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Chapter 5 

 

THE METHOD 
 

 

5.1 Corporate structure is not a new experience for the Indian Railways. During the last three 

decades, several public sector undertakings have been set up by IR as autonomous entities. These include 

: Rail India Technical and Economic Services Ltd. (RITES); IRCON International Ltd.; Indian Railway 

Finance Corporation Ltd. (IRFC); Container Corporation of India Ltd. (CONCOR) and Konkan Railway 

Corporation (KRC). While the first three are fully owned by the government, in the case of the remaining 

two, IR is presently the principal shareholder only – CONCOR, 63 per cent and Konkan Railway 

Corporation, 51 per cent. 

 

5.2 The functions performed by each of the above organisations are briefly described below: 

 

5.3 RITES provides consultancy services in the fields of railways, roads/highways, airports, ports 

and harbours and information technology, among others. It is also engaged in exporting rolling stock and 

railway related equipment.  

 

5.4 IRCON is a railway construction company operating both in India and abroad. It has also 

diversified into other construction activities, such as roads, buildings, bridges, flyovers, etc.  

 

5.5 IRFC mobilises funds from the capital market, banks and other financial institutions for the 

Indian Railways, since government rules do not permit direct borrowing by IR. 

 

5.6 CONCOR provides multimodal transport logistics both for the domestic and international 

freight. It also manages cargo handling terminals, i.e. Inland Container Depots (ICDs) and Container 

Freight Stations (CFSs). 

 

5.7 KRC, having completed the construction of the 760 km west coast railway line, now manages 

and operates this network. The corporation was constituted with the equity participation of state 

governments. 

 

5.8 Recently, two new public sector undertakings have been constituted. These are : Indian 

Railway Catering and Tourism Corporation Ltd. (IRCTC) and Mumbai Rail Vikas Corporation (MRVC). 

The former is fully owned by IR, but the latter is a joint venture with Government of Maharashtra, with 

IR holding 51 per cent of the equity. IRCTC will focus on providing catering services and value-added 

services for tourists, both domestic and foreign. MRVC will focus on commercial exploitation of railway 

land and air space and for the development of rail infrastructure in Mumbai.  

 

5.9 IR is all set to constitute a special purpose vehicle (SPV) called Pipavav Rail Corporation 

Ltd. (PRCL) for providing broad gauge rail connectivity to Pipavav Port. This would be its first strategic 

partnership with a private sector firm viz. Gujarat Pipavav Port Ltd. (GPPL). The railways and GPPL will 

both hold 50 per cent equity in the project. The new company would be entitled to rights and obligations 
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under the Railway Act. It would construct the project and manage it. The railways, on their part, will 

operate the service on behalf of PRCL. 

 

5.10 The creation of these organisations provides a useful insight into the emergence of a new 

policy framework. It also demonstrates that the railways are no strangers to the process of corporatisation, 

disinvestment or setting up of joint ventures with strategic partners. Over the years, they have moved 

away from the 100 per cent equity holding pattern followed in the initial stages and have also resorted to 

disinvestment of their equity holding. They are now in the process of involving a strategic partner from 

the private sector to set up a new corporation. IR has, thus, been experimenting with a wide spectrum of 

corporate structures.  

 

5.11 The underlying objective in all these cases has been to distance from the rigid bureaucratic 

system of the government and gain from the freedom and flexibility inherent in a corporate structure. For 

the purposes of the present study, the setting up of the Container Corporation is of considerable interest, 

since, in this case, a segment of IR’s operations was transferred to a newly constituted corporate body. It 

is worth noting that this step was taken for the first time in the corporate history of the railways. It 

involved transfer of assets, including inland container depots along with plant and machinery, land, 

buildings, etc. The staff  working at the ICDs were given the option either to join the new organisation on 

deputation or to continue with IR. A number of them later got absorbed in the company on the completion 

of their deputation period. 

 

5.12 The company was set up with a paid-up share capital of Rs.5 crore, which was later increased 

to Rs.65 crore. Initially, the government held all the shares but subsequently reduced its holding by 

divesting 37 per cent of the equity in two tranches. The divestment yielded Rs. 365 crore which amounted 

to more than five times the paid-up equity capital.  During 1999-2000 it earned a profit of Rs. 141 crore 

and even paid a dividend of Rs. 29 crore to the Indian Railways. There cannot be a better example of a 

success story : while the parent organisation is reeling under deficits, the spun off unit is making sizeable 

profits and even contributing to railways’ revenues. The lesson to be drawn is that government structures 

are not conducive to commercial activities. 

 

5.13 There now exists a healthy relationship between IR and CONCOR. CONCOR negotiates 

haulage charges for the services provided by IR. The agreement also includes a penalty clause for the 

non-realisation of the agreed operational targets. CONCOR has a progressive marketing strategy and 

exercises all the freedom to fix its tariff.  It has developed its own infrastructure, has even acquired rolling 

stock for its container services.  The organisation has ambitious expansion plans.  During the short span 

of its existence, it has emerged as a premier multimodal organisation in the country, functioning on purely 

commercial lines. 

 

5.14 It may be noted that the multimodal operations were a core activity of the railways.  As such, 

transfer of this activity has two clear messages.  One, that a segment of IR’s activities can be hived off, 

provided it is well-defined. Two, that such spinning off can be beneficial both for the railways as also for 

the new organisation. These messages give confidence that corporatisation of IR’s production units would 

also be a success story; more so, because these units are engaged in a totally non-core but well-defined 

activity. 
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5.15 Here it may be clarified that corporatisation of production units would just be an interim 

phase.  It would subsequently lead to disinvestment and adoption of some suitable model for restructuring 

in the follow-up phase. Indeed, there are several models that have been adopted in different countries. 

These are: management contract; concessioning; public offering of stock; and joint venture with a 

strategic partner. Their main features are described below : 

 

Management Contract 

 

5.16 In this system, the ownership continues to rest with the government, but the management 

rests with the private contracting agency which has the necessary expertise and management skills and 

runs the unit for a fee or a commission or for a combination of both. By retaining ultimate ownership 

and/or the right to supply, the government controls the policy and thus can find a way to allocate risks to 

those who can bear them. This model is best suited where the prime consideration is provision of right 

management skills in a state enterprise.  

 

5.17 It does not, however, resolve the important issue of infusion of private capital, and, with 

ownership retained by the government, many of the limitations of a state-run organisation would also not 

be overcome.  

 

Concessioning 

 

5.18 This term covers leasing, franchising and concessions (including BOT projects) and involves 

an agreement for constructing or rehabilitating infrastructure, operating and maintaining a facility or 

service for a fixed period. The concessionaire (the party receiving the concession) covers investment 

costs, bears commercial risks and pays the government for the concession rights.  

 

5.19 A state enterprise may have to be suitably restructured before transferring it to private hands. 

The aim of restructuring is to reduce the risk for private sector operators (so that they can obtain finances 

more easily), enhance a company’s future viability, and generally create conditions in which a 

concessionaire can work effectively. The continuing government ownership and control, however, inhibit 

quality international investors from bidding for concessions.  

 

Public Offering of Stock 

 

5.20 The equity share of the government can be offered to the public for sale through a public 

issue or a book-building process. This has already been done in the case of several PSUs, the more 

notable ones being the Steel Authority of India Limited (SAIL), Bharat Heavy Electricals Limited 

(BHEL) and the Indian Oil Corporation (IOC). The advantage (from the government’s point of view) of 

this system lies in that it is transparent and the depth of disinvestment can be controlled through the extent 

of equity ownership offered to the public. The disadvantage, however, lies in the fact that the price 

realised depends on the existing performance of the unit and the confidence it inspires in the investors 

regarding its potential future profitability. This system works best where the enterprise is already well-

established, has a good track record of performance, and has also shown the capacity to thrive in the face 

of competition.  
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Joint Venture with a Strategic Partner  

 

5.21 Simply put, the concept is to establish a joint venture with a strategic partner – one that has 

the capacity to infuse the necessary finance, technological and managerial skills and commitment to 

Indian market – to whom the government transfers a substantive stake. Such a mode of disinvestment has 

several advantages. It has the flexibility to accommodate special interests of either party. For example, the 

government may wish to lay down a condition of no retrenchment of staff for a specified period of time, 

or the strategic partner may want an assurance that in the event of the government undertaking any further 

dilution of its equity holdings in the future, the strategic partner would have the first right of purchase. 

Compared to the other methods, this one provides a relatively easy route for induction of private capital. 

 

5.22 It may be emphasised that any model which is chosen for restructuring the IR’s production 

units should have the capability to : infuse capital, induct cutting-edge technology and resource 

managerial skills. For the production units, where infusion of private capital is one of the major 

considerations, a management contract will not be suitable. Concessioning may be a better option 

inasmuch as the investment and risks are taken care of by the concessionaires, but the retention of 

ownership by the government tends to dissuade private investors. The public offering of stock may be 

helpful in acquiring more capital, but it does not help in improving managerial skills, employee 

productivity or quality of products. It is felt that in the case of production units aspiring to become 

vehicles of technology acquisition, the joint venture with a strategic partner would possibly be the best 

option.  

 

5.23 As mentioned elsewhere, there has been a global trend towards consolidation through 

mergers and acquisitions. This has resulted in a few large companies dominating the world market and 

also introducing new technologies in their products. They are able to do so because of their vast resources 

and the ability to continuously invest in research and development. Indian railways will necessarily have 

to depend on such organisations for technological inputs if it wants to keep pace with the improvements 

in designs and technology elsewhere in the world. It would, therefore, be prudent to look for a strategic 

partner from amongst global enterprises. This will not only provide IR with modern rolling stock but will 

also encourage the restructured production units to develop the potential for exports.  

 

5.24 There is no gainsaying the fact that to be successful the process of restructuring of PUs has to 

be a planned exercise with various stages clearly identified. It would be judicious to start the process with 

just one production unit which is comparatively more amenable to structural changes. It is, therefore, 

recommended that Rail Coach Factory (RCF), Kapurthala should be taken up in the first instance. This 

factory has several positive features that would facilitate the process of restructuring. These features are: 

 

 It is the youngest of the PUs and, therefore, not fully entrenched in traditional and inflexible work 

culture of a government enterprise.  

 It is not excessively overmanned as compared to other units and, therefore, easier to deal with. 

 It has modern production facilities that will attract private participation.  

 Being young, its assets would lend themselves to realistic valuation. 

 It has an on-going transfer of technology agreement with LHB, Germany and, thus, a demonstrated 

capacity to absorb sophisticated technology and adopt international practices.  
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5.25 It may be mentioned that RCF is one of the two units (the other being ICF) manufacturing 

similar products. It will, therefore, be easier for IR to absorb any temporary setback that may occur during 

the restructuring of this unit. 

 

5.26 RCF was established in 1988 in response to the need for augmenting the overall 

manufacturing capacity for passenger coaches, as the capacity of  ICF had already been fully utilised. 

Meanwhile, the demand for coaching stock had substantially increased both on incremental and 

replacement account. RCF was also aimed at manufacturing newer generation of rolling stock with latest 

plant and machinery. The stated objective was to achieve 100 per cent improvement in productivity as 

compared to ICF. 

 

5.27 RCF has succeeded in achieving these objectives. Its manpower is half that of ICF with its 

annual production being of the same level. Besides conventional coaches, it has also turned out a wide 

mix of coaching stock of other types, such as overhead equipment car, oscillograph car, track recording 

car, high speed IRY/IR20 power car. It has met the defence requirement for special type coaches.  To its 

credit, it has evolved totally new shell and bogie designs suited to specific conditions.  

 

5.28 Recently, Indian Railways has entered into a contract with LHB of Germany, for transfer of 

technology in the design and manufacture of new generation of coaches and for providing assistance in 

the manufacture of these coaches. RCF has been nominated to receive this technology on behalf of IR. 

LHB is required to supply 24 coaches of different types. The bogies for these coaches will be supplied by 

FIAT of Italy. The production plans envisage use of improved technology in metal cutting, metal forming 

and fabrication, and painting techniques. The manufacturing system will get streamlined with the use of 

sophisticated machines. This will further enhance overall productivity of the unit. 

 

5.29 The transfer of technology contract with LHB is to be valid for 10 years after which it is 

planned to eventually phase out the old design coaches. RCF has also signed a Memorandum of 

Understanding (MoU) with Siemens for manufacture of light rail vehicles needed for mass rapid transit 

systems in metropolitan cities. A similar MoU with Hyundai of South Korea and Mitsubishi of Japan is 

also under consideration. To strengthen its capacity in interior décor, an MoU with Temoinsa has been 

signed. This company is a world leader in interior coach design. 

 

5.30 RCF was set up with an initial capacity of 1000 coaches per year. Presently, the facilities are 

also being provided for manufacturing 300 coaches of LHB design per annum. The unit has been able to 

manufacture to its full rated capacity. In 1998-99, it produced 1087 coaches of 23 different types (AC and 

Non-AC). The year-wise outturn is given in Annexure 1. 

 

5.31 In order to evaluate the potential of RCF in the context of its proposed restructuring, a SWOT 

analysis of this unit has been carried out which is presented in the Table. A SWOT analysis is like a 

strategic balance sheet of an organisation where strengths can be thought of as competitive assets and 

weaknesses as competitive liabilities and where opportunities and threats are future assets or liabilities, 

respectively.  
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   SWOT Analysis 

 
Category  Strengths  Weaknesses  Opportunities 

 Threats 
 

Legal • An independent 

  and established 

  judicial system 

 

Government • Dealing with sovereign • Delayed processes • Liberalised climate  

Policy  agency     for private sector  

      participation    

 

Institutional •  Relatively free from  • Not exposed to   • Potential for  • 

 Product  Structure  local political pressures.  competition

  cost-effective  obsolescence 

 •  Modern production  •  No benchmarks for  international 

  facilities.  comparison with  products 

 • Good outsourcing  international      

  neighbouring facilities.  performance  

 •  ISO 9001 certification   standards 

   •  Limited budgetary 

    independence     

 

Management • Highly competent and • Rigid bureaucratic  

  experienced   hierarchy  

  professionals • Inadequate autonomy 

   •  Limited accountability 

   •  Lack of exposure to 

    market forces 

 

Labour • No Unions • Overstaffed  

 • Highly skilled labour •  Weak incentives 

 

Commercial • Assured market for  •  Dependence on  • Export   •

 Export  

Attractiveness  products  single customer  potential  

 initiatives 

 • Modern manufacturing • Absence of     from China  

  facilities   commercial    and other 

 • Cheaper labour    accounting and     South-east 

  compared to developed    pricing practices    Asian  

  countries      countries 

 • Technical flexibility for     

  product diversification 

 

5.32 The analysis brings out several features that would encourage favourable response from the 

investors. RCF has modern production facilities and has the technical flexibility for product 

diversification. It is endowed with skilled and competent human resources. It has an assured domestic 

market and potential for exports, especially to neighbouring countries. It has excellent outsourcing 

facilities from nearby ancillary units. It has also received ISO 9001 certification for quality control. It has, 

thus, a great potential for turning out competitive international products. 
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5.33 The transition of RCF from a departmental unit to a corporatised entity will have implications 

far beyond a change in the legal status. It would entail both regulatory and financial restructuring. 

Financial restructuring, for example, will typically involve cleaning up the balance sheet, deciding on the 

treatment of state-guaranteed obligations, setting up of financial systems and preparing new financial 

statements in accordance with the generally accepted accounting principles. This would also require 

determining of the equity capital and the debt-equity ratio of the new company. In addition, there would 

be need for establishing the asset base, asset valuation, seed capital and short-term financing well in 

advance of the setting up of the corporation. 

 

5.34 The government may decide to hold the entire equity capital or allow the state governments 

and financial institutions to participate in the equity. Another option could be to offer upto 25 per cent 

equity to private entrepreneurs, while the government/financial institutions hold the balance 75 per cent 

share. In view of the high value of its assets, both tangible and intangible, there is every likelihood of the 

new company raising capital through issue of shares on premium.  

 

5.35 The new company need not be overly dependent on orders from the Railways. It can cater to 

the needs of other customers as well, both within and outside the country. Indeed, it can become a base 

for exports. The export earnings could be utilised for leveraging additional funds from the financial 

markets. The opportunities are, thus, immense both in the domestic and international markets. 

 

5.36  Corporatisation of RCF would represent the first but an important step towards the goal 

of disinvestment in railway production units. Since corporatisation signifies a major change from the 

traditional functioning of the production units, it may engender uncertainty among those who would be 

directly affected by it. It will, therefore, be necessary that this changeover is brought about after due 

preparation and in a transparent manner. In case it is successfully achieved in RCF, and there is no doubt 

about it, the way to successful change in other units would be fully assured.  

 

5.37 In this process of restructuring, no legal or regulatory problems are anticipated. The activities 

are well defined, so also the assets. The regulatory framework for safety is already in place. The 

Commission of Railway Safety is an independent body and is well-equipped to deal with issues relating 

to introduction of new rolling stock. For the present, there is apparently no need to set up a separate 

regulatory mechanism to promote competition and to protect consumer interests. The issues regarding 

monopoly pricing have already been dealt with  in an earlier chapter.   
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Annexure 2 

 

 

Methodology Overview of Corporatisation 

 
Enterprise Restructuring Goals 

 

 Create Appropriate Business Charters 

 Transfer Assets and Obligations 

 Establish Effective Organisation Structures 

 Develop Appropriate Strategies, Processes, and Structures 

 Improve Resource Allocations 

 Promote Productivity and Efficiency 

 
Key Tasks 

 

1. Investigate the Quantitative Aspects of the Enterprise 

 

In order to gain a comprehensive understanding of the enterprise’s assets and operations, its 

quantitative aspects should be investigated. Particular attention should be paid to resource adequacy and 

opportunities, value created and destroyed, cost structure, staffing, and investment allocations. 

 

2. Investigate the Qualitative Aspects of the Enterprises 

 

In order to gain a comprehensive understanding of the enterprise’s assets and operations, its 

qualitative aspects should be investigated. Particular attention should be paid to strategy, people, business 

processes, organisational structures, and technology. 

 

3. Select Enterprise Segments to be Corporatised 

 

The enterprise knowledge gained during the investigations of the enterprise’s quantitative and 

qualitative aspects will help in selecting the enterprises to be corporatised. Based on this knowledge, a 

variety of decisions will be made such as how these enterprises will be organised, the scope of business 

reengineering, and how to transition existing contracts. Key to the success of these decisions will be : to 

select the right enterprise segments; resolve conflicting interests; solve difficult issues; and, establish 

economically viable enterprises. 

 

4. Develop Enterprise Segment Models 

 

Having selected the enterprise segments to be corporatised the next step is to determine the 

structure of the enterprise. The enterprise structure should be modelled to achieve a variety of goals 

consistent with the overall objectives of corporatisation. The model should attract inbound investment, 

stimulate competition, and prevent monopoly abuse.  

 

5. Identify Assets and Obligations to be Transferred 
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Many of the public sector enterprises which are to be corporatised need to change their legal status 

from extensions of the government into self-standing corporations whose equity capital is partly or 

wholly owned by the government. The way of doing this is to form a shell company with limited liability 

into which the assets to be disposed are transferred, with the government owning all shares. 

 

The purpose of this is to create a company with an appropriate gearing ratio, which will facilitate its 

emergence as a joint stock company. Subsequently, there may be sale of all or part of the company’s 

equity to the private sector. 

 

6. Assets Analysis 

 

In this phase, both tangible and intangible assets should be analysed, including shared assets and 

extraneous assets, and operating and non-operating assets. In order to make appropriate decisions, it is 

important that the enterprise’s assets and operations are comprehensively understood. Additionally, it is 

critical that the decisions made result in the establishment of economically viable enterprises.  

 

7. Develop an Effective Change Management Programme 

 

When an entity undergoes a change, it is necessary to plan how the entity will inform its members and 

stakeholders about upcoming events and certain decisions being made. This change management 

programme should communicate the vision, change strategies, implementation plans, and results of 

change. Information should be communicated accurately and in time. The programme should provide 

feedback channels and foster commitment to the change event by creating an informed organisation. It is 

critical that the programme addresses key issues, such as transitioning displaced staff and creating the 

infrastructure required for change. That is, it must provide for information systems and hardware, 

management reports and employee training. 
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