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Abstract 

 
Accounting is the language of business. Financial accounting is 

the periodic reporting of organization's financial position and the 
results of operations to all the stakeholders through financial 

statements,  including inter alia, the balance sheet and the profit and 
loss account. Such communication, as a strategy needs to be based on 

certain standards, yardsticks which the entity has undertaken to 
follow.  

This paper seeks to trace how, as a commercial enterprise, after 
separation of Indian Railways’ budget, they were to follow distinct 

accounting norms like accrual accounting and actuarial estimation in 
consonance with various provisions of the Codes and what the current 

status, particularly regarding pensionary benefits, is. 

 It also suggests a strategy of implementing and disclosing the 
results in consonance with what has been stipulated so that there will 

be more transparency and true and fair communication which is sine 
qua non for objective decision making. 

 

 
Background 

 
Indian Railways are a Departmental Commercial undertaking of 

the Government of India. Their budget has been separated from that 
of Government of India from 1924 as per the of the Acworth 

Committee’s recommendations, which had, inter alia, mentioned as 
follows:  

 
"We recommend ……….. 

that the railways should have a separate budget of their own, (and) be 
responsible for  

– earning and expending their own incomes and  

http://www.investopedia.com/terms/f/financialaccounting.asp
http://www.investopedia.com/terms/b/balancesheet.asp


  

– for providing such net revenue as is required to meet the interest 

on the debt incurred or to be incurred by the Government for 
railway purpose  ……….” 

 
The loans taken by Railways from the Government of India for 

Capital Expenditure  are factored in the budget as budgetary support; 
cumulative total being called as  Capital at Charge, which bears the 

rate of Dividend (interest) as recommended by Railway Convention 
Committee of Parliament from time to time. 

While the Government of India’s Accounts are currently kept on 
the cash basis, Indian Railways’ Accounts have some trappings of 

accrual accounting.   
Though there are certain codal provisions which require that as a 

commercial enterprise, Railways need to keep the accounts on accrual 
basis also, in reality, it is only done in parts, on selective basis and 

some most vital requirements are not being complied with.  

This, it is felt, has led to a very misleading communication about 
viability and profitability of Railways to decision makers. As an  

example, while on one hand, huge accrued liability on account of 
present value of pension earned by the retired employees during their 

service period (as well as by present employees working under 
pension scheme) remains unfunded, (indeed, unrecognized in the 

books), on the other hand, Railways are always reporting the 
Operating Ratio of less than 100%. If strategic accounting 

communication is not reasonably accurate, decisions related to pricing, 
investments, prioritization of expenses etc. would tend to go wrong.  

It is strongly felt that proper communication would help 
sensitization of all concerned to the actual financial position and would 

help take the decisions for consolidation and amelioration of the 
situation. 

 

 
 

 
 

 
 

 
 

 
 



  

Accrual accounting and actuarial estimation: 

Codal provisions 

 
Chapter II of Accounts Code Volume I and Chapter III of Finance 

Code Volume I make provisions for such system. Gist is as follows 

 
201 AI: Commercial and Government Accounts:- ………… 

The Government owned railways in India are a  

Departmental Commercial Enterprise. Railway accounts should, 
therefore, secure the essential requirements of commercial accounting 

and also conform to the practices of government accounting. This 
objective is achieved by keeping the accounts of the railways on a 

commercial basis outside the regular government account and by 
maintaining a link between the two…………….. 

 

 220 AI: Demands Payable. – Unlike government accounts 

which record expenditure only when actually disbursed or receipts 

only when actually realized, the railway accounts maintained on a 
commercial basis will record the expenditure incurred or earnings 

accrued in a month irrespective of whether they have actually been 
paid or realized…… 

 221 AI: Labour.- The wages and allowances for a month of 

workshop staff are paid to them only in the beginning of the 

following month. However, to ascertain the cost incurred on a job in 
a month, it is essential that the value of the labour employed in the 

shops is charged in the same month to the specific jobs on which 
the workshop staff have been engaged. Therefore, the operation of 

a suspense head similar to “Demands Payable” is done. …..The 
balance of the account “Labour” at the end of the month will 

represent liabilities on account of the wages and allowances 
charged, but not as yet cleared by actual payment to the labour. 

 222 AI: Traffic Accounts. –This account serves the same 

purpose for earnings as “Demands Payable” does for expenses. This 

head is debited with all earnings for the realization of which a 

Railway Administration is responsible, irrespective of whether the 
earning relate to its own traffic or to traffic inter-charged with other 

Railways. This account is credited with the realization of all such 
earnings. The balance in this account thus represents unrealized 

earnings either at the stations or in the Accounts Office. 
 



  

 

 
Following paras of the Finance Code Volume I are relevant for the 

subject of the project work. 
 

Para 308 FI: Glossary of terms …………………….. 
(v) Gross Earnings = (iii)+(iv) = true or accrued earnings in 

an accounting period whether or not  actually realized. 

………… 
 (x) Ordinary Working Expenses = Expenses booked under final 
heads, excluding appropriation to 

Depreciation Reserve Fund and Pension Fund.  
 

(xi) Appropriation to Depreciation Reserve Fund. 

 
(xii) Appropriation to Pension Fund. 

 
(xiii) Gross Working Expenses = (x)+(xi)+(xii) = True expenses in an 

accounting period whether or not actually disbursed. 
 

Para 338 FI:  mentions that Pension Fund is budgeted under 

Demand # 14 (i.e. Appropriation to Pension Fund), source of financing 
it is “Revenue” except in case of Production Units like CLW, DLW, ICF; 

and Demand under which expenditure from the fund is  budgeted is 
Demand # 13. 

 

Para 339 FI:   says that…………  
The estimated amount of appropriation to the Pension Fund is based 

on actuarial calculations to provide for the liability arising from 
pensionable service rendered by Railway employees for varying 

periods. Where such actuarial calculations are not completed, the 

appropriation is made on an adhoc basis to be suitably reassessed in 

due course. ….. 

 

  
 

 



  

Accrual accounting, actuarial estimation: 

concepts in brief and gist of implementation by 

Corporates and comparison with practices 

adopted by Railways. 

Accrual accounting 

An organization using an accrual basis for accounting recognizes 

both income and expenses at the time they are earned or incurred, 

regardless of when cash associated with those transactions changes 

hands. Under this system, revenue is recorded when it is earned 

rather than when payment is received; expenses are recorded when 

they are incurred rather than when payment is made. 

As for pension received by the beneficiaries, it is typically paid to 

them after cessation of service, though the same is earned by the 

employees during their service period. Thus, it should form the part of 

cost of Railways’ operations, construction etc, in the accounting 

periods in which it is earned. This can be done by appropriate debit to 

P&L and by keeping the provision at the Liability side of the Balance 

Sheet in the Pension Fund. 

 

 

 

 
Actuarial  science 

 
Actuarial science is the discipline that applies mathematical 

statistical methods to assess risk in the insurance and finance 

industries. Actuaries are professionals who are qualified in this field 

through examinations and experience. Actuarial science includes a 

number of interrelated subjects, including probability and statistics, 

finance and economics.   



  

 The relevance of actuarial estimation with respect to pension 

provisions is on account of several uncertainties in the estimation of 

present value of future liabilities on pension outgo. Some important 

uncertainties can be briefly stated as: 

– Longevity of pensioners/ family pensioners, 

– Future rates of DA based on inflation, 

– Events of employee quitting the job before superannuation, i.e. 

after pensionable service. 

– Death during service, 

– The return that the Pension Fund would earn (in Railways it is 

kept with the Government, earning the return equivalent to the 

rate of Dividend. 

  
Budgetary announcements and Literature Survey 

 
 In the Budget speech for 2005-06 MR had mentioned that : 

–  Accounting reforms Process is set in for greater transparency in 

financial reporting. It includes accrual accounting. 

– Contribution to DRF would be done on scientific basis. 

– Pension Liability would be computed on 

Actuarial assessment basis. 

 
 Budget Speech of March 2012 also indicates an intention  to 

move over gradually to an accrual based accounting  

Two writings by ex Board Members are relevant here. They are 

 “Accrual accounting in government” by Late Smt. 

Vijayalakshmi Viswanathan, ex FC, published in the Business 

Line print edition dated May 24, 2007. 
In this article, she had stressed that The Railway Ministry is 

probably one department of the Government where transition 

to accrual accounting can be smooth and fairly fast. 

(Please refer to Bibliography for url.) 



  

 

 “Reform Railways’ accounting procedure”  by Padmashri 

 Shri S B Ghosh Dastidar, ex Member Traffic Railway Board in 

the blog on 22 Feb’ 2011. (Please refer to Bibliography for url.) 

In this blog, he has accentuated that non provision of 

Pension Liability on accrual basis and Depreciation provision in 

scientific manner has led to incorrect depiction of Operating Ratio. 

 In the “White Paper” submitted to Parliament by Board in 

December 2009, in a paragraph on Pension Liabilities (para 

20), it is indicated that on the basis of Actuarial Study done in 

2005, too huge liability has got accumulated (Rs 5,41,948 crores 

required for making the fund self-sustaining) and that because it 

is not possible to provide for the same, provisions are being 

made only on the annual basis. (Please refer to Bibliography for 

url.) 

 

 

Gist of implementation by Corporates and comparison 

with practices adopted by Railways: 

As per the amendment to Companies Act 1956, done in 1988, they are 

required to compulsorily maintain their accounts on accrual basis. There are 

authorities under Companies act 1956 as well as under Income Tax Act 1961 

to oversee the implementation.  

Accounting Standard 15  issued by ICAI for Retirement Benefits, as 
relevant to current discussion related to  Railways, with particular emphasis 

on  pension (pre - 2004 pension scheme, for convenience called herewith as 
“Existing Pension Scheme” and also for New Pension Scheme (NPS)  is given 

below,  
 

Statement of Accounting Standards (AS 15)  
 

1.  It   deals with accounting for retirement benefits in the financial 
statements of employers. 

2.  Retirement benefits usually consist of:  
 

http://ibnlive.in.com/budget-2011/blogs/3411/62243.html
http://ibnlive.in.com/budget-2011/blogs/author/3411.html


  

(a) Provident fund 

(b) Pension 
(c) Gratuity 

(d) Leave encashment benefit on retirement 
(e) Post-retirement health and welfare schemes 

(f) Other retirement benefits.  
 

The Pension benefits are in the nature of  
 defined contribution scheme (as in NPS)  or  

 defined benefit scheme  
 

Defined contribution schemes are retirement benefit schemes 
under which amounts to be paid as retirement benefits are determined 

by contributions to a fund together with earnings thereon  
(In Railways we make a matching contribution and keep the same 

along with employees’ contribution with NSDL for NPS beneficiaries. 

Employee contributes 10% of Basic Pay + Grade Pay + DA and 
Railways make a matching contribution). 

 
In defined benefit scheme, (in Railways, Existing Pension 

scheme) AS 15 stipulates for the Corporates that actuarial valuation 
should be adopted. Railways not being a Corporate, they are not under 

the ICAI’s Accounting Standards. However, Railways’ own Codal 
provisions, as brought out earlier, require the same. 

 
Actuarial valuation is the process used by an actuary to estimate the 

present value of benefits to be paid under a retirement benefit scheme 
and the present values of the scheme assets and, sometimes, of future 

contributions. 
Retirement benefit schemes are normally significant elements of 

an employer's remuneration package for employees. It is, therefore, 

important that retirement benefits are properly accounted for and that 
appropriate disclosures in respect thereof are made in the financial 

statements of an employer. 
The defined contribution scheme for superannuation/pension is, in 

most respects, similar to the (contributory) provident fund, so far as 
the accounting treatment is concerned.  

 
  Defined benefit, presents significant difficulties in the 

determination of periodic charge to the statement of profit and loss. 
The extent of an employer's obligation under such scheme is usually 

uncertain and requires estimation. In estimating the obligation, 
assumptions may need to be made regarding future conditions and 

events which are largely outside the employer's control. 



  

As a result of various factors that frequently enter into the 

computation of retirement benefits under defined benefit schemes, 
long-term uncertainties may give rise to adjustments of estimates of 

earlier years that can be very significant. 
 

The cost of retirement benefits is accounted for in the period 
during which these services are rendered. Accounting for retirement-

benefit-cost only when employees retire or receive benefit payments 
(i.e., as per pay-as-you-go method) does not achieve the objective of 

allocation of those costs to the periods in which the services were 
rendered. (This is what is happening in Railways, as a result, 

P&L Account, Balance Sheet and Operating Ratio are getting 
depicted  substantially inaccurately) 
 

Funding 
  When there is a separate retirement benefit fund  

(say Pension Fund in Railways) it is sometimes assumed that the 
amount paid by an employer to the fund during an accounting period 

provides an appropriate charge to the statement of profit and loss.  
 

The objective of funding is to make available amounts to 
meet future obligations for the payment of retirement benefits. 

Funding is a financing procedure and in determining the periodical 

amounts to be funded may be influenced by such factors as the 
availability of money  

 The objective of accounting for the cost of a retirement 
benefit scheme is to ensure that the cost of benefits is allocated to 

accounting periods on a systematic basis  
 

In respect of defined contribution scheme (say NPS in 
Railways), the contribution payable by the employer for a year is 

charged to the statement of profit and loss for the year, while in case 
of  defined benefit schemes, an appropriate charge to the 

statement of profit and loss for the year should made through a 
provision for the accruing liability. The accruing liability is to be 

calculated according to actuarial valuation. Since it is a deferred 
compensation, only the payment is to be deferred, while cost needs 

to be booked in the respective years in which employees have 

rendered their service. 
In fact, pension fund contributions and accumulations have to be 

such that the returns that the corpus generates, should also help the 
fund sustain itself for catering to the accrued liability, when the 

payments fall due. 



  

 Currently, balance of Pension Fund of railways gets the interest 

from the Government at the same rate at which we have to pay the 
Dividend. Dividend rate has come down to 4% now. In any case there 

is hardly any balance in the pension fund for some years now. 
Railways are only contributing to pension fund (thru’ Demand # 14, 

appropriation to Pension Fund), as is required to be paid as pension in 
the concerned year.  

 
A question that anybody would ask is “Why Railways need to do 

these reforms urgently, particularly when Government of India hasn’t 
adopted  it?  

 
Government of India keeps accounts on cash basis and their 

expenses far surpass their revenue receipts. They can resort to deficit 
financing, while as a Commercial Organization, Railways should not do 

the same. Being of commercial nature was an important reason why 

the budget was separated and they were required pay interest 
(Dividend) on the sums borrowed from the government. 

 
As for NPS,  while it was a strategy to adopt it with effect from 1 .4 

.2004, it can be seen that as compared to earlier  CSRPF,  it entails 
proportionately for more quantum  of commitment, as the former is 

10% of BASIC PAY + GP +DA while the latter was 8.33% of the only 
basic pay. 

  
 

The strategy not to provide adequately for accrued pension 
liability and to show operating ratio without including sufficiently the 

present value of such liability in the numerator (Appropriation to 
Pension Fund), has bled the Railways white. This has caused 

miscommunication that operating ratio has always been less than 

100% or that Railways are in profit even after absorbing the Pay 
Commission effects etc. This coupled with the projections like “cash 

surplus before Dividend “to be more than Rs 25000 cr etc.  have bred 
complacency, led to several investments and also revenue expenditure 

which would have been avoided had there been sensitization of such 
huge shortfall in the revenue realization vis a vis costs. This could 

have led to more realistic pricing of passenger and other services,  
 

 
 

 
 



  

Current Status on Pension Liabilities: 
 

At the end of 2011-12, the balance in the Pension Fund is 
only Rs 7 Crores. As for the budget estimates for 2013-14, it was 
expected to be Rs 657 Crores, it is indeed likely to be near zero. 
This is  because,  at the time on presentation of latest budget on 
26th February 2013, payment of pension as per  the RE  for 2012-
13 was projected to be Rs 20, 000 Crores, in actuality it has 
exceeded Rs 21, 000 Crores (compared to the BE of Rs. 18,500  
Crores.  

It is felt that this outgo year over year will only increase as 
the DA increase, promotions, increments are given and benefits 
like MACP etc. are accounted for. Next Pay Commission is also 
not far off and the employees under the present pension scheme, 
i. e. the once who joined on or before 31.12.2003 will 
superannuate typically by late 2030s. till that time while on one 
hand, there will be  attrition on account of old pensioners who 
retired in 4th/ 5th Pay Commission time expiring,  fresh pensioners 
will retire in 6th/ 7th Pay commission times, carrying much higher 
pension entitlements.  

From my visit to KRCL Mumbai I found that while they had 
shown for 3 financial years up to 2011-12  some profit ranging 
from Rs. 2 to 10 Crores, in the fiscal 2012-13 they may turn red; 
that is because they reviewed the  
Actuarial Provision for pension liability and are deciding to take a 
onetime hit of Rs. 150 Crores taking the accumulated provision in 
their pension fund to about Rs. 300 Crores. For them incidentally 
there are only about 3500 pensionable employees and barring the 
exception of about 80 death cases, typically, pensionable 
employees will start superannuating only in 2027. If this is the 
case with our own Corporate with such small staff strength, one 
can imagine what would be the plight of Railways with 11 lakh 
pensioners and 10 lakh pensionable employees!! 
 

In the white paper it is mentioned that since all employees 
recruited on or after 1.1.2004 are under NPS, it will gradually 
reduce the Pension Liability.  Not only that this has not happened, 
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the payouts on account of NPS i.e. Railways’ contribution is 
increasing year over year at about 25% CAGR, as detailed below: 
         

in Rs Crores 
 
            Year                   NPS Payout   
 
           2009-10   235.38 
     2010-11   252.18 
     2011-12   321.74 

     2012-13   451.11 
 
 

Strategy that needs to be adopted now 

 
While it cannot be anybody’s case  that one should provide for the arrears/ 

deficit on account of accrued liability in one go, indeed, it is impossible to do 
so, it would be necessary to recognize and show in the balance sheet as a 

liability to be met in future. 
 

Only when this is shown that the operating ratio can be shown correctly, 
which may far exceed 100%, but that would be the actual / true figure. 

 
Only if the Railways show the correct picture, that they will be in a position 

to  
 Take corrective pricing decisions. 

 Sensitize all concerned, whether, customers,  executives which make 

proposals and concerned finance officers, politicians etc. to the reality 
 This will help prioritize the capital investments as well as revenue 

expenditure proposals. 
 The actuarial valuation done in 2005 is dated. Now immediately fresh 

actuarial valuation needs to be undertaken in view of the following: 
o Nine years have elapsed since last study, 

o VIth Pay Commission has been implemented 
o MACP is implemented 

o DA has been increasing at high rate 
o Dividend Payment and consequently interest rate on Pension 

Fund has come down to 4% 
o Payments of Pension for last 9 years have taken place 

o New Pay commission may get announced. 
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o If FDI comes in the Government Sector, Railways will have a 

good case if they have implemented International Accounting 
Standards, including IAS 19, which indicates Actuarial Valuation 

for Employee benefits as per International Financial Reporting 
Standards(IFRS). This will also help them revalue their assets for 

fair value as permitted in IFRS, though not in the Accounting 
Standards of ICAI, currently. 
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