines Interest as the results of
the Investment of the Institution after allowing for the exa
penses of management,or in other words, the balance of the Pro.

fit and Loss Account,

3. The most important result of investments is frequently

the profit or loss arising from the difference between the
book and Market values of the investmwents at the end of eaeh
Half Year,and as this adjustment is ordered in Rule 15,1 as.
sume that it is not intended to exclude this factor in deter.
mining the Interest for any half year,

4, Under the above assumption it will be seen that the
Interest for any Half Year in which there has been ga heavy
fall in the price of Investnents may be a loss and not a
Profit,

9, It is laid down in Rules 20,2i.and 23 that the Interest

to be allowed for the incomplete Half Year in which a Member
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Copy continued.

retires,is disnissed,or dies shall be at the rate declared for

the last preceding Half !ear.whichwas already shewn,may uynder

certain circumstances, bhe a loss, Since Interest consists parto

ly of the profit or loss arising on investnents during the

Half Year,a lember leaving the service under any of thes
3 Rules referred to would either receive g2 double

benefit or

double loss fron the adjustwent of Investments at the
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the previous Half vear,

»

6. There is another point of even greater importance in
connection with these 3 Kules to whieh I would draw attention

and that is,that a Member leaving the service is to be paid

the money standing at his credit in the Books of the Institu-
tion at the end of the Half Year last preceding his leaving

the service,without reference to any aifference which mavy
Y a)

have since occurred in the value of the Investnents in which

such money is placed,

7o I give below two hypothetical cases A & B in illustra.

tion of the application of the Hules as they stand angd one C

of the application of the Revised fules whiech I hope shortly

to place before you,

8. On 31st Decenber 1896 the results of the Investnent of

the moneys of the Institution after deducting the exXpenses of
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ljanagement was a loss of Rs,10,037,nade up as under:-

pDifference between the book and market values

z

o~ . . 2 T R 20587 ,
of the Investments of the Institution on Dlst{goss ns,.22553
Decenber 1896 --=--—-=-===- e e e m - -

. , - 3
Interest on Investnents ol the Institution
. o - N P £ " qF
and other receipts less expenses of Manage- ?~P°‘1t 12516

|
TBALE | B 5 mim il ek s 85 28 e e e = e o ‘
Net Loss 10037
L]
9, The accounts of the Members of the Institution at the

r

end of the Year aggregated Rs,4,28,074 whiech was reduced to
Rs.4,17,791 by the adjustwent of the above mentioned sum of
hs.10,337+ﬁs.246 the credit balance carried forward in the

profit and Loss Account,

10, The Interest declared for the Half Year ending 31st

Decenber 1896 was therefore a loss of Rs,2, 34 7 and the In-

vestnents of the Institution in 3% and 3), % Covernnent Pro-
/ 2 / Iy

nissory Notes were written down to Ks,97-8-0 and Rs, 99 per
cent respectively.

11

. Case A. Now,let us take the case of a Member who re-

tired from the Company's service,we will say on the 15th May
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Copy continued.
1€97, whose nonthly contribution was Rs.75/ per mensem and

whose account in the books of the Institution on 31st Decen-

ber 1896 showed a halance in his favour of Ks, 10, 000.

12. His account would be made up thus: -
Br, Cr,
By Balance on 31st Decenber 1896 : 10,000
N
To Interest on Ks_ 10, 000 for 4
- - LN -
ronths at the rate declared for ( /8
|
the previous Half Year (Rs.2,34%)
A
By contributions for 4 nonths I ' 3100
at R8.75/ per mensem |
To Interest on above Rs,300 - 2
g0 10, 380
By Balance 10,220
Total 10,300 10, 300
13, In May last the Investments of the Institution improved

considerably in value,but in the above case the Nember retir-

ing not only does not benefit in any way by this inprovement
) y Npro ne B

')Lt he iS t."‘iC'e \l(?bit@(\l ‘.‘.'ith the l\li]lus Int[,‘r‘ﬁst \;:;Clqhgd for'

the previous Half Year,

- - s
s s—
S e
P -
— .
e e — e P
EES— e =, ;
7 =5 e
= U
4 AR

[ —




South JIndran BaliVIS. &

e T () § e

South Jndian Railway. .

v
ey O AT
COpyconﬁnued.

14, Case B: The above is an jllustration of a case in which

the rules operate adversely to an jndividual, but if the con=

3

aditions were reversed and say interest at the rate of 6%

(due chiefly to a rise in the value of the Investnents of

the Institution)hqd been declared for the Decenber Half Year,

the Members' account would have been nade up as under: -

By amount at ecredit on 31st Decenberl 1896 - Rs.l‘,)OJ.

Interest at g% for % MONLhB = ==m amsmm= ==

Contributions for 4 months at Rs.,75 per L

pensem----=-= A 300
Interest on above 4 month's contribution " 3 - B
b
S
19, 569
{
151 Now.assuming that the Investwents of the Institution i
had gone down insteada of up in value between z1st December f
1896 and 1st May last,it is clear that the Member retiring %
can only be paid the full inount (Rs,10,000)at hi% credit on
z31st DecemwbeTl at some eXpense to the rest of the Merbers of ‘
the Institution,as the Investments in which this amount was y
lodged on 31st Decenber have since depreciated in value.
|
16. In additionm to escaping his share of this 1oss,in this |

case the llember is paid Interest at the high rate declared
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for the previous Half Year.

19 In ny opinion what is required is that Rule 16 should
be altered so as to exclude the depreciation or appreciation
in the value of the Investnents of the Imstitution from the
8alculation of Interest and that Rules 20,21.,and 23 be anen-
ded so as to admit of adjustnent Dbeing made of a proportion
of any difference(Profit or loss)there nay be between the
average value of the Investnents of the Imnstitution on the
last day of the Half Year and of the month last preceding a
Members retirement,

18. There would be no difficulty whatever in the praec-
tical application of these amended Rules,as I will now pro-

ceed to show,

19. Jase C. Let us assume that the accounts for the Half

vear ending 31st Decenber last showed the following balances:a

To Investnents Rs.4,35,000. By Members Accounts Ks,6 420000

Cash 5000
and that

the above Investnents consisted of the following Securities: -




Santh Undroaw (o) DS (RSN

South Fndian Batlway. .

L, _» Copy continued.

.____‘_______.~—_“———f~—-~—-—~——‘**—7—~—’~'—————’——————~——
price 7 |

Hominal value aiotion of N - - ,:,r.ount
Descriptio? 1 on 31st

\ is.

vestncnt.

Deer, 96

Governnent 39 Loan

3,00, 000 " 3 Yo, o 99 ¥ 2,99,250
31,000 Calecutta port Trust 59 Loan 125 28, 750

20> The average value of the above Investnents per cent

of nominal value i8 Rs,100.928.

21. The Members retiring or otherwise withdrawing their
accounts in Janualy 1€97 would be paid in dull the amounts
standing to their credit on 31st December 1E96.

22 Oon 31lst January,Wwe will assume, that notice is given

that 10 Members will retire in the next ﬂOﬂth(FGbPuny)qnd

that the following awounts stood at their eredit at the end

of the previous Half Year.

Rs
(a) -------------- 546
(b) mmmmmmmmmmm =" 335
(6) === === mmmm = 972
(dY-oemmmmmnmm s
(e)=cmmmmm=mm==-
(£)—cmmmmmmm===

Garried over
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Brought forward----- -

vestments

ret rates of the aboveneﬂtioned In

23% The nart

we will say.stood on 31st January as under: -

iNoninal pescription of Investnent

value
is.

Gove?nnent Sf Loan

tta Port Trust

Calcu

v 24, The average value of the above Investnents per cent
of Nominal value is Rs.101.582% against an average on 31st

Decenber 1896 of Rs.lOD.g?Ef
25 The difference vepcesents a profit of .65% 7 which would.

be credited onm the anounts mentioned in para 99 above and de -
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. biteda to Profit and Loss Account of the then Current Half
Year.
26. Adjustnents similar to the above could be nade at
the end of each succeeding month other than those which end
a calendar Half Year.
27. As soon as possible after the close of each Calendar
Half Year,the differences between the book and wmarket values
of all the Investnents of the Institution should be struck
and the resulting profit or loss together with the amounts

debited or credited to Profit and Loss Account auring the
Half Year, in accordance with para 25 above,distributed over
the accounts of all persons who were kembers of the Institu-
tion at the end of the previous Half Year except.of course,
those whose accounts were since closed on account of their

death,retirement or other cause,

28, I ar preparing and hope to send you in a day or two

amendments of the rules particularly referred to in the fore-
going and I will,at the same time,submit such amended and
additional rules as are required by the Provident Funds Act
No.IX of i897.

29. I beg, in conclusion,that this natter way be placed

before the Board for favour of very early consideration and

orders,

AGENT's OFFICE,
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