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INTRODucnON 

I, the Chainnan, Railway Convention Committee (1991), having authorised by 
the Committee to present the Report on their behalf, presen~ this Twelfth Report on 
Rate of Dividend payable by the Railway Undertaking to the General Revenues and 
other ancillary matten for the financial year 1996-97. 

2. Based on aD interim Memorandum furnished by the Ministry of Railways in 
consultation with the Ministry of Finance on 2nd January, 1995 and after considering 
the view points put forward by the representatives of the Planning Commission, 
Ministry of Finance and Ministry of Railways, the Railway Convention Committee 
(1991) in their Ninth Report, had recommended, purely as an interim measure, that 
the capital invested on the Railways upto 1952 might be treated as 'dividend free' 
and the dividend for the year 1995-96 to General Revenues on the remaining capital 
invested thereafter be paid at the rate of 7% irrespective of the year of investment, 
inclusive of the amount that was payable by the Railways to the General Revenues 
for payment to States as grant in lieu of pusenger fare tax and contribution for 
assisting the States for financing safety works during the year 1994-95. 

3. The Ministry of Railways had in consultation with the Ministry of Finance, 
submitted on 7th January, 1996 the final Memorandwn for the consideration of the 
Committee. The Committee at their sitting held on 30th January, ~ considered 
this Memorandum and decided to take evidence of the representatives of the MiniJtries 
of Finance and Railways on 13th February, 1996. 

4. After considering the final Memorandum and the arguments given by the 
Ministries of Finance and Railways, the Committee have not found any justification 
to modify their earlier interim recommendation. They have finally recommended 
that the capital invested upto 1952 may be treated as 'dividend free' and the dividend 
for the year 1996-97 to General Revenues on the remaining capital invested thereafter 
be paid at the rate of 7% irrespective of year of invesbnent inclusive of the amount 
that was payable by Railways to the General Revenues for payment to States as grant 
In lieu of passenger fare tax and contribution for assisting the States for financing 
safety works during the financial year 1995-96. All other concessions now available 
viz.. dividend on residential buildings, new lines, subsidies from General Revenues 
etc. may also be allowed to continue on the existing basis while framing final Budget 
Estimates for 1996-97. 

(y) 



(vi) 

5. The Committee feel that there is some discrepency about the exact amount of 
social burden being borne by the Railways. In their Memorandum. the Ministry of 
Railways had submitted thai \he amount on this account was Rs. 1515 crore during 
1994-95 whereas during evidence. the Chairman. Railway Board deposed that the 
amount was Rs. 1973 crore during the same period and after subtracting the cosl 
towards law and order. staff welfare. etc. it came to Rs. 1250 crore. The Committee 
have desired that the Ministry of Railways should inform them about the exact amount 
of social burden borne by the Indian Railways during 1994-95 and that the Ministry 
of Railways should finalise in consultation with the Ministry of Finance the manner 
in which they can be compensated. 

6. The Committee have not accepted the proposal of Ministry of Railways to 
make the appropriation to Capital Fund as first charge on the net reve~ue followed 
by Dividend and appropriation to Development Fund as this Fund was. agreed to be 
created on the suggestion of the Ministry of Railways itself from the year 1992-93. 
When there was no possibility of generating sufficient excess for appropriation to 
this Fund. the Committee have desired to know the reasons for mooting the proposal 
for creation of the Fund by the Ministry. The Committee have opined that in case the 
Railways feel that there will not be any scope to generate sufficient surplus in the 
near future for appropriation to the Capital Fund. there is no point in continuing this 
Fund any further. The Ministry of Railways may. if considered necessary. a~lish it 
and the surplus left after making payment of all liabilities may be credited to 
l)evelopment Fund " was being done earlier. 

7. The Committee considered. finalised and adopted this Report on Rate of 
Dividend for 1996-97 and other ancillary matters at their silting held on 8th March. 
1996. The minutes of the sitting of the Committee held on 13th February and 8th 
March. 1996 are appended to the Report . 

8. A statement containing the recommendations and observations of the Committee 
is appended to this Report at Appendix-III. For facility of reference these have been 
printed in thick type in the body of the Report. 

9. The Committee would like to express their thanks to the representatives of the 
Ministry of Finance (Department of Economic Affairs) and the Ministry of Railways 
(Railway Board) for the cooperation extended by them in giving information to the 
Committee. 

NEW DELHI; 
March 8. 1996 
Phalguna 18. 1917(S) 

M. BAGA REDDY. 
ChaimuJn. 

Railway Convention Comminu. 



REPORT 

In pursuance of the Resolution adopted by Lok Sabha on 17 September 1991, the 
Railway Convention Committee (1991) was constituted on 25 November, 1991 to 
review the rate of divided which is at present payable by the Railway Undenaking to 
General Revenues, as well as other ancillary matters in connection with the Railway 
Finance vis-a-vis General Finance and to make recommendations thereon. 

2. Dividend to General Revenues was paid at 6 per cent on the capital invested in 
Railways prior to 1980, excluding Metropolitan Transport Projects, upto 31-3-1980 
(inclusive of payment to States in lieu of passenger fare tax) and 6.5 per cent on 
capital invested thereafter. For the year 1993-94, the rate of dividend was paid at the 
rate of 7% on the entire capital invested on Railways, irrespective of the year of 
investments (inclusive of payment to Stales in lieu of passenger fare tax). 

3. Based on an interim memorandum submitted by the Ministry of Railways on 
2 January, 1995, the Railway Convention Committee (1991) had made cenain interim 
recommendations in regard to the rate of dividend for the year 1995-96 and other 
ancillary matters in their Ninth Report presented to Lok Sabha on 14 March, 1995 
and laid in Rajya Sabha on 15 March, 1995. The resolution approving the 
recommendations made in paragraphs 56, 57, 58, 59, 60, 61, 62, 63, 64 cl65 of the 
Ninth Report .was admitted in Lok Sabha on 10th April, 1995 and the same was 
adopted on 4 May, 1995. 

Guldin, PrInciple of Rate of Dividend 
4. The first Convention Committee was set up after Independence in April 1949. 

One of the basic principles enunciated by this Committee was the fixation of definite 
rate of dividend which included an element of contribution to the General Revenues 
over and above the bare interest paid by the Government on the capital provided for 
Railways. This principal was enunciated on the consideration that, in essence, the 
,eneral tax payer is the owner and sole shareholder of the undertakin,. 

Capital-at-cbarp of the IDdian ~ 
5. The capital-at-charge of the Indian Railways has increased from Rs. 8~ crores 

in 1951-52 to Rs. 22,699.85 crores in 1995-96. 

Dividend Paid 
6. The annual dividend payable to General Revenues used to be less than Rs. I (X) 

crores till 31-3-1964 but increased to Rs. 1,360.16 crores by 1995-96 (RE). In all. 
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the Railways have paid/payable to the General Revenues an amount ofRs. 16,257.35 
crores as dividend from 1952-53 to 1995-96. This forms 71.62 percent of the Capital-
at-charge of Rs. 22,699.85 crorcs. 

The Proposal regarding Dividend Payable to General Revenues 

7. The Railway Convention Committee (1991), in their Ninth Report had 
recommended purely as an interim measure, that the capital invested on the Railways 
upto 1952 may be treated as "dividend free' and the dividend for the year 1995-96 to 
General Revenues on the remaining capital invested thereafter be paid at the rate of 
7% irrespective of year of investment, inclusive of the amount that was payable by 
the Raihr.ys to the General Revenues for payment to States as grant in lieu of 
passenger fare tax and contribution for assisting the States for financing. safety works 
during the year 1994-95. The Committee also recommended that the concessions 
available to Railways viz. dividend on Residential Buildings, New Lines. Subsidies 
from General Revenues, etc. might also be allowed on the existing basis, provisionally, 
while framing the Budget Estimates for 1995-96. These interim recommendations 
were made, pending final recommendations of Railway Convention Committee. 

8. The recommendations contained in the Ninth Report of the Railway Convention 
Committee (1991) and action taken by Government thereon are at Appendix-I. 

9. The Ministry of Railways, in their Final Memorandum forwarded the following 
observation of the Ministry of Finance on the above recommendation of RCC:-

"Railway should pay dividend at the rate of 7% on entire dividend bearing 
capital invested from General Revenues as recommended by the RCC in its 
fifth report and not on the basis of Ninth Report. in which the Committee 
recommended that the capital invested upto 1952 may be treated as "dividend 
free" and Railways may adjust the rest of the dividend against the dues from 
State Electricity Boards. The dividcnd rate of 7% compared to the 
Government's cunrcnt borrowing rate of over 13.5% is already highly 
subsidised. As, such huge adjustment in the dividcnd payments by Railways 
will have adverse impact in the fiscal deficit of the Government, the 
recommendations made in the Ninth Report have nol been accepted by this 
Ministry." 

10. Commenting on the above observation of the Ministry of Finance, the Ministry 
of Railways. in their Memorandum dated 7 January. 1996 stated as undcr:-

"The Railways being a Government department, their Plan requirements 
should be financed through the budgetary support from the General 
Exchequer. It was so till recently when the Government decided to reduce 
the budgetary support. thus leaving the Railways to finance their Plan 
requiremenl~ through the internal and extra-budgetary resources. Railways 
are doing their best in augmenting internal resources and have almost 
reached the position of saturation as regards the internal generation of 
resources and no fat is left. As regards the extra-budgetary resources the 
market borrowings being too expensive and uncertain also adversely affect 
the Railways internal resource generation capacity. The position has further 
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been ...... vated due to non payment of Rallways' dues by the Power Houses 
and State Electricity Bouds which means extendinl a dividend free 
budlctary support to them at the cost of Railways own resources crunch. 
This is further compounded as Railways have to bear social burden of about 
RI. 1515 c:nR only because it is a Government Department The position 
to which the Railways have been thrown open are quite impracticable and 
the Railways' Plan will not survive unless some additional reliefs are 
provided." 

II. Durin, evidence, when the Committee asked as to why the Ministry of Finance 
did not raise any objection to the above recommendation either when resolution OIl 

the subject was admitted or when moved by the Railway Minister in Lolc Sabha, the 
Additional Secretary (Budpt), MiDillry of Finance (Department of Economic Affairs) 
stated as under :-

"Normally it is the pdCtice in the Government that when a Resolution on 
behalf of the Government-not on behalf of a particulu Ministry is to be 
introduced. then all the concerned Minisb1ea should be consulted and their 
views obtained and a final view of the Govemment formed and the Resolution 
moved. In this particulu case it seems to have happened that the Resolution 
which was moved by the Railways did not contain the prior concurrence of 
the Finance Minilby." 

12. In this connection, the Financial Commissioner, Railway Board. cluified as 
under:-

"~ had Jiven the memorandum to the RCC relarding the rate of dividend 
and other reliefs in January 199!5 itself. The Finance Ministry were also 
called in evidence before the RCC. The RCC considered both the 
rcprcacntatiOM of the Railway Ministry as also the views of the Finance 
Ministry before finalisin, their recommendations. The practice in the 
Railway Ministry is that as lOOn as the final report of the Committee is 
received. we process it for movinl a Resolution before the Parliament 
Therefore. we did not consider it necessary to make a fresh reference to the 
Ministry of Finance even though strictly speaking. what the Additional 
Secretary. Ministry of Finance says is right. Moreover. in this Committee. 
both the Railway Minister as well as the Finance Minister are memben. So 
perhaps it has been prcsumod all alonl that when the recommendations are 
JMde by the RCC. it had the tacit. if not overt. approval of the Finance 
Ministry. 11w i. why we have all alonl presumed that their views have 
been laken into 1ICC0unt before RCC ,ave their recommendations." 

13. When the Committee wanted to know whether there was any instance when 
there had been a difference of opinion between the two Ministrie •• the ~itnels stated: 

"Every year we live a memorandum before Budget on what should be the 
rate of dividend and what should be the relief given to us. The Ministry of 
Finance also live their views on these points. It has been more or leu 
foUowin, a set pattern and every year they ,ave the recommendation on 
wh8t should be the dividend aDd what IhouJd be the relief and on that basis. 
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the Budget is prepared. And then, we move a aaolution in Parliament. We 
have not come ICI'OII a cue so fll' where there has been a difference of 
opinion between the Ministries of Railways and Finance on any particulll' 
recommendation. " 

Headded:-
"The Railway Convention Committee has been sympathetic to the Ministry 
this year for the consideration of ,ivin, relief in dividend to the Ministry of 
Railways. We have been pleading for the last so many years, that we have 
been facing a shorta,e of resources. The Electricity Boards are not payin, 
us. Our Budgetary support il dwindlin" whereas our commitments are 
increasin, in terms of expansion of network, renewal of assets, etc. We 
have always been pleading with the Convention Committee that some relief 
should be given to us in the matter of dividend. The Finance Miniltry has 
not been aareein, to give any relief in dividend payment Every year, the 
argument has been more or less on predictable lines. In the Ninth Report, 
for the flllt time, we have got about Rs. SO crore relief from the Convention 
Committee and also an important recommendation that if the Electricity 
Boards do not pay us, then to that extent there can be a postponment of the 
payment of the dividend till we realise the money. Since, it wu in our 
favour, and time was short, we moved a Resolution in Parliament." 

14. In their Final Memorandum dated 7 January, 1996 the Ministry of Railway. 
(Railway Board) made the following proposal to the Committee re,ardin, dividend 
payable to the General Revenues:-

"As per the approximates available to end of November, 199~ the earnin,s 
are up by RI. 258 crore and there is a saving of RI. 344 crore in wodin, 
expenlCl. Thus, the net position is favourable by Rs. 602 crore. But with 
the normal end of the year adjustments and post-bud,etary factors lik.e 
sanction of second instalment of Interim Relief, higher DA than anticipated, 
higher Productivity Linked Bonus due to raisina of limits for the current 
year as also for the last year, the merger of higher DA for determinin, the 
DCRG etc., the above favourable position is likely to be wiped out. This 
apart, the rising liability on account of costly market borrowin,s is a cause 
for concern. The lease charges payable to IRFC which is about Rs. 1400 
crore in the year 1995-96 is Iik.ely to BO up to more than RI. 1800 crore in 
the next year. As the market borrowing is a costly proposition besides bein, 
uncertain and, therefore, cannot be resorted to endlessly. As Railways need 
large resources for meetina its obligations for expandinaJuparadin, the 
railway network., private investments have been invited under "BOLT" and 
"Own Your Wagon" schemes. The cost of private investment is very hip 
and the lease charges will further go up and thus curtailin, the Railways 
Net Revenue. 

The fact that the Railways have been f9fCed to finance most of its plan 
requirement on its own due to fast dwindlin, bud,etary support. need not 
be reiterated. Apprcciatin, the problems faced by the Railways, the RCC 
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(1991) in Para 35 of their Fifth Repon have recommended that the budgetary 
support to Railways need to be increased substantially. M desired by the 
Committee. Ministry of Finance and Planning Commission were pursued 
to increase the budgetary support. But despite the recommendations of the 
RCC. increase in budgetary support has not been forthcoming from the 
General Exchequer. In fact. the budgetary support for 1995-96 has been 
fixed at the level of Rs. llSO crore for a Plan size of RI. 7500 crore as 
against RI. IISO crore budgetary support on a Plan size of RI. 6515 crore 
for 1994-95. Thus the budgetary support has been reduced to 15% only in 
1995-96." 

IS. During evidence the Committee wanted to know from the Finance Secretary 
as to how the Railways can be asked to mobilise their own resources without 
depending much on budgetary support for the Indian Railways carried social burden 
amounting to RI. ISIS crores in 1994-95 alone. The witness deposed the following 
before the Commiuee:-

"We had recognized that there is a certain element of social purpose. that 
lOme part of the Railways serve and I think. this recognition is reflected in 
many of the existing parameters. For example. the investment in Metro 
Railways is not included for dividend payment. There are uneconomic line .. 
There are special allowances made for those parts of the Railway network. 
on which a conscious decision is taken that they constitute a social burden 
and I think. the total subsidy built into it comes to about Rs. 400 crore. Our 
feeling is that while there is some element of social service in what the 
Railways are doing. the dominant product which the Railways are producing 
is in fact a commercial product and there is no reason why it should not be 
possible to run it on economic principles. Even if you allow that, the fact of 
the mailer is that we are charging an extremely low rate of dividend. The 
dividend rate is seven per cent. whereas the rate at which the Government 
has to borrow to finance its expenditure is much higher. I am not saying 
that Railways are not making losses. In different places, that .may be due 
either to inadequate charging for their services or it may be due to operational 
inefficiency. But if we want the Railways to function efficiently, to our mind. 
a rate of dividend of seven per cent, after malting exemptions fur the capital 
which is identifiable for social purposes, is already an uneconomic rate and 
if beyond this. if the Railways are making a loss. that loss should be made 
up by charging an economic price for the services they provide. Otherwise. 
this pressure to reduce the dividend will be continuous and we will simply 
have to offer "zero" dividend and you will still have the same problem. The 
basic problems of running loss-making operations has to be handled through 
a combination of greater efficiency to the extent possible and economic 
pricing and that is the only real solution to the problem of Railway finances." 

16. When the Committee pointed out as to how could a hilte in tariff be a solution 
as this would have an adverse impact on the cost of production. the witness stated as 
follows:-

"We fully agree with this and I would suggest that the solution does not 
necessarily lie in raising the freight charge. It is true that if you raise the 
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cluqe of freight, it will feed into the COlt of production and it will also 
affect competitiveness. What has been happening is that we have been 
deliberately undercharging Railway Pauenp transport. This is the reason 
why on the frei.hllide. Railways are overcharging whereas on the paslCn ... 
side. it has an excessive subsidy. The fact that we are a ~elfare State does 
not mean that we should be 10 .enCfOUS on the pallCllJer side. The group 
that benefits does not necessarily qualify for a subsidized provision of this 
service. When we continue with the system in which we are not raising 
pusenger fares and are overcharging the freight side, it results in a situation 
where transport is shifting from the Railways to the goods sector and 
Railways do not have enough money to modernise, so the quality of service 
is deteriorating and thus, they are left with carrying bulk goods. 1berefore, 
it is a self~sttuctive strategy." 

The Finance Secretary fwther added:-
''1be solution is we have to totally resbUcture the fare structure. It cannot 
be done just now but can be done over a period of five to six years. If a 
conscious attempt is made to realign the passenger fare structure to a level 
in which the Railways are in a position to make very large investments 
which they need in signalling, etc. to provide high quality of service, then 
that is the only way by which the problem can be solved. The problem will 
not be solved simply by adjusting dividends and secondly, we will be hurting 
the budget because the fact is that, over the years, on all fronts, the budget 
is under threat; filC8l pressures are mounting;- we are borrowing at higher 
rates whether it is in the Railways or in the public sector. 1bere is lot of 
criticism that this strategy is leading to intcmal debt and that in tum, is 
leading to inflation. We have to get out of it. I feel that the signal that 
ahould be siven is that the dividend rate is too low and over the next few 
yean. rate of dividend should be raised. The financial position of the Railways 
is very serious. Though the job done by them is remarkable. we have to face 
the fact that if we do not readjust the fare structure, we will be condemning 
the Railway sbUcture as non-viable which will jeopardise their functioning 
in the next few years. 

17. Elaborating the point of social burden the Chairman, Railway Board submitted 
ufollows:-

"Regarding social cost incurred by the Railways, it was Rs. 1973 crores in 
1994-9~ and from that, we have been told to subcract the cost towards staff 
welfare, law and order, etc. After subtracting, it comes to Rs. 121 S crores in 
1994-9S. It is largely due to certain uneconomic coaching· service. For 
suburban sector. the amount is Rs. 2J.1 crores and non-suburban sector, it is 
largely due to ordinary second class which amounts to Rs. 1716 crores. It 
may be kindly considered that we have our limitations in increasing fares 
for the ordinary people who travel in second class. Even on the freight side. 
it is not as if all the services are profitable. We are carrying certain 
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coaunoditiea like salt for human consumption & suprcane etc. below COlt 
for which the burden cornea to RI. 47 crore5. 'Therefore, we IR renderiDl 
some social service. There is a lqe component of social burd6n in our total 
budget structure or the total revenue budget of the Railways. Here, we want 
to make a point that to lOme extent we should be compensated from the 
Government on this account. Apan from incurringlOiIel from the revenue 
budget, we have to undertake new lines which are not remunerative for five 
to ten yean. On the Plan aide also, we need greater budgetary support, 10 
that we IR able to invest on such unviable projects like taking up new lines 
etc." 

18. Asked to state whether the Ministry of Finance aaree with the UICIsmcnt 
made by the Ministry of Railways regarding COlt of social burden and a greater nood 
for increased budactary support, the Finance Secretary submittoci the following:-

"We may be theoretically in a position to finance the developmental efforts. 
That finance is available at 18-20 per cent. Now, infrastructural 
development cannot afford to have it at IS-2a.,. H Indian Railways have 
to become financially strong in the ye.n to come to meet the needs of 
economic arowth, they can have certain amount of concessional finance. It 
is not that we cannot get money at higher rates but it will not be in the 
interest of the Railwa,s. H we borrow at 20 per cent, our projects IR not 
able to give that much of return. So, the burden is very much there. Thus. 
there is a need for continuous budgetary support at a conceuional me. I 
am in favCF of giving budptary support to the ~lways jUit like ITDC 
and othen. I do not think that it is widely reaIited that we have to run out of 
fiIcaI manoeuvrability. H we IR serious about reducing national debe and if 
there is real concern amongst Members of Putiament tbat national debt is 
too high and that we should reduce it, then there is only one way of doing it. 
We have to borrow leu and start repaying it. I do not think that we can ever 
eliminate it but we have to cut down deficit and given the innumerable 
demands like the ones for rural development, for primary education, for 
primary health, for rural ro.ds and 10 on, I do not believe that subaidisiq 
Railways would be very high on the agenda of anyone c:onstnICtinga budpt. 
It is easy for me to simply epee that they IR performing a social servK:e, 
but the fact is that there is some element of social service that should be 
crou-subsicliscd from the otha- elements of the railways' total traff.e." 

The witneu elaborated furtber:-
'"Ne cannot possibly reprd the Railways, our most imponant source of 
traDsport. 81 something that is going to be run on subsidy baaia. If some 
put of it has to be sut.idiscd, it must be lubsidiMd by the real of it. What 
this means is that the railway traffic u a whole c:umot expect subsidy from 
the rest of the country because the beneflCiariea of the railway traffic IR not 
the poorest part of the country's population. There are maay 0Iba- ICICtiou 
of the society wbose claim on the limited resoun:u for subsidy will be much 
ltrODIer. So, in my view, if they want to invest, they should invClt. They 
can, in r.ct, cbarp an economic rate; they can charp less somewhere and 
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more somewhere. But the opinion that finances will be provided from the 
budget would be a recipe for financial disaster. Any effort to plan railway 
modernisation based on an expansion of bud,clary support is fiscally 
unsustainable. If we fail to recoJDise this. whoever is making that plan is 
being fiscally irresponsible. I would go further and say that I see no reason 
to believe that the fare structure over a five year period cannot be adjusted 
in a manner which should generate resources they need. 'The other thing is 
that we have to look at methods of increasing efficiency on the resource 
utiiisation. All losses and all costs should not be passed off as if they are 
performing social objectives. That is simply not true." 

19. Clarifying the position in this regard, the Financial Commissioner, Railway 
Board stated as follows:-

"Railways have consciously tried to cut down their working expenses. If 
you analyse the budget you will find that in the last four yean the rate of 
increase in revenue expenses has been much less than the inflation rate. 
Most of the increase has been because of post-budpWy facton which are 
beyond the control of Railways. This year, we have incurred an additional 
expenditure of about Rs. 800 crore because of the additional Interim Relief 
awarded by the 5th Pay Commission and because of the raising of limit of 
the productivity-linked Bonus with retrospective effect. We are making a 
conscious effort to improve our efficiency. The proof of that can be found on 
an analysis of the budgets of the last ten years. That means we are makin, 
a conscious effort to cut our costs. However, there is a limit to our raisin, 
the fare and freight. We have been consciously trying to increase our freights 
and fares, but as an Hon'ble Member correctly pointed out, ultimately it is 
the Parliament which decides. In spite of a rulina by the Speaker that the 
railway freight and fares are not a tax but are charges for services rendered 
and so, technically speakina, Parliament'S approval is not required for raising 
of freight and fares. by convention we have always been approaching 
Parliament for approval of any increase in freiaht and fares." 

20. In this connection, the Ministry of Railways, in their Final Memorandum. 
have submitted u under:-

"Over the ,an, the Railways have been following the policy of tariff restraint 
and have not passed on in full the rising cost of staff, fuel and other inputs 
to the rail users. While during the period 1970-71 to 1993-94. the cost of 
inputs has gone up 11.87 times. average rate realised per tonne k:m. rose to 
8.96 times and the earnings per passenger kms. increased to 6.6 times. 
Railways also camed a social burden amounting to Rs. 151S crore during 
1994-95. Though RCC (l99l) v* para 36 of their Fifth Report have 
recommended that the railway should also be properly compensated for 
carryina the social burdens. no relief has been srant.ed to Railways in this 
reaard. 
As a result of the above, Railway finances have come under pat strain and 
to relieve the Railways' from the strain either the budptary support should 
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be increased substantially or further relief in payment of dividend may be 
considered. It is submitted for the consideration of Committee that the 
existin, ratel and modalities for detenninin, the dividend may be adopted 
for the year 1996-91 alIO." 

21. 'The Railway Board have also submitted the followin, for consideration of 
the Committee:-

"The rates of dividend both for pre-l964 and post-l964 capital were higher 
than the average borrowin, rates of the Government till 1969-10. Thus 
Railways have been conttibutina to the General Exchequer over and above 
the avenae borrowin, rate in respect of the capital i.e. Rs. 3196 crore invested 
on the Railways upto 1969-10. It is submitted that the Committee may please 
consider makina the capital invested upto 1969-10 u dividend free. This 
will sive a relief of Rs. 224 crore to the Railways which is inclusive of 
dividend exemption on pre-S2 capital recommended by RCC in their Ninth 
Report 

The rate of dividend of 1 ... u hu been approved by the Rq:: tentatively. 
may be allowed to be clwJed on the capital invested on Railways from the 
year 1910-11 to 1996-97. 

All the other concessions now available. u li.ted in Appendix-n may aIJo 
be allowed to continue." 
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Ave .... e rate of~ 

22. The following table compares the avcrqe raIe of borrowin, with the raIe of 
dividend: 

Year Average raIe of interest Dividend raIe actually 
on Oovt. bonowinll Actual. Ipplicable 

195~51 3.16 4.00 
1951-52 3.12 4.00 
1952-53 3.11 4.00 
1953-54 3.14 4.00 
1954-55 3.19 4.00 
1955-56 3.25 4.00 
1956-57 3.29 4.00 
1957-58 3.36 4.00 
1958-59 3.45 4.00 
1959-60 3.55 4.00 
1960-61 3.57 4.00 
1961-62 3.59 4.25 
1962-63 3.66 4.25 
1963-64 3.75 4.50 

1964-65 3.84 4.50 
on Capital upIO 1963-64 4: S.7S1J11 on fresh 
Capital 

1965-66 3.93 
1966-67 4.05 
1967-68 4.22 
1968-69 4.33 
1969-70 4.43 S.SOCJI, 

on Capital upIOl963-64 4: S.7S1J11 
on freIb CapiDl. 

197~71 4.53 
1971-72 4.65 
1972-73 4.'" 
1973-74 4.92 
1914-75 5.1.5 
1975-76 5.30 
1976-77 5.40 
1977-78 5.50 
1978-79 5.63 
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I. 2. 3. 
1979-80 5.82 
1980-81 6.10 
1981-82 6.30 
1982-83 6.60 

on Capital upto 1~79-80 6.K and on 
Capital thereafter 6.5~ 

1983-84 7.00 
1984-85 7.40 
1985-86 8.00 
1986-87 8.50 
1987-88 9.00 
1988-89 9.50 
1989-90 9.50 
1990-91 10.00 
1991-92 10.30 
1992-93 10.50 
1993-94 10.90 7~ from 1993-94 onwards 
I 994-95(RE) 11.10 
1995-96(BE) 11.20 

23. The Committee find from the above table that:-
(i) the rate of dividend both for pre-19M and post-19M were higher 

than the averaae borrowinl rates of the Government upto 1969-70. 
(ii) From 1970 onwards the average borrowing rates become higher than 

the rate of dividend of pre-1964 capital but remained below the dividend 
rate of 6~ for post-19M capital till 31st March, 1980. 

(iii) From 1980-81 the average borrowing rate crossed the limit of 6~ and 
in 1983-84 the average borrowing rate became equal to the present 
rate of dividend of 7%. Since, then the averare borrowing rate·has 
gone upto 11.20% for the year 1995-96 (BE). 

Depnclatloa Resene Fuad 
24. Appropriation to the Depreciation Reserve Fund has been progressively Bteppcd 

up during the last few years with a view to accelerate the pace of replacementll 
renewals of overaged assets. While approving the recommendations of the Railway 
Ministry regarding contribution to DePreciation Reserve Fund, in the Budget for 
1995-96, the Railway Convention Committee (1991) had, in para 61 of their Ninth 
'Report observed as under:-

"The Committee note that though they had recommended for an 
appropriation of Rs. 2,700 crores to the Depreciation Reserve fund (DRF) 
but the final appropriation to ORF was kept at Rs. 2,300 crorea in the Budget 
Estimates due to an overall reduction in the size of the Plan by Rs. 500 
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crores. The Committee find that at the end of the current financial year the 
balance in the DRF is expected to be Rs. 1,100 crores. The Ministry of 
Railways have informed the Committee that the draft Report by the Working 
Group on DRF has been prepared and the same is likely to be finalised and 
presented early. The Committee expect that the above report shall be 
furnished to them without any further delay. However, keeping in view the 
new assets added and the element of inflation, the Committee agree with 
the proposal of Ministry of Railways that the contribution to the DRF in 
1995-96 may be kept at Rs. 2,650 crores, subject to minor adjustments 
keeping in view the size of the Annual Plan finally fixed and tbe capacity of 
the system to generate internal resources." 

25. For 1996-97 the Ministry of Railways have suggested to the Committee as 
under:-

"The report by the working group on DRF had been submitted initially on 
29-4-1995 but was referred back to the group for carrying out more detailed 
analysis. This revised report has been submitted recently and is under 
examination by the Ministry of Railways. As soon as the same is accepted 
by the Railway Ministry it would be made available to RCC. 
Though the Committee had recommended for an appropriation of Rs. 2,6SO 
crore to the DRF, the final appropriation to DRF has been kept at RS. 2,000 
crore in the Budget Estimates. This has been made as warranted by the Plan 
needs for 1995-96 and the overall financial position of the Railways. The 
balance in the Fund at the end of 1995-96 is expected to be Rs. 1,200 crores. 
Incidentally, it may be mentioned here that the appropriation to DRF in the 
year 1994-95 was Rs. 1,885 crore. 

It may also be pertinent to bring to the notice of the Committee that a 
sizeable investment in Rolling Stocks has been made by JRFC over the last 
few years. Since these Rolling Stocks are not the property of Railways and 
are on lease only, no provision towards their replacement need to be made 
by the Railways. Further, the IRFC investment is deployed partly against 
the assets requiring replacement which would have otherwise been met out 
of the DRF. Also, substantial balance is lying in the credit of the DRF. In 
view of these, appropriation to DRF may have to be kept at the reduced 
level, even lower than the withdrawals. 

Thus, the contribution to the fund in 1996-97 is proposed to be kept at 
Rs. 2,000 crore, subject to minor adjustments as warranted by the Annual 
Plan for 1996-97 and the capacity of the system to generate internal 
resources." 

Pension Fund 
26. The Railway Convention Committee (1991). in their Ninth Report, approving 

the recommendation of the Railway Ministry regarding contribution to be made to 
Pension Fund in 1995-96, had recommended as under: 

''The Committee note that the balance in the Pension Fund is expected to be 



13 

around RI. 380 crore at the end of the current financial year. The Committee 
agree with the proposal of the Ministry of Railways that the contribution to 
Pension Fund may be enhanced to Rs. 1,900 crore in I 99S-96 keeping in 
view the increase in the number of pensioners and the pensions being 
increased with each OA instalments. However, the contribution to the fund 
will be subject to minor adjustment keeping in view the likely withdrawals 
and the financial position of the Railways." 

27. In this regard, the Ministry of Railways have submitted the follo';Ying: 

"Keeping in view the above recommendations, the appropriation to Pension 
Fund has been kept at RI. 1,970 crore in 1995-96. With the sanction of 
Interim Relief and merger of higher rate of OA with DCRG, this amount 
may become inadequate in meeting with the requirement, and, thus may 
have to be stepped up suitably. The appropriation to the Pension Fund in 
the year 1994-9S was stepped up to RI. 2,OOS crore and the: balance projected 
in the fund during current year will be around Rs. 770 crore. 

It is submitted for the consideration of the Committee that the contribution 
to Pension Fund may be enhanced to Rs. 2,4SO crore in 1996-97, keeping in 
view the increase in the number of pensioners and the pensions being 
increased with each OA instalments. This contribution to the Fund will be 
subject to adjustments, keeping in view the likely withdrawals and the 
financial position of the Railways." 

Development Fund 
28. The Railway Convention Committee (1991) had, in para 63 of their Ninth 

Report, observed as under: 
"With regard to Development Fund (OF) the Committee note that out of the 
excess of revenue over the total working expenses and after clearing in full 
the dividend liability, 'the amount required for the passengers and users' 
amenities (OF-I), labour welfare works (OF-ll)...unremunerative"operating 
improvements (OF-m) and Safety Works (OF-IV) is credited to this Bund. 
The Ministry of Railways have stated that the Budget Estimates 1994-9S 
provide for appropriation of Rs. 290 crores to this Fund. The Committee 
desire that the Ministry of Railways should, in their action taken notes, 
apprise them about ihc actual amount that will be credited to this Fund at 
the end of the cumnf financial year." 

29. In this connection, the Ministty of Railways, in their Final Memorandum, 
have submitted as under: 

"This fund is used for meeting expenditure on 
(i) Passengers and users' amenities; OF-I 

(ii) Labour welfare works; OF-II 

(iii) Unremunerative operatinS improvements; OF-m and ~ 

(iv) Safety Works OF-IV 
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From out of the excess of revenue over the total working expenses after 
clearing in full the dividend liability, the amount required for the above is 
credited to this Fund. In a year where the amount is not sufficient, the 
Railways borrow money from the General Revenues. This money together 
with the interest thereon has to be repaid. 

Budget Estima&es 1995-96, provide for appropriation of Rs. 350 crore to 
this Fund." 

Capital Fuad 
30. 'The Ministry of Railways, in their Second Interim Memorandum furnished to 

Railway Convention Committee (1991) had proposed to create a new Fund to be 
called 'Capital Fund' with effect from 1992-93. The Ministry of Railways at that 
time had stated that the source of financing this Fund would be: 

<a) Budgetary support provided by the General Exchequer; and 
(b) part of the internally generated resources to be utilised for building up 
the infrastructure. 

31. In this regard, the Ministry of Finance had expressed the following views:-
"As regards the new Capital Fund, it is not necessary to transfer budget 
support to the Capital Fund. Government Capital should remain distinct as 
it is now. Only internally generated resources should be transferred to Capital 
Fund." 

32. The Ministry of Railways had also accepted the above view of Ministry of 
Finance. 

33. The Railway Convention Committee (1991), vide their Third Report, while 
agreeing with the proposal of Ministry of Railways for creating the Capital Fund 
with effect from 1992-93, endorsed the views expressed by Ministry of Finance and 
recommended to the Ministry of Railways that this Fund should be used to finance 
capital works only and not for improving the general ways and means position of the 
Government. 

34. 'The Capital Fund is credited with all the "Excess" earlier referred to as "surplus" 
left after Appropriation to Development Fund etc. 

35. In this context, the Ministry of Railways have now submitted the following 
for the consideration of the Committee: 

• As the financial performance did not come up to the expectations, sufficient 
'excess' could not be generated for being appropriated to this fund in 
1992-93 and 1993-94 thereby forcing the Railways to reduce the Annual 
Plans. This also led to lot of problems leading to occurrence of excess 
expenditure in the allocation 'Capital'. 'The expenditure which should have 
been booked under 'Capital Fund' had to be transferred to 'Capital' allocation 
for want of adequate funds in 'Capital Fund'. As these funds are required to , 
finance the same nature of works ~ are funded through the Budgetary 
Support, it is submitted for the consideration of the Committee that 
'Appropriation to this Fund' may be made u fint charge on the Net Revenue, 
which at present has been the Dividend Payable to the General Revenues. 
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In 1995-96 this Fund is estimated to be credited with Rs. 1,705 crore." 

36. In this context, the Ministry of Railways have also furnished the following 
vIews expressed by the Ministry of Finance: 

"The Railways' proposal that 'Appropriation to Capital Fund' may first be 
charged on the Net Revenue followed by dividend and appropriation to 
Development Fund cannot be accepted. Agreement on such a proposal can 
lead to a situation, when Railways can avoid paying dividend to General 
Revenue in case sufficient surplus is not generated. The creation of the 
Capital Fund was agreed to subje\:l to the condition that the Fund should be 
fed only after all liabilities such as dividend payments, Development Fund 
requirements and loan repayment obligations, if any, to Governments are 
discharged." 

37. Reacting to the above observation of the Ministry of Finance, the Ministry of 
Railways, in their memorandum, submitted as under: 

"The apprehension about avoiding payment of dividend to General Revenues 
expressed by the Ministry of Finance on Railways' suggestion that 
appropriation to Capital Fund be made the first charge on net revenue, it is 
to be submitted that even at present the payment of dividend can be deferred 
in such years when adequate 'excess' is not generated. Such deferred dividend 
is, however, to be paid in later years. The Railways record in this regard is 
clear in as much as the Railways have always prmnptly liquidated all their 
liabilities on account of accumulated deferred dividend and there is no 
outstanding left. Even at present when the required surplus is not generated 
the expenditure earmarked for capital fund is borne by the General 
Exchequer. Thus, it will not result in any backing out from the Railways 
commitments but will rather ensure greater administrative/financial 
convenience. " 

Inkrest on RaU ... ay Funds and Loan to Development Fund 

38. In para 65 of their Ninth Report, the Railway Convention Committee (1991) 
had recommended as under: 

"The Committee do° not see any logic in modifyin, the principles,ovemin, 
interest on various Railway Funds and, therefore, recommend that the 
balances in the various Railway Reserve Funds (other than Development 
Fund) may cany the same rate of interest as the rate of dividendo The rate 
of interest on the balance in Development Fund may be the same as the rate 
of interest on loan from General Revenues for Development Fund Works 
for the purpose of Budget Estimates for 1995-96." 

39. In this regard, the Ministry of Railways have suggested the following: 

"It is submitted that these recommendations of RCC may be made applicable 
for 1996-97 as well." 
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Recommendations 
40. The Committee had, in their Ninth Report recommended, purely as an 

interim measure that the capital invested on the Railways upto 1952 may be 
treated as 'Dividend free' and the dividend for the year 1995-96 to General 
Revenues on the remaining capital invested ~hereafter be paid at the rate of 7% 
irrespective of year of investment, indusiv~'or the amount ihat was payable by 
the Railways to the General Revenues for payment to States as grant in lieu of 
passenger fare tax and contribution for assisting the States for financing safety 
works during the financial year 1994·95. After considering the views of the 
Ministries of Railways and Finance, the Committee have come to the conclusion 
that there is DO justification to modify their abon interim recommendation. 

In view of the arguments given by the Ministry of Finance the Committee do 
not agree with the proposal of the Minbitry of Railways to treat the capital 
invested after 1952 to 1969-70 as dividend free. The Committee, therefore, finally 
recommend that the capital invested on the Railways upto 1952 may be treated 
as 'dividend free' and the dividend for the year 1996-97 to General Revenues on 
the remaining capital invested thereafter be paid at the rate of 7% irrespective 
of year of investment inclusin of the amount that was payable by Railways to 
the General Revenues for payment to States as grant In lieu of passenger fare 
tax and contribution for assisting the States for financing sarety works during 
the financial year 1995-96. -.." 

41. All other concessions now available viz. dividend on residential buildings, 
new lines, subsidies from General Revenues etc. may also be allowed to continue 
on the existing basis while framing final Budget Estimates for 1996-97. 

42. The Committee in their Fifth and Ninth Reports (Tenth Lok Sabha) had 
recommended that the Railways should carry out a fresh study regarding 
compensation to be paid to the Railways for carrying social burden. The 
Committee feels that there is some discrepancy about the exact amount of social 
burden being borne by the Indian Railways becau.'iC in their final Memorandum 
tbe Ministry of Railways have stated that the Railways carried a social burden 
amounting to Rs. 1515 crores duriDI1994-95. Whereas, the Chairman, Railway 
Board deposed during evidence that it was Rs. 1973 crores in 1994-95 and after 
substractln, the cost towards starr welfare, law and order etc. it comes to 
Rs. 1215 crores. The Committee desire that in order to clear the doubt the 
Ministry of RaHwaY' should inform them about the exact amount of social burden 
borne by them during 1994-95. They also recommend that the Ministry of 
Railways should finalise in consultation with the Ministry of Finance the exact 
amount of social burden being borne by the Railways. The Committee reiterate 
their original recommendation made in para 59 of their Ninth Report that 
Railways should adequately be compensated for carrying social burden. 

43. Although the Committet' had recommended for an appropriation of 
Rs. 2,650 crores to the Depreciation Reserve Fund (DRF), yet the final 
appropriation to DFR wa.. kept at Rs. 2,000 crores in the budget estimates as 
warranted by the Plan needs for 1995-96. However, tbey find that at the end of 
the cur~t financial year the balance in tbe DRF is expected to be Rs. 1,200 
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croms. In this connection, the Ministry of Railways have informed the Committee 
that the Report of the working group on DRF which wa.o; initially submitted on 
29 April, 1995, was referred back to the group for carrying out more detailed 
analysis. The Committee note that the revised report has since been submitted 
and is under examination of the Minish')" of Railways. They expect that the 
above report would be examined without any further delay and a copy of the 
same alon~with action taken thereon may be made available to them at the 
earliest. 

44. The Committee further note that a sizeable investment in rolling stock 
has been made by IRFC over the last few years. As the rolling stock is not the 
property of Railways and is with the Railways on lease only, no provision towards 
their replacement need to be made. Keeping in view the fact that the IRFC 
investment is deployed partly against the assets requiring replacements which 
would have otherwise been met out of the DRF and that a substantial balance is 
already under DRF, the Committee agree with the proposal of Ministry of 
Railways that the contribution to the fund in 1996-97 may be kept at Rs. 2,000 
crore, subject to minor adjustm('nt as warranted by the Annual Plan for 
1996-97 and the capacity of the system to generate internal resources. 

45. The Committee note that the balance in the Pension Fund is expected to 
be aNund Rs. 770 crore at the end of the current limmdal year. The Committee 
agree with the proposal of the Ministry of Railways th»t the contributIon to 
Pension Fund may be enhanced to Rs. 2.450 crore in 1996-97, keeping iD view 
the increase in the number of pensioners and the pension being increased with 
each DA instalment. However, the contrihuti('n to the fund will be subject to 
minor adjustment keeping in view the likely withdrawal5'lld the financial 
position of the RaHways. 

46. With regard to Development Fund (OF), the Committee note that' out of 
the excess of revenue over the total working expenses and after clearin. ID iuD 
the dividend liability, the amount required for the passengen IIJId usen' amenities 
(DF ·1), Labour welfare Works (OF -m, Unremunerative Operating Improvements 
(DF·III) and Safety Works (DF·IV) is credited to this fund. The Ministry 01 
Railways have stated that the Budget Estimates for 1995·96 provided lor 
appropriation of Rs. 350 crores to this Fund. The Committee desire that 
the Ministry of RaHways should, in their action taken notes, apprise them about 
the actual amouDt that will be credited to this Fund at the end of the curreDt 
financial year. 

47. Capital FUDd to which all surplus left after payment 01 dividend and 
appropriation to DevelopmeDt FUDd etc. are to be credited, is used to ftnan« 
capital works on the Railways. In 1995·96, this Fund is estimated to be credited 
with RI. 1,705 crores. The proposal of the Ministry of RaHways to make the 
appropriatioD to Capital FuDd as Ont charge of the net revenue followed by 
Dividend and appropriation to Development Fund Is not acceptable to the 
Committee as this Fund was agreed to be created on the sugestion 01 the Ministry 
of Railways Itself from the year 1992·93. When there Is no possibility 01 
lenerating sumcient excess for appropriation to this Fund, It Is incomprehensible 
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to the Committee as to why the above proposal was mooted by the Ministry. The 
Committee are, therefore, of the opinion that in case the Railways feel that there 
will not be any scope to generate sufficient surplus in near future for appropriation 
to the Capital Fund, there Is no point in continuing this Fund any further. The 
Ministry of Railways may, if considered neeessary, abolish it and the surplus 
left after making payment of all the liabilities may be credited to Development 
Fund as was being done earlier. 

48. The Committee do not see any logic in modifying the principles governing 
interest on various Railway Funds and therefore recommend that the balances 
in the various Railway Reserve Funds (other than Development Fund) may carry 
tbe same rate of interest as tbe rate of Dividend. The rate of interest on the 
balance in Development Fund may be the same as the rate of interest on loan 
from General Revenues for Development Fund Works for the purpose of Budget 
Estimates for 1996·97. 

NEW DEI.HI; 

March 6, 1996 
Phalguna 16, 1917(S) 

M. SAGA REDDY, 
Chairman, 

Railway Convention CommiUu. 
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APPENDIX I 
(Vult- Para 8) 

Staument showing the rrcommmdalions contained in the Ninth Report of the 
Railway Convention Comminee (/99/) on Rate of Dividend for /995-96 and other 

ancillary maners and action talcen thereon 

SI. 
No. 
I. 

2. 

Para 
No. 
56 

57 

Recommendation 

After considering the view point 
put forward by the Planning 
Commiuion and Ministry of 
finance .Ion,with the arguments 
Includin. the supplementary note 
,iven by !he Ministry of Railways on 
the subject and kccping in view the 
average borrowina rate. the 
Committee recommend, purely as an 
interim measure, that the capital 
invested on the Railways upto 1952 
may be treated as "Dividend free' and 
the dividend for the year J 995-96 to 
General Revenues on the remainin, 
capital invested thereafter be paid at 
the rate of 7% irrespective of year of 
Investment, inclusive of the amount 
that was payable by the Railways to 
the General Revenues for payment 
to States as JI1U't in lieu o(pulCnpr 
fare tax and contribution for assisting 
the States for financing lafety worka 
during the financial year 1994-95. 
From the Interim Memorandum, the 
Committee find that there has been 
a reverse flow of funds ,ince 
J 993-94 onwards. The Ministry 
of Railways had to pay Rs. 1299 
crores and Rs. 1372 crores II 
dividend liability durin, 1993-94 
and 1994-95 respectively, against tho 
Budgetary IUpport of Rs. 960 cror-ea 
and Rs. II SO crorcs during the same 
period. The Committee fccl that it ia 
a clear cue in which the Railwaya 
had to pay dividend on that 
Budgetary IUpport which il to be 
adjusted a,eiDlt their dividend 
liability. Kccpin, in view Ihc above 
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Action Taken 
by Government 

The recommendation has 
been ICcepccd and already 
made applicable in fram-
ing RE I994-9S and BE 
1995-96. 

The recommendation hal 
been accepted and will be 
made applicable whllo 
framing RE I 99S-96. 



Sl. 
No. 

3. 

4. 

Para 
No. 

58 

59 
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Recommendation 

facts and the resource crunch faced 
by the Railways and the inability of 
the Finance ministry and the 
Planning Commission to make 
available the necessary funds. the 
Committee recommend that the 
Railways should decide the quantum 
of dividend that can be paid during 
1995-96 and the balance amount of 
dividend. if any. be treated as a 
deferred dividend liability on which 
no interest shall be charged. The 
amount of deferred dividend liability 
may be equal to or less than the 
amount due to the Railways from the 
various State Electricity Boards. The 
Committee. while making this 
recommendation' have taken into 
account the system of deferred 
dividend liability that was prevalent 
from 1.4.1978 till 1992-93. 

All other concessions now available 
viz. dividend on residential 
buildings. new lines. subsidies from 
General Revenues etc. may 
provisionally be allowed to continue 
on the existing basis while framing 
Budget Estimates for 1995-96. 

The Committee do not see any re-
uon as to why the present policy of 
the Government applicable to Public 
Sector Undertakings for mobilisiq 
their own re~ources and not to 
depend on plan outlay should also 
be made applicable to the Indian 
Railways for they carry bu. aocial 
burden amounting to Rs. 2.000 
crores which runs counter to the 
basic principle of a commercial 
uftderta1tinl. When the Ministry of 
Railways are themlelves facinl acute 
reaoun:e cruncb. the Committee are 

Action Tuen 
by Government 

The recommendation has 
been accepted and tiready 
made applicable in fram-
ing RE 199~95 and BE 
1995-96. 

A Report regarding a fresh 
study conducted ab9ut the 
Social Burden beinl carried 
out by Indian RaiIMYs has 
already been submitted to 
the Railway Convention 
Committee and also ICnt to 
the Ministry of Finance. 
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S. 
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Para Recommendation 
No. 

60 

in agreement with their countention 
that they should adequately be 
compensated for carrying social 
burden. In this, connection, the 
Committee had in their Sth Report 
(10th Lolt Sabha) recommended that 
the Railways should carry out a fresh 
study regarding compensation to be 
paid to the railways for carrying 
social burden. However, the 
Committee regret to note that 
whereas the Railways, as stated by 
the Chairman, Railway Board during 
evidence, have made the necessary 
study on the subject, the details of 
the said study were neither furnished 
to them nor to the Ministry of 
Finance. 'They. therefore. stress that 
the Ministry of Railways should 
furnish the details of the study to the 
Committee and the Ministry of 
Finance expeditiously. 
The Committee feel distressed to note 
that astagering amount ofRl. I09S 
crores was outstanding against the 
various State Electricity Boards as 
on 30.11.1 994. The Committee are 
not convinced with the routine reply 
liven by the Ministry of Railways 
about the steps taken by them to 
recover the dues. 'They need hardly 
point out that had the Ministry taken 
certain drastic steps the outstanding 
amount would not have mounted 
from a mere sum of RI. 133.42 crores 
in March. 1989 to an alarming 
fi,ure of Rs. 1096 crores as on 
30.11.1994. 'The Committee feel that 
the scarcity of resources beinl 
acutely felt by the Ministry of 
Railways could be lessened to lOme 
extent. if they had recovered the 
outstandings. They are, therefore, 

Action Taken 
by Government 

Wherever the consent of 
State Electricity Board has 
been received. necessary 
instructions have been 
issued to the Railways vid~ 
Board's letter No. TCIV I9SI 
410SISIRC dated 3.7.9S to 
implement the above 
recommendation in 
consultation with their 
associate finance. Where 
the consent has not been 
received as yet the matter is 
bei .. , vilorously pursued 
with the concerned 
Electricity Boards Co live 
their consent. 

At present Rail-users have 
the facility of bookin, their 
consignments by rail either 
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24 

Recommendation 

constrained to recommend that the 
amount recoverable from State 
Electricity Boards etc. should be 
adjusted from the future power tariff 
bills of SEBs, etc. At the same time 
they also desire the Finance Milliltry 
and the Plannin, Commission to 
examine whether the outstanding 
a.ainst various State Electricity 
Boards could be adjusted against the 
Central assistance to States and the 
amount so realised is credited to the 
Railways. The Committee further 
recommend that the Ministry of 
Railways should also follow the 'cash 
and carry' scheme for all 
consignments to be booked in future. 

Action Taken 
by Go~emment 

on the basis of 'pre-
payment' of freight (Cuh &: 
Carry system) or on the 
basis of 'to pay' system. In 
the case of the former, the 
freisht is paid at the time of 
booking before. the 
consignment is transported 
and in the latter the freight 
is paid at the time of 
delivery. A surcharle is 
levied for availing of the 
facility under the 'to pay' 
scheme since the Railways 
live a kind of credit to the 
Rail-users by collecting the 
freight after the service has 
been rendered. This 
surcharge is at present 1.5% 
for coal consignments and 
10% for others, 
While it would be a 
desirable situation to cover 
all the commodities in the 
'Cash &: Carry' Scheme so 
that there are no freight 
outstandings left for 
recovery, it is felt that 
selective adoption of 
compulsory pre-payment 
would have the desire effect 
of ensuring that the chlUJes 
due for the Railways are 
paid in time by the Rail-
users, In fact, such selective 
imposition is being restored 
to by the Railways whenever 
it is observed that among 
certain categories of Rail-
users or in certain streams 
of traffic there is a tendency 
or delay in clearing the 
Railway dues, This selective 
approach is bej,ng sUllested 



Sl. 
No. 

6. 

Para 
No. 

61 

Recommendation Action Taken 
by Oovemmenl 

aince denial ohhe option 10 
book under Ihe 'to pay' 
sy.tem may, in certain 
cues, divert the IrIfrIC from 
the Railways, since in the 
absence of a ,uaranteed 
tranlit and delivery the 
'Cash 4: Carry' or 
compulsory 'Pre-Payment' 
condition would appear 
unattractive to the 
customen despite a lower 
rate. It will also be difficult 
10 withdraw a facility that a 
customer has enjoyed an 
alan,. Already coal booked 
by lome of the' State 
Electricity BoardslPower 
Houses is being transported 
under the 'Cash 4: Carry' 
Scheme. Progressively, this 
could be extended to other 
commodities u and when 
conditions 10 warrant 
It is, therefore, proposed 
10 'adopt selective approech 
in implementin, the 'Calh 
4: Carry' principle in order 
to enlure that the traffic 
il retained by the RailwaYI 
and at the IImC time pre-
vent excellive accumu&.-
Ilion of ouutandinJ frciJht 
cbarJes. 

The Committee note that thoup AI warranted by the PIID 
they had recommended for an ~ for 1995-96 and the 
appropriation of RI, 2700 crores 10 overall financial poIiIion of 
"he Depreciation Reserve Pund the RailwaYI. the 
(DRF) but the final appropriation 10 III'IJIOIIriaIiIODRP ..... 
DRF wu kept at RI. 2300 crores in kept at Rs. 2000 crore u 
the B ud,et Eltimatel due to an apillll Rs. 26~ ct. infonnod 
overall reductiOD in the lize of the 10 RCC. Chanp, if My. in thia 
Plan by RI. 500 crore..-The wiD be bnJuahIlO the DOticc 
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63 

26 

Recommendation Action Taken 
by Government ' 

Committee find that at the end of the of the RCC whilt submit-
current financial year the balance in ting the next Interim 
the ORF is expected to be RI. l,IOO Memorandum. 
crores. The Ministry of Railways 
have informed the Committee that 
the draft Report by the Workin, 
Group on ORF has been prepared 
and the same is likely to be finalised 
and presented early. The Committee 
expect that the above report shall be 
furnished to them without any 
further delay. However, Iceeping in 
view the new assets added and the 
element of inflation, the Committee 
agree with the proposal of Ministry 
of Railways that the contribution to 
the ORF in 1995-96 may be kept at 
Rs. 2650 crores, subject to minor 
adjustments keeping in view the size 
of the Annual Plan finally fixed and 
the capacity of the system to generate 
internal resources. 

The Committee note that the balance In line with the above 
in the Pension Fund is expected to recommendation of RCC, 
be around Rs. 380 crores at the end the appropriation to Pension 
of current financial year. The Fund in BE 1995-96 has 
Committee agree with the proposal been kept at Rs. 1970 crore. 
of Ministry of Railways that the 
contribution to Pension Fund may be 
enhanced to Rs. 1900 crore in 
1995-96, Iceeping in view the 
increase in the number of pensioners 
and the pensions being increased 
with each OA instalment. However, 
the contribution to the fund will be 
subject to minor adjustment keeping 
in view the likely withdrawals and 
the financial position of the 
Railways. 
With regard to Development Fund 
(OF) the Committee note that out of 
the excess of revenue over the total 
working expenses and after clearing 

Appropriation to Develop-
ment Fund is Rs. 257.62 
Crores. 
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Recommendation 

in full the dividend liability, the 
amount required for the passcngen and 
user's amenities (DF-I), labour welfare 
works (DF-m, unrcmuncrative operating 
improvements (DF-m) and safety works 
(DF-IV) is credited to this Fund. The 
Ministry of Railways have slated that the 
Budlet Estimates 1994-95 provide for 
appropriation of Rs. 290 crores to this 
Fund. The Committee desire that the 
Ministry of Railways should, in their 
action taken notes, apprise them about 
the actual amount thal will be credited 
to this Fund al the end of the current 
financial year. 
The Committee also notc that in 
1994-95 Capital Fund, to which all 
sUlplus left after payment of dividend 
and appropriation to Development 
Fund, etc. arc to be credited and 
which, in tum, would be used to 
finance Capital Works on the 
Railways, is estimated to be Rs. 1680 
crores. The Committee expect the 
Ministry of Railways to apprise the 
Committee, in their action taken 
note, about the amount that has 
actually been credited to this Fund 
at the end of the current fmancial 
year. 
Lastly, the Committee do not sec 
any logic in modifying the principles 
covering interest on various Railway 
Funds and therefore recommend that the 
balances in the various Railway 
Reserve Fund (other than Development 
Fund) may carry the same '* of intaat 
as the rate of Dividend. The rate of 
intaat on the balance in Development 
Fund may be the same as the rate of 
interat on 10M from Gcncral RevCIIUCI 
for Development Fund Works for the 
purpose of Budget Estimates for 
1995-96. 

Action Taken 
by Government 

Appropriation to Capital 
Fund is Rs. 2188.78 crures. 

The recommendation has 
been accepted and already 
made applicable in frclming 
RE 1994-95 and BE 
1995-96. 



APPENDIX II 
(vilk para 21) 

The rate of dividend on the Capital-at-charge of the Railways and reliefs in 
dividend and by way of subsidy, based on the interim recommendations of the Railway 
Convention Committee (1991) applicable for 1995-96 are as under:-

I. DIVIDEND 
The rate of dividend is 7 per cent on the entire Capital invested on the railways 

irrespective of the year of investment and inclusive of the amount that is payable by 
the Railways to the General Revenues for payment to States as grant in lieu of 
passenger fare tax and contribution for assisting the States for financing safety 
works during the financial year 1993-94. TIle amount payable on this account to the 
General Revenues was Rs. 23.12 crores in 1993-94. 

Pre-52 capital-at-charge is exempted from payment of dividend. Similarly, no 
dividend is payable on capital expenditure on Metropolitan Transport Projects and 
unremunerative strategic lines. The annual loss in the working of much lines is to 
be borne by General Revenues and if the working of these lines leaves a surplus it 
should be transferred to General Revenues (upto the level of normal dividend). 

II. SUBSIDY FROM GENERAL REVENUES 
Capital invested in the following cases qualifies for subsidy from the General 

Revenues to the extent of the dividend calculated at the rates specified above: 

(a) Strategic lines. 

(b) 28 new lines taken up on or after 1.4.1955 on other than financial 
considerations. Dividend becomes payable if any line becomes remunerative adopting 
the marginal cost principle. The arrangement is to be applied also to the two national 
Investments viz. lammu-Kathua and Tirunelveli-Kanya Kumari-Trivandrum line. 

(c) Northeast Frontier Railway (Non-strategic portion). 

(d) Unremunerative Branch lines subject to their unremunerativenes& being 
established on the marginal cost principle in eactl case through an annual review of 
their financial results. 

(e) The Ore Lines between Bimalgarh-Kiriburu and Sambalpur-Titlagar. 

(0 Ferries and Welfare buildings. 

(g) S()II, of the capital invested on all works in the current year and in the two 
previous years, excluding capital invested in strategic lines, Northeast Frontier 
Railway (Commen;ial), Ore Lines, Jammu-Kathua and Tirunelveli-Kanya Kumari-
Trivandrum Lines, Ferries and Welfare buildings and unremunerative branch lines 
which qualify in full for subsidy, capital invested in new lines on which the dividend 
payable is .deferred during the period of construction and the first five years after 
opening of the lines for traffic, and the capital cost of line wires taken over from the 
P & T Department. 

28 



APPENDIX III 
Statemtnt of Rtcommtndationslobsuvations 

SI Para Ministryl Depll. Recommendation/observations 
No. No. Concerned 

2 3 4 

I. 40 Ministry of The Commillee had, in their Ninth Report 
Railways recommended, purely as an Interim measure that 

the capital invested on the Railways upto 19~2 
may be treated a~ 'Dividend free' and the dividend 
for the year 1995-96 to General Revenues on the 
remaining capital invested thereafter be 'paid at 
the rate of7% irrespective of year of investment, 
inclusive of the amount that was payahle hy the 
Railways to the General Revenues for payment 
by the Railways to the General Revenues for 
payment to States as grant In lieu of passenger 
fare tax and contribution for assisting the States 
for financing safety works during the financial 
year 1994-95. After considering the views of the 
Ministries of Railways and Finance, the 
Commillee have come to the conclusion that 
there is no justification to modify their ahove 
interim recommendation. In view of the 
arguments given by the Ministry of Finance the 
Committee do not agree with the proposal of the 
Ministry of Railways to treat the capital Invested 
after 1952 to 1969-70 as dividend free. The 
Committee, therefore, fipally recommend that the 
capital invested on the Railways upto 1952 may 
be treated as 'dividend free' and the dividend for 
the year 1996-97 to General Revenues on the 
remaining capital invested thereafter be paid at 
the rate of 7% irrespective of year of inv~stment 
inclusive 01 the amount that was payable by 
Railways to the General Revenues for payment 
to States as grant in lieu of pas:oenger fare tax 
and contribution for assisting the Stale!> for 
financing safety works during the financial year 
1995-96. 

2. 41 -do- All other concessions now available viz. dividend 
on residential buildings, new lines, subsidies 
from General Revenues etc. may also be allowed 
to continue on the existing basis while framing 
final Bud~et Estimates for 1996-97. 

29 
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2 3 4 

I . 40 Ministry of Railways The Committee in their Fifth and Ninth Report 

4. 43 

(Tenth Lok Sabha) had recommended that the 
Railways should carry out a fresh study regarding 
compensation to be paid to the Railways for 
carryinl social burden. The Committee feels that 
there is some discrepancy about the exact amount 
of social burden being borne by the Indian 
Railways because in their final Memorandum the 
Ministry of Railways have stated that the 
Railways carried a social burden amounting to 
RI. 151S crores during 1994-95. Whereas. the 
Chairman. Railway Board deposed during 
evidence that it was Rs. 1973 crores in 1994-95 
and after substracling the cost towards staff 
welfare. law and order etc. it comes to Rs. 1215 
crores. The Committee desire that in order to 
clear the doubt the Ministry of Railways. should 
inform them about the exact amount of social 
burden bome by them during 1994-95. They also 
recommend that the Ministry of Railways should 
finanlise in consultation with the Ministry of 
Finance the exact amount of social burden being 
borne by the Railways. The Committee reiterate 
their original recommendations made in para 59 
of their Ninth Report that Railways should 
adequately be compensated for carrying social 
burden. 
Although the Committee had recommended for 
an appropriation of Rs. 2.650 crores to the 
Depreciation Reserve Fund (ORF). yet the final 
appropriation of ORF was kept at Rs. 2.000 crore 
in the budlet estimates as warranted by the Plan 
needs for 1995-96. However. they find that at 
the end of the current financial year the balance 
in the ORF is expected to be Rs. 1.200 crores. In 
this connection. the Ministry of Railways have 
informed the Committee that the Report of the 
workinl group of ORF which was initially 
submitted on 29 April. 1995. was referred back 
to the lrouP for carryinl out more detailed 
analysis. The Committee note that the revised 
report has since been submitted ilad is under 
examination of the Ministry of Railways. They 
expect that the above reJ!O!! would ~ ex8nuned 
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without any further delay and a copy of the same 
a10ngwith action taken thereon may be made 
available to them at the earliest. 

.5. 44 Ministry of Railways 11Ic Committee further note that a sizeable 
investment in rolling stock has been made by 
IRFC over the last few years. As the rolling stock 
is not the property of Railways and is with the 
Railways on lease only. no provision towards 
their replacement need to be made. Keeping in 
view the fact that the IRFC investment is 
deployed partly against the assets requiring 
replacements which would have otherwise been 
met out of the ORF and that a substantial balance 
is already under ORF. the Committee agree with 
the proposal of Ministry of Railways that the 
contribution to the fund in 1996-97 may be kepI 
at RI. 2.000 crore. subject to minor adjustment 

• as warranted by the Annual Plan for 1996-97 
and the capacity of the system to generate internal 
resources. 

6. 45 -do- The Committee note that the balance in the 
Pension Fund is expected to be around RI. 770 

crores at the end of the current financial year. 
The Committee agree with the proposal of tht" 
Ministry of Railways that the contribution to 
Pension Fund may be enhanced to Rs. 2,450 
crores in 1996-97. keeping in view the increase 
in the number of pensioners and the pension 
being increased with each DA instalment 
However, the contribution to the fund will be 
subject to minor adjustment keeping in view the 
likely withdrawals and the financial position of 
the Railways. 

7. 46 -do- With regard to Development Fund (DF), the 
Committee nOle that out of the excess of revenue 
over the total working expenses and after clearing 
in full the dividend liat\i1ity, the amount required 
for the passengers and users' amenities (OF·I), 
labour welfare worts (OF·II), Unremunerative 
operatina improvements (OF-III) and Safety 
Works <OF-IV) is credited to this Fund. The 
MinislJ'y of Railway. have stated that the Budget 
Estimates for 199.5·96 provided for appropriatioo 
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of Rs. 350 crores to this Fund. The Committee 
desire that the Ministry of Railways shOuld. in 
their action taken notes. apprise them about the 
actual amount that will be credited to this Fund 
at the end of the current financial year. 

H. 47 Ministry of Railways Capital Fund to which all surplu:l left after 
payment of dividend and appropriation to 
Development Fund etc. arc to be credited. is used 
to finance capital works on the Railways. In 
1995-96. this Fund is estimated to be credited 
with Rs. 1.705 crores. The proposal of the 
Ministry of Railways to make the appropriation 
to Capital Fund as first charge on the net revenue 
followed by Dividend and appropriation to 
Development Fund is not acceptable to the 
Committee as this Fund was agreed to be created 
on the suggestion of the Ministry of Railways 
itself from the year 1992-93. When .,pere is no 
possibility of generating sufficient excess for 
appropriation to this Fund. it is incomprehens~le 
to the Committee as to why the above proposal 
was mooted by the Ministry. Thc Committee. are. 
therefore. of the opinion that in case the Railways 
feel that there will not be any scope to generate 
sufficient surplus in near future for appropriation 
to the Capital Fund. there is no point in 
continuing this Fund any further. The Ministry 
of Railways may. if considered necessary, abolish 
it and the surplus left after making payment of 
all the liabilties may be credited to Development 
Fund as was being done earlier. 

9. 411 -do- The Committee do not see any logic in modifying 
the principles governing interest on various 
Railway Funds and therefore recommend that the 
balances in the various Railway Reserve Funds 
(other than Development Fund) may carry the 
same rate of interest as the rate of Dividend. The 
rate of interest on the balance in Development 
Fund may be the same as the rate of interest on 
loan from General Revenues for Development 
Fund Works for the purpose of Budget Estimates 
for 1996-97. 



APPENDIX IV 
Minutes of the 60th sitting of the Railway Convention Committee (199]) 

held on 13th February, 1996 
60th sitting of the Railway Convention Committee was held on Tuesday, the 

13th February, 1996 in Committee Room '0', Parliament House Annexe from 1500 
hours to 1730 hours. 

The follIowing members were present: 

Shri M. Baga Reddy-Chairman 

Lok Sabha 

2. Shri R. Anbarasu 
3. Shri Saifuddin Choudhury 
4. Shri Gurudas Vasant Kamat 
5. Shri Ram Nagina Mishra 
6. Shri Lokanath Choudhury I 

Rajya Sabha 

7. Shri O. Rajagopal 

8. Shri Ajit P.K. Jogi 

SECRIITARIAT 

1. Shri T.R. Sharma-Deputy Secretary 

2. Shri R. C. Gupta-Under Secretary 

2. The Committee took evidence of the representatives of the Ministries of Finance' 
(Department of Economic Affairs) and Railways (Railway Board) on the subject of 
"Rate of Dividend for 1996-97 and other ancillary matters". 

3. The representatives of both the Ministries clarified various points raised by 
the members of the Committee on the subject. 

4. A verbatim record of the proceedings was kept. 

The Comminee then adjourned. 
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MiDutes 01 the 6lst littinl 01 the Railway Convention Committee (1991) held 
on 8th March, 1996 

61st silting of the Railway Convention Committee wu held on Friday. the 8th 
March. 1996 in Committee Room "62'. Parliament House Annexe from J 500 hours 
to 1545 hours. 

The fo1l10wing members were present: 
Shri M. Baga Reddy-Chairman 

Lot Sabha 

2. Shri Lal Jan S.M. Basha 
3. Shri Saifuddin Choudhury 
4. Prof. Prem DhumaJ 
5. Shri Nitish Kumar 
6. Shri Rajvir Singh 
7. Shri Lokanath Choudhury 

Rajya Sabha 

R. Shri Ranjan Prasad Yadav 

SECRETARIAT 

I. Shri T.R. Sharma-Deputy Secretary 

2. Shri R. C. Gupta-Under Suretary 

2. The Committee took up for consideration the Draft Report on Rate of Dividend 
for 1996-97 and other ancillary matters and adopted the same with the following 
amendment/modification: 

Pag,. Para Line for 

21 42 17 and the manner in 
which the Ministry of 
Railways can be 
compensated. 

Subslltute 

The Committee reiterate their 
original recommendations made in 
para 59 of their Ninth Report that 
Railways should adequately be 
compensated for carrying social 
burden. 

3. The Committee also authorised the Chairman to present the Report to both the 
Houses of Parliament after making verbal or other consequential changes arising out 
of factual verification by the Ministry of Railways. 

The Committee then adjourned. 
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