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INTRODUCTION 

I, the Cbairmatt of Railway' Convention Committee (1980) having 
been authorised by the Committee to present the Report on tbe1r 
behalf present this Seventh Report on the Rate of Dividend payable 
by the Railway Undertaking to the General Revenue and other 
Ancillary Matters for the financial years 1980-8t. to 1983-M. 

%. The Committee took evidence of the representatives of the 
Ministries of Railways and Finance on the subject on 22nd October, 
1982. The Committee considered and adopted this Report at their 
sitting held on the 2nd November, 1982.· Minutes of these aittings 
tonn Part n ot. the Report. , 

3. The Committee wish to express their thanks to the Mlni.str7 
of Railways lind the Ministry of Finance' for placing before them 
the material and information they desired in connection with the 
examination of the subject. The Committee also wish to thank the 
Cbainnan, Railway Board, Financial Commissioner, RaUways. an4 
other officers of the Ministry of Rallways and· the Ministry of ftD'.. 
&nce for giving evidence before the Committee. 

4. A statement showing the action taken by the Government GIl 
the recommendations contained in the Fourth Report of th1a Com-
mittee on the Rate of Dividend for 1982-83 and other Anclll.., 
Ilattera is 'given at Appendix-I. 

5. A statemen1l showing the swnmary of recommendatiol1l 01. *e 
Committee contained in this Report is at Appendix II. 

Naw DI:LHJ:; 
November 41, 1982 
Ksrtika 13, 1904 (8) 

D.:C. BAITHA., 
~J 

Railway Convention Comm'*e. 

(v) 



ID pur-"nce of Be801utiOl1l adopted by Lot Sabba on th8 .. 
Aquat, 1980 anel by the Rajya Sabha on the 11th AuJust, 1980, the 
Bailway Convention Committee, 1980 was conatituted on the 1_ 
'October, 1980 "to review the rate of dividend which 1a at Pl"eIeD.t 
payable by the Railway Undertaking to General Reven11ef as well 
88 other Aneillary Mattera in connection with the Railway Finance 
w.a..w the General Finance and make recommendations thereon". 

2. The Ministry of Railwayst ~ their memorandum furniahed to 
the Committee have sought the eontinuance of all the items 01 
equJtable dividend concessions as approved by the Railway Conven-
tion Committee (1977) for the duration of the current SIxth . P1aD 
Period. The proposalS made by the Mlnistry of RaUways with regard 
to the rate of dividend payable by the Railways to General Reft. 
nues and other allied matters are disculsed in the lueceedlng para-
graphs. 

A. Dlvtdtwmd to GeIleral BevellU .. 

3, Pending their final recommendations covering the Sixth. Plan 
period (198().....85) as a whole and subject to such ,adjuatment lD the 
retnatnttrg years of Sixth Plan as may be necessary In the l!gbt of 
their final recommendations, the Railway Convention Committee 
had in their First and Fourth Reports presented to Parliament on 
the 20th February, 1981 and 19th February, 1982 ~pectlvely, agreed 
that the various equitable concessions on payment of dividend, as 
agreed to by the Railway Convention Committee (1977) for the year 
1979-80 be made applicable to the years 1980-81, 1981-82. These 
reliefs are summarised below:-

I. The following elements of capltal are fully exempted from 
payment of d1vidend:-

<a) Strategic Lines 

(b) 28 New tJnes taken up on or after 1'-4-1955 o~ other than 
financial considerations; dividend becomes payable if any 
line becoming remunerative adopting the marginal cost 
principle. The arrangement to be applied also to tntt 



f : .:.' \ 

:. '-,' 

• 
two National Investments viz., Jammu-Katbua & nru-
nelve1i-Kanyakumari-Trivandrum. Lines as recoJlUJl8D.Cl· 
ed in para 59 of the Committee's 3rd Report (SeptenL-
bert 1981). 

(c) North-East Frontier Railway (non-strategic portion) 

: (el),. tim:emQnerativ~ Branch ~e~tJ.le ~m.ptiOIl: ot • pi{" 
ticular ~emunera~ve branch tine from, P&ytq~t . ql 
c:Uvi4en,d on capital being b~ed on annual NView of ~e 
ameJ.Ilunera.t.iveness of the Une, and the unrem,UJ1e~ 
tiveness determined adoptin'g the marginiU-cost. prin~-pie. . . . 

(8) Ore lines (full capital outlay on Bimalgarh-JGriburu 
line and iO per cent of the capital outlay on ~balp~ 
Titlagarh line). 

(f) Ferries and welfare buildings., 

(g) . SO per cent ot capital on wor)ts-in-Progress oth~r tho 
those pertaining' to . strategic lines, North-East Frontier 
Railway (Commercial), Ore Lines, Jammu-Kathua .. 
Tirunelveli-Kanyakumari-Trivandrum lines, new tin •• 
P & T wires. ferries, welfare buildings, for a period. qI, 
3 years . 

.. IL . A concessio~ dividend of 3.5 per. cent is payable Oft. the 
~~tal' cost of r~idential' buildings. . 

IU, New Lines other tllan those me~tioned at I (b) above: 
, 
:, Jj)iv.idend pay,:ble o~ capital of such lines at the average b9rrow:-:-
ing:r~ta of Jote.rest is. deferred during the' period of cQnstructi(m 1.4 
~ . flrsi 5- years after opening of t}1e line for traffic. The deferrea 
Ifabillty is to be paid out of the future surplttses of the line after 
payment of current dividend. The account of unliquidated cte-
ten-ad· diVidend liability on new lines is to be clo~d after a peri .. 
• 1 20 years from the date of thefr opening extinguishing any liabl1ttr 
BOt liquidated within that period. . 

IV. Losses in the working ot strategic lines are borne by &lie 
~~ RevenuM, EarnIngs 01 such lines, if any~. ~~J." meett-ag 
1fprlQnl ~n~. q,epre¢f1tion and other. charges are paid to Oea-
• ~ to ~,ley~. ot normal dlvid~cI. 



3 
V. Shortfalls, if any: in the payment of dividend on account or 

inadequacy of sUll'plus are treated as a deferred liability on wblcll 
no interest i. charged. . 

~ ~ .. ,. . .. 
4. The rates of dividend applicable are-5.5 per cent in respect of 

~1.3.1964 capital and 6 per cent on capital invested ·th,~r 
The former rate includes an element of 1 per c~nt on the pre:-186t 
Capital earmarked to finance payments to State Governm:en.ta III 
lieu of the Passenger Fare Tax and also to assist the States In se-
cullon of certain items of safety works. 

Ths fo~ng st.ment ,hdws the C&nrwal and average bon'ouring' 
rates oj Gozn. and. rate of Dividend payable by Railways to General 

Year 

19511-59 

1953-54 

1954-55 

1955-56 

1~-57 

1 957-sS 

19s5-59 

1959"'60 

1960.61 

1961-62 

1962·63 

1963-64 

19G4-65 

Ig/JJ-66 

1966-67 

1967. 

.gf18-6g ,.....,. 

Revenues 

Annual Borrowing Average 
rate borrowing rate 

12 3 

3.125 3. 16 

3·125 ~. 112 

3.50 3 11 

g.75 3. 14 

g.75 3. 19 

S·7~ 3·25 

,." ,.ag 
4.00 ,.,6 
4'00 3'45 
,·75 lJ~55 

4.00 '.57 
4.00 S ~9 

4. 115 9.66 

4.15 9.75 

4.501 ·· .. 1 ~ 

~.oo I 5·99 

,." ~ 4'0~ , 
Avcrase 

4·1111 t . ~ .85 rate ror 
·6~ .... 

.'SI I 5.00 J ".g6 % , 
5·00 ·,.·fS)· 

Rat .. of 
Dividend 

4-

4.00 

.4 .• 00 

4.00 

4.00 

4.00 

4.00 

4.00 

4.00 

•. 00 

4.00 

4.00 

4. 125 

•. 115 

•• 50 

4.50 

0;0% .. 
'tal~, 

1;E;-64 .. 
S.~% ontr:. 

capt . i. t"'~ 
of dividr.nd rlllr 

.965 ....... 



• , • 
I~I .. 
1"1.'" 
197·-75 

1975-" 

"7'-75 B 
IV7S-,e 
1976-77 

1977-78 1 
oJ 

t078-79 
tg'7!)-80 

IgBo-Bl 

IgBl..a. (0) 

Ig8I-Bs (BB) 

5. It is thus teen that up to the year 1969-70 the average borrow-
ing rate of Government representing the cumulative cost of raising 
resources through market loans was lower than both the rate of 
dividend in respect of the Capital-at.-charge upto 1963.64 and the 
rate of dividend on Capital invested subsequently. After 1969-70, 
however, owing to the steady increase in rates of current Govern-
ment borrowings, the average borrowing rate of Government regis-
tered a progressive increase with the result that, at present, the rate 
of dJviden'd paid by the Railways is less than even the average 
borrowing rate of Government. 

III 

6. The Ministry of Rallways have pleaded in their memorandum 
lubmitted to the Committee that if any increase in the existing rate 
of Dividend is made, the net effect will be that the meagre amount 
of the! net revenue generated in the context of a Capltal-at.charge 
of about Rs. 6000 crores will be wiped out and the Railways would 
not be left with any surplus for discharging the arrear dividend 
Ua.bllity. or even taking up. and progressing the essential on-going 
works chargeable to Development Fund:. As a result, the raUways 



I 
·wW be llaiD caup.t up ill a vtcioua circle and compen.d oace man 
,to reaort to tatin, of heavy loans from leneral revl'AueI to meet 
apenditure charpable to 'Development Fund and the railwa,.' .. 
debtedneu will coDlequently increase which in turn will callie vi0-

lent ftuctuation in resource mobilisation of the Central Government 
Therefore, if any change is contemplated in the rate of dividend 

payable to the General Revenue to restore the relat.ioDihip between 
-tile dividen.d rates and the average borrowing rate of General Reve-
Duel, which has been disturbed over the years through steady iD,.. 

crease in the latter, such increue will have to meet the following 
crlteria:-

(1) It should ensure that after discharging the dividend lla-
billty, suftlclent amount of net revenues is available to 
meet the Railways' inescapable llabllties relating to the 
Development fund, and 

(11) it should leave a balance amount after meeting item (1) 
above, to ensure at least part repayment of the arrear 
dividend liability during the Sixth Plan period. 

7. The Ministry of Railways have further stated that the sole 
justification for increase in the dividend rate is the principle of pro-
viding for a net "contribution" on Railway investments, over and 
above the bare ,interest rates. Right upto the year 1979-80, the ave-
rage borrowing rate, though progressively increasing from year to 
year remained below the dividend rate of 6 per cent. It Is only in 
1980-81, i.e., the first year of the current Sixth Plan that the average 
borrowing rate crossed the dividend rate of 6 per cent. On the 
same principle of relating the dividend rate for a segment of Railway 
capital to the average borrowing rates of Government for the rele-
vant period' there is no justification for increasing the rate of divi-
dend on capital invested upto 1979-80, beyond the existing level of 
8 per cent. 

8. Accordingly, Ministry of Railways have suggest'!<f that the rate 
,of dividend payable in respect of the capital Invested during the 
Sixth Plan Period may be fixed at the average borrowing rates appli-
cable for the period. This will remove any anomalies arising from 
the difference between the average borrowing rate and dividend 
rate during the Plan period. The proposal also involves a temporary 
81.l.Spension of the principle of the dividend rate including an element 
ot 'Contribution'. In view of the existing state of Railway finances, 
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tbia concept cannot strictly be &nforced presently on an organisattoa 
~ ~. ~W:~B w.hicb, hu. to ,meet. seyerB 1 social obli,,,t.ol}.S. ~ 
"~ .. playing 8.IIUppotting role to. ~onoIW.c growth of. the COU.qt:I;J. 
:aai~ iJl tb,e context of the acc~ulated indebtedD.eQ to ~r" 
·:a.v~WJII by way of-· . . . ; 

('8) arrear dividend liability, and 

(b) loans. Ullder Development Fund, 

IUch enhancements in dividend rate will Dot result in any teal .. 
cr~ase in the total payments by Railways to General Revenues d1J.l'iDe' 
the Plan period. The Min:stry of Railways have further stated that 
the question of restoring the principle of 'contribution' will, ilhere-
tore, have to be considered afresh for the next qUinquennium, by 
which tme, there is reasonable prospect of Railwayf;.nances bem, 
in a healthier state. , 

9. The Committee are informed that average borrowing rate for 
1980-81 was 6.1 per cent and the rate for 1981-82 was 6.30 per cent. 
The rate advised for 1982-83 is 8.50 per cent (provisional). On tbia 
~koning, the average borrowing rate for the remaining two yean 
may be assumed at 6.70 per cent for 1983':84 and 6.90 per cent for 
1984-85, or a m~an percentage of 6.50 per cent for the entire periol. 
The fQllowing table, sets out the financial position emerging from 
the Proposed adjustment in dividend rates as compared to the exilt-
iDg rates:-

(In Cl'ex'es of rupeeIJ 

YflU' Ig80-BI 198I-8A IgSl..a, 198,-8t 1984-85 Total 

• ,. 4 5 6 , 
(Actuala) 

"1!n R.egenue at elAstinl 
I. 

1117·+9 599·80 s&8'110 . Sq.··,8 114°.41 14OO·fit 

Net '"t"nueat tar-
rett~d I!'VI'I (lqRa-83 
to I CJ84.-8~) to 
achieve 7' 5 y'return 

stB·,8 sSt· ... .IJI5·~ In ,-..,85. . 11"49 g.a. 479"-
DlYIdend at present 

ratet . !15'!6 359"'. .'P ",,'11 "'08 1.,'-
lIl.,;ctend pay. ble at 
~e-i rates ~ 
~ trltO 5."' ,s6'7S 4J8'1IO -" .. an IJ.! % thereafter) m'lt 408'·' 419"05 



7 
"', ...... ..... . -. , , c , . , " ' . " 

I II 3 4 • , 7 

-110 9" !:14 +lI6,61 +70 "93 + 1°7"75 +1114'1111, 1110' .7 

, .' 16,61 53'''' !It'ss 53'~ , , 1,119,60 

.lanc:e available to 
liquidate DDL 

'CBdcrred Dividend 
Wability) 17"'9 ,1'411 ']0'90 1'59'91 

Balance DDL due 379'119 379'119 361" 70 310 '118 1139'38 

At the proposed revised rates, the RaUways will be enablilit to 
Mduce the deferred dividend liability during the Plan peried from 
BIt. 3'79.29 «ores to Rs. 239.38 orores 81 on 31-3-1_. 

to. The Ministry gf Railways have accordingly, lubmitted the 
...uowing for the consideration of the Committee: 

(i) That the present mode of paymeftt of a fixed divicieM 
on the capital inv~ OR BaUways .. computed aDIlual-
ly may continue in the interest of financial c:Usclpline; 

(11) that the present arrangement of adopting di!erencDl 
rates of dividend on capital invested on railway. upto 31 .. 
March 1964 and thereafter may continue the rates appl .. 
eahle b$g a. mentioned at (lU) below. 

(1ft) (il) that a.rate or I pel' cent may be adopted fOr payment 
. bf dlVida~d OIl eaplhl In-..stwd upto 11-3-80 (inclusive of 
• 1.&.,.1' cent an Upttll inftl1H upto 814-1984 lor payment 

to States in u.u of PUnIlWW rare Taa etc.) 

(b) that a me~ percentage of 6.a per cent may be adopted 
. for payment of dividend on the ~apital inve8~ on Rall .. 
ways during the quinquennium 1~, or, in lieu, at 
the average bo1'l'0wing rate 88 computed for each year. 

II. Durin, oral eyideate of the representative. of the Mia1atrJ 
'fOIl BaOway., the ~ttee eacpUred whether the MinJ.ttry W 
worked out the aft", rate of dividend for the entire oapi .. l ...... 
-.rgc and compared it with the ave1'8le borrowin. rate for ... 
year and since when the average rate of clividend feU below .. 
::t::Je, borrowing rate, 'nle nnancial Commissioner, of RaUwa)'l 

_ that upto .. l"-S-T'7, the average dividend raut was slightlr 
11f«bf!r t.~ the average bol'tO}\tlng tllte and th.eafter the dividend 



rate fell .hort of the averap borrow, rate as may be __ "., 
the following fllUNl: 

Year . 

197'-7. 

1974-75 

19'15-76 

1976-77 

1977-78 

.,78-19 
1979-80 
1980-81 

IgSl-82 

To another query, the witness added:-

A~ A .... 
or (%) ~ 

5·Of 4:91 

5·· 5. 15 

5·36 5·SO 
'.41 !H'o 

5·48 '·50 
,.18 ,.e, 
5·se 5·81 
,5·34 6.10 

'·52 6.,0 

----

"Itia true that, as far ~ contribution is concemed, we are 
not able to make the financial contribution. Our contri-
bution is very much in ldnd because the social, burdeD we 
carry is over Rs. 500/- erores a year. That is the con-
tribution to the nation-the Exchequer. If we are made 
free from it, we will pay the moiety of the contribution that 
we are eXpeCted to pay, We could have paid much more 
also. A1J you correctly said since the ad hoc one per cent 
dividend· on the passenger fare tax is also accepted til • 
contribution that we are supposed to have made in, the-
past or that wO'Uld have been supposed to haVe been 
made by us that should be reduced to that, extent." 

12. Asked whether the enhancement of the rate of dividend OD 
pre-19M capital by 1 per cent for payment to State in lieu of 'pu-
leDger fare tax and eredit to the Railwav safety works fund CoUla' 
be \dewed as part of dischargfug dividend liabtUty and if 90, bow 
WU it ju.tifted as the money did not ultimately go to the gen.enl 
J'eVeDuet, the Wftnea Itated: ' 

"It is, of CCNrIe· paid to the States .•.• The. passenger. ,.... 
Tax Act ~. introduced in the year 1957 and it was abo,.. 
lilbed in the year 1981... This goes to the State.." 
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The wttneal .&iedtbat the contribution tbould be red~ed .. 
the ateDt of tb1I payment to theStatet In Ueu of paaeDgel fin 
tu ate. He clarJfted: . 

"The dividend ~·U per eent and 1 per eent additioiW is paid 
by the Ballways in Ueu of npealed pusengerfare tax. 
The total come, to 5.5 per cenl But 1 per cent fa diItrl-
buted to the States for compensating them for the re-
pealed passenger fare tax. Strictly epealdng 1 per cent 
II Dot part of the revenue which accnJeS to the General 
Revenue." 

13. The Commi~ desired the MhUstry of Railways to furnish' 
a written statement showing: 

(1) the average rate of divided paid on the enth'e capital-
at-cbarge aiDce 19'13-'14 as eompared with the average bore 
rowing rate; aDd 

(it) what would be the poaition if the one per cent di~d 
paid to the Statu in Ueu of p8IINDger tare tax, fa exc1u~ 

1~ ~r~y, the Mlniatry have tumished the 101lowiDf " 
Statement: - ,ltff 

•• (Rs. in crores) 

y.,. Oapitakt- Total Dmdend Pay- Averap %ap of c1i- AWI'aF 
dwp able (i.e. incIudinr videad to CaPisakt-~ 

Sublldy) aaarp Rate 
IncludJDc kdudlDc IDdudioc Excl~ 

1% 1% 1% 1%(1.5~) 
in Ueu oI'pMKDKCr 

fmtu) 

1975-7. s89s·30 196.09 178·10 5·0+ 4·57 4·91 

1974-75 4105.56 lu6.93 199·34 5·le 4. 86 5. 15 

1975-76 +S54· 78 133·37 115.39 5.36 4·95 5:-3~ 

1976-77 4533·6g .... 5. 16 lIati.gl 5·41 5·00 5;40 

1977-78 4797. 11 161·78 ....... ·54 5·48 SolO 5·~0 

1978-79 5OR3·GG 1160.+1 1I~·73 5. 18 +.83 5·t!! 

1979-80 5f84.fi+ 193· 15 1175·Bs 5·35 5. 0 3 5·8a 

1980-81 6og6.35 313. 36 S07''!1 5.~ ,.05 6.10 
(33 ·73) (910.19 (s·511 (5·09) 

1981~ 6699·°5 356·+7 ~.30 5·sa ' 5. 05 6.go 
(384,17 ) (9 .91) (5·74) (5·33) 

~ 71 .... +1 405. III 387;59 5. 67 5·45 6'50 

198e-8, 7178.41 4Jl4·g8 (398·70) (5·8+) (5·"" 6.60 
B.B. (1Dcl. Supple-

, "MllltIIIy) 
" 
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,., .. lt6\e l' ~ m macu . " " ;., ': 
~. " '~h'ptopo8ed hlgher ra: :~: ::t~::~l=: 

and @ 6.5 per cea.t OD capital iavested tlwreefter. 
.. """1: TIle ifti:alli cbiawid rate ~iHea* m braclreil 

.. 1 ..... 1 onwat'48 ~ Oiut 10'Cftr '~e~ 6 per cent 
~,d~~ , 

- ~a) ~ lower diVideod rate of 3.5 p8r cent on ,caplta! COlt of 
staft quarters; , 

(~) th.elOllel iaeW:tard OIl Wkldai of strateg1e ,ttnh are 
Bet off against dividend pa,i.DIaj 

(-e) ill any year 0D.ly &tJ per, ce!lt of th'eeaptW tbst of. 
~m"Ptogltti6 durtDt' tUt ye8t it tOeb into ac-
count for calculation of clividIM. ·,.".blt. 

i .• Atl. iftitanee of t&e eODiWdtt~. the' Mi.trt 'Of tWlwa,.. 
tiIW '~hed th6' fO~1 tl~ Of' the Jiet ~ntribution per 
annum since 1973-74 including 1 per cent for payment to States bI. 
__ ." }iaBR""Cef 1m tIk IIIld excllltUai BUell ~t to ,the 
8tat.: . . 

t9ft.,. 
~. 

~ _77 
"ff'M8 
'_79 
~ 

l-..a. 
. ~gIb-h 

---,--' 
1 

j 

tB& in cnns) 

g.8g 

6 .... 

~A' 

I .. . 
tAt There has been no net Contribution during the period in 

question. 
"B' No net contribution from ID78-'19 OIlwards. 

': '. ~ .' 

(Note: It is seen from the memorandum. of tlIe IPIIiaJieIal 
GommiIsioMr fer Bailways I\lbmitteci to the ~ 
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Convention Committee (1973) that the element of con-
tribution to General Revenues, excluding payment to the 

. States was a negativeftgure in 1972-73 also). 

16. The Commit~e pointed out that according to the proposals 
submitted by the Mmistry of Railways in regard to the payment 
of dividend during the quinquennium 1980-85, there would be 
three different rates on which dividend will be paid by the Rail-
ways to the General Revenues, viz. 4.5 per cent on pre-19M capital.; 
6 per cent on capital invested during 1964-80; and the 
average borrowing rate . fOr the capItal invested thereafter 
(the average borrowing rate for the period 1980-85 is esti-
mated to be around 6.5 per cent). On a rough reckoning, the short-
fall in paying even the bare interest charges on the en ~ire capital 
at-chage would be of the order of Rs. 300 crores during the perior~ 
1980-85. Asked whether this aspect was studied in depth by the 
Ministries of Railways and Finance and if so, how could the short-
fall in the payment of dividend be justified even after grant of 
considerable dividend reLefs, the witness explained:. 

"The proposals which we have submitted are the joint pro-
posals fully cleared by the Finance Ministry. We have 
struck an average bet~n 6.1 and 6.9. We expect that 
the mean of these two figures for the Sixth Five Year 
Plan will be 6.5 per cent. That is the average figure 
arrived at. Now, you have raised the point regarding the 
differential rates being applied. It has already been 
accepted in principle that whatever money has been bor-
rowed earlier when the capital was cheap'!r will have the 
lame rate of interest. It is only an extension of the same 
principle. In 1980-81, the gap between the average borrow-. 
ing rate and the dividend rate became widened ... the inte-
rest rate applied by the Central GoveI'lUll.-:ntfor develop-
mental loans to the Sta~ Govem,ments carries an interest 
of 6.25 per cent Even out of this 6.25 per cent they have 
given a rebate of 0.25 per cent if they repay the loan in 
time. &>, in effect it is only 8 per cpnt interest rate that 
ia applicable to tlte State Governmen.ts." 

The witness added: 

"Our dividend relief takes care of only the investment portion, 
that is, the interest payable on the capital ·investment. 
But from year to year, we incur operatlntt l(ls8 which is 
not reimbursed to us by anybody. For instance: in the 
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suburban services and the uneconomic branch lines, if left 
to ourselves, we will like to close them down. The State 
Governments are not allowing to close them do\yl'l. So, 
operating losses are much more than the dividend relief. 
For example, the capital investment in the suburban ser-
vices on a rough basis is about Rs. 100 crores nnd on that 
we are not getting the dividend relief today ... 
Similar thing applied to the uneconomic branch lines 
where capital cost is around Rs. 50 crores. The relief that 
we get will be Rs. 3.5 crores, whereas the loss is Rs. 32-35 
crores. So, dividend relief is certainly welcome, but it 
takes care only of a small portion of the losses we incur." 

17. Asked whether the Ministry of 'Finance had analysed the im-
plications of the proposals submitted by the Railway Board, the 
witness stated: 

"Yes. We examined the issue and the matter was placed even 
upto the level of ~ Finance Minister. As the Committee 
is aware, there are two difterential rates of dividcnd, which 
are already prevailing, i.e. for capital invested up to 1963-
M and post-l964 on Capital. This is an extension of the 
principle that for capital beyond 1979-80 there should be 
yet another rate of dividend. We realised that in agree-
ing to these rates of interest there will be loss of dividend 
or revenue to the General Budget, but the main factor 
which weighed the Ministry of FinanCe in agreeing to 
this proposal was the past financial performance of the 
railways and 'the projected performance of the Railways 
for 1984-85. The past performance show~d that as on 31st 
March, 1981 the Railways were indebted to the Genellal 
Revenues to the extent of Rs. 603 crores comprising of a 
deferred dividend liability of Rs. 379.29 crores and a lia-
bility to Development Fund of Rs. 224.16 crores. In fact, 
even before 1978-79, the Railways have not been able to 
give the rate of dividend which was earlier recommended 
by the Railway Convention Committee and which was 
an agreed. rate because of their inability to generate 
enough resources. In 1980-81 there was a shortfall of over 
Rs. 197 crores in the dividend liabilities by the Railways. 
So, this indebtedness of the Railways has been of a ,very 
high order despite various concessions which the past Con-
vention Committees have given to the Railways. ThE' 
projeetion for 1980-85 also showed that the Railways win 
be generating for paying at the existing rate of dividend 
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a deficit of over Rs. 4-75 crores and if this proposed rate 
of dividend which is 6.5 per cent is to be discharged along-
with slightly higher rate for compensation to States, then 
they will have to resort to an additional resource mobili-
sation of Rs. 67!:! crores from 1983-84 to 1984-85. Looking 
at this kind of prospect we thought that it will not be a 
practical approach to insist on one uniform rate of div!-
dend for the entire capital and even to insist on the fact 
that apart from the interest rate, there should be an ele-
ment of contribution. 

We felt that stricUy speak;ng, if we would take a commercial 
view, then certainly there should be a uniform rate of 
dividend for the entire capital at charge and there should 
be an element of contribution also. But we realised the 
Railways 'will not be in a position io generate enough re-
sources to give this rate' of dividend and they will not be 
able to discharge their past liabilities which are of a fairly 
high order, i.e., Rs. 600 crores." 

18. The Committee pointed out that by agreeing to the payment 
of dividend at 3 rates, the Finance Ministry virtually allowed the 
average dividend rate to fall below the average borrowing rate of 
the Central Government. The witness stated: 

"The average borrowing rate is 6.5 per cent. It you take 
weighted average rate of three segments, it will fall 
below the average borrowing rate." 

19. When asked about the justification for the Railways, for not 
paying even the bare interest charges on the entire capital-at. 
charge even after grant of considerable dividend relfeffl, the witness 
stated: 

"The justification can best be furnished by the Railways. 
Apart from various concessions which have been given, 
they have certain other obligations which they call as 
social burden. The main among them aTe: 

1. The loss which the Railways inC'Ur on the suburban 
railways. 

2. The loss which they incur on certain unremunerative 
branch lines. 

Despite all these concessions, they have not been able to 
pay the full dividend liability. As I mentioned earlier, 
as on 31-3-1981, it was Rs. 603 crores. Now, it will be 
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&lightly less than this. They have paid some amount of 
arrears of dividend, say about as. 6 crores or 7 crores. 
The account for the year 1981-82 have not been closed 
finally." 

20. The Committee enquired whether it would not be proper 
to fix a single il'ate of dividend for the entire capital, at least equal 
to the average borrowing rate, for the period 1980-85. The Finan-
cial Commissioner of Railways stated: 

"I would submit to th_e Committee that firstly the capital 
comes in blocks of years, year after year. There are 
certain periods when the capital is very cheap and in 
other period it is costlier. On the capital that we had 
invested, say in 1853, we are paying interest continuous-
ly. It is interest in perpetuity. There is no repayment 
of the capital invested. So on certain segments of the 
capital, we have paid even more than twice the cap:tal 
invested in the form of dividend. Even in the commer-
cial practice, each loan carries a different rate of interest. 
There is no retrospective revision of the rate of interest. 
Therefore, upto 1964, it is up to a certain level. Then on 
the comparison of the average borrowings and dividend 
rate, we have paid upto 1980 the same rate can contill".le 
except in lieu of passenger fare tax, where we have pro-
posed half a per cent rise from 1980 onwadrs, we will step 
up by another half per cent". 

21. The witness explained that the system of payment of 
diBerential rates of dividend had been accepted in principle by 
the successive Railway Convention Committees. Therefore, the 
application of a uniform rate of dividend based on the average 
borrowing rate of the Government of India would Ifesult in a tre-
mendous load on the revenues of the Railways. The Financial 
CommiSSioner, however, agreed that in the present sii:'Jation divi-
dend was a misnomer \iiince there was no contribution to the 
General Revenues over and above the average borrowing rate. It 
was in fact a concessionalnte of interest. 

22. According to the information furnished to the Committee, 
the net return on capital~at-charge in 1951.52 was 7.3 per cent when 
th<J average borrowing rate was as low as 3.12 per cent. During 1981-
82 the net return was 6.12 per cent compared to the average borrow-
ing rate oi 6.3 per cent and was expected to rise to 7.5 per cent in 
1984~5 against the average borrowing rate of 6.9. Judged strictly 



15 

from a commercial point of view i.~. relating the tretum to the colt 
of borrowing, the perlormance of the Railways .baa not· shown any 
improvement. The Committee enquired whether it would not be 
desirable to have a more reliable comparison in terms of the 
return relative to the average borrowing rate father than the return 
in percentage terms which could be misleading. The Financial 
Commissioner then explained: 

"The railway oper-aUons are very complex. We have to regu~ 
late the investment. We must try to invest on prQductive 
ventures. .From time to time, we keep on changing the 
ultimate return, as a result of total operation of the rail~ 
ways. That will be the test of whether we ha've attained 
that rate of return also. Progreasively, they are coming 
up. " From 1966-67 onwards, the' railwasrs passed. through 
decade at deficits. Various factors are there, one is the 
social burden. The other is that the revision of freight 
rates and fares have not kept pace with the increase in 
inca8t. We have always lagged behind. Even the 
revisions that were made were Inadequate. Even today 
after the successive revisions that we have made during 
the last two years, we are still far behind the cost level. 
Theear'ningJI wi11 get reduced. The expenses are mount~ 
ing up. With the improvemerit in performance in the 
last two years, we are 'catching up. The end return i~ 
also geing up" .. 

23. Asked about the possibilities ot attaining a rate of return of 
10 per cent on the capital Invested in Railways as referred to by 
the RaU Ta.rlft Enquiry Committee. the FinanCial Commissioner 
stated: . 

"We hope·th8.t by the end of the Seventh Plan we should be 
able to attain thts level. A rate of return of 7.8 per eent 
is already there; another 2.2 percent we will make 'Up." 

24. To a question whether they were sure that their cost of 
operations would nOt rise, the witness replied: 

"We have to tackle it in two ways. One is increasing reve-
nues. Another is cutting down the operational costs. 
Operational costs can be cut down by innovations in 
traffic movement, use of better technology, by changing 
over from diesel to electric traction. We have a large 
programme for that. By this way we should be able to 
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reduC'e the impact of the rWl-away costs increas~ on the 
earnings over this time gap of another seven to eight 
years we should be able to bring the .Il'even~ in line 
with the costs. Our efforts would be to attain this 10 per 
cent by the end of the Seventh Plan". 

25. Asked about the criterion of investment in regard to minimum 
financial return on capital from tirn~ to time and whether it has 
increased with the increase in current/average borrowing rate of 
interest, the Financial Commissioner of Railways stated:-

"With the increase in the dividend rate, progressively we 
have increased the percentage return. exPected from the 
projects, that is the criterion for determining the re~ 

m'Unerativeness of the project. Prior to 1-4-1950, the 
'Criterion was that if the earnings or savings in expenses 
were more than .the ex~nditure, it was treated as un-
remunerative. It was not quantified. It could be any-
thing, even a d.i1ference of Re. 1/-. So long as the savings 
exceeded the expenses, it was considered remunerative. 
From 1-4-1950 the dividend rate was 4 per cent. On that 
date, the percentage l1'eturn expected on each project was 
fixed at 4.25 per cent, subsequently stepped up to :5 per 
cent from 1-4-1955, and then raised. to 5.75, and again to 
6.75 per cent from 1 ..... 1964. So, all along, a small morllin 
over and above the dividend rate was kept, to determine 
the remunerativeness of a project. Subsequently, it W8 .. 
decided that we should have the discounted cash ftow 
method. Under that method, we wanted over 10 per cent, 
tor a project to be considered remunerative. Thus, with 
the progressive increase in the dividend rate, we have 
increased the percentage return expected from each pro-
ject, for determining its remunerativeness .... but we 
hav,'! a large proportion of investment which does not 
give us any return. In fact, 50Dle of them give negative 
returns; but still, those projects are accepted for imple-
mentation, on account of other considerations like econo-
mic development, development of backward aTeas etc.". 

26. The Ministry of Railways have informed the Committee that 
while· retaining the existing concessions there. is some scope for 
rationaliaing the concessions involved so as to bring about some 
degree of uniformity in the variO'llB concessions granted from time 
to time. Accordingly, certain proposals have been made. When 
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asked about the quantum -of extra relief on account of the pro-
posed rationalisation, the ministry of railways furnished the follow~ 
ing note after evidence: 

"The rationalisation suggested is more for bringing about 
uniformity and simplicity' Il'ather than with a view to 
gaining reliefs in dividend ..... At present, ,the are lines 
stand on a dUferent footing ili that full capital outlay on 
Bimlagarh-Kiribur1.! line and 50 per cent of the capital 
outlay on Sambalpur-Titlagarh line are fully exempted 
from payment of dividend. As per rationalisation pro-
posed. ,by this Ministry, the capital cost of these lines will 
be liable to payment of dividend if the lines are found to 
be lI."emunerative applying the marginal cost principle. 
With this, the unremunerative branch lines. New Lines 
constructed on or after 1","1955 on other than financial 
considerations (including National Investment linee). and 
the two ore lines will now be governed by a uniform 
criterion viz. that dividend in ,respect of these lines will 
become payable if they become remunerative adopting the 
marginal east principle. The dividend reliefs available 
under the present arrangement works out to Rs. 65 1akhs 
on these two lines. With the proposed change, this will 
incr,ease to as. 98 lakhs provided the lines continue to 

. be unremunerative even adopting the marginal cost 
principle. The net additional relief will be around RB. 33 
lakhs. However, if the lines, become remunerative then 
there will be additional liability to pay dividend which 
is not there at present. 

Anotl>er rationalisation proposed is that balances in the 
various Reserve Funds (excluding Development Fund) 
should be credited with interest at the same rate at 
which dividend is paid. IDtherto, due to the dividend 
rate being higher than the average borrowing rate, the dif-
ference between the two was being set oft against dividend 
payable. Effectively, therefore the rate of interest was at 
the dividend rate. With the average borrowing rate 
being higher than the proposed dividend rate, it has now 
been suggested that the balances in the funds may carry 
the same rate of interest as the 'dividend rate which 
was effectively what was happening even under 
the existing arrangement. This proposal will not bring 
any relief to the Railways as it ito essentially in th .. 
nature of an accountin, adjuatment." 
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B. PaymeDt to StateB in Dell of p~ rare Tax: 

'1:1. Payment to States in lieu of passenger fare tax was initially 
ftxed . at as. 12.5 crores per aDJlum as a lump sum. This lump 8um 
payment was in force for the five year period 1961-66. With eftect 
from 1966-87 the payment was enhanced to as. 16.25 crores per 
aJUlwn. This payment was incorporated into the dividend calcula-
tion tbrO'llgh the methodology of enhancing the rate of dividend on 
pre-19M capital by 1 pa" cent· Currently, this 1 per cent levy on 
pre-l96t capltal1ess subsidy works out to RB. 17.63 crores, of which, 
after setting apart the payment to States @ Rs. 16;25 crores, the 
balance amount is credited to the Railway Safety Works Fund. 

28. The subject of adequacy of. th:s payment to States has been 
gone into by successive Finance Commissions. The Seventh Fin-
ance Commission found some justification for the claims of the 
State Governments for enhancement of the existing rate of pay-
ment and worked out a figure of Rs. 30 crores per annum by 
enhancing the amount of Rs. 16.25 crore~ (paid from 1966-67 on. 
wards) by the factor of 1.85. which represents the quantum of in-
crease in non-suburban passenger traffic over the period from 1961-62 
to 197&-77. 

29. In this connection, the Ministry of R811ways have stated that 
while the justification for some increase is acknowledged, the 
increase in the quantum of trafftc from 1961-62 to 197G-77 should be . . ,. ,.' 
correctly rrelated not to the rate of payment in force from 1966-67 
onwards but to that applicable to 1961-62. In other words, by 
enhancing the lumpsum payment of Rs. 12.5 crores applicable in 
1961-62 by the factor of 1.85, the amount that will become payable, 
will be RB. 23.12 crores per annum and not Rs. 30 crores as estimated 
by tbe Finance . Commission. If, however, the increase in the 
Quantum of tr.affic upto 1979-80 is taken into account, the enhance-
ment factor would be 2.44 yielding a figure of Rs. 30.5 orores. 

30. Accordingly, the Ministry of Railways have suggested that 
effective from 1980-81 the rate of payment for this five year period 
may be fixed at Rs. 23.12 et'Ore8 per antlum. To generate the re· 
quired amount, the Ministry of Raqways have further suggested 
that w.e.f. 1-4-1980, the 1 per cent levy on pre-19M capital less 
S'U·bSldy 'e1ement may be increased to 1.5 per cent. After setting 
apmlb;. 23.12 crores for payment to States as l)roposed above. the 
balance amount' totallin~ approximately B.s. 340 C""orP.o!; per ilnnum 
will be credited to the Railway S'lfetv Wl)rks- fllnrl fl)r the same 
purpose as recognised by' the previous Railway Con~ntion Com-
mittee. With this adjustment. the -Irate of dividend payable on 



Capital invested upto 31-8-1964 will be 6 per cent inclusive of ele-· 
ment of I.S per cent year-marked for payment to States. 

31. Durm,- eVidence, the Committee enquired. wMther it would 
be justitled to reduce the payment from Rs. 30.5 crores to Rs. 23.12'-
crores. The Financial Commissioner of Railways stated: 

"We have accepted the basis suggested by the Finance Com-
mission. What happened was that they arrived at a 
factor of 1.85 as the increase in the volume of passenger 
traffic on the non-suburban section from 1962 to a rele-
vant year. They applied that to the increa~d ·a;mount of 
Rs. 16.25 crores which came into existance later.. If. __ this 
factor is applied to what was payable in a perticular 
year, then it should Rs. 12.5 crores of rupees and if this 
is multiplied by 1.85, it gives the figures of Rs,_ 22.13 
crores. If we extend it still further, the factor also in-
creases. Rs. 30 crN'es would become justifiable. We 
have accepted the FinanceCommisson's basis- and now 
another Finance Commission has been set up. So, fur-
tper relief will be on the- basis of their recommendation. 
This is the maximum that had given w'th reference to 
th~ financial capability. It is not only Rs. 23.12 crores 
but the State Governments will also get a little extra. 
Another Rs. 3.4 crores will go to them to cOVer the acci-
dental compensation and safety fund which will be 
Ro;. 26.5 crores in total. It wUl mean that there will be 
fifty per cent increase over the present leveL" 

32. The representative of the 'Ministry .of Finance stated:-

"The reaction of the States is well known, they will not be 
happy with this f;gure. In fact, the Sta~ . would like 
the ftllUre to be hjgher thanRs. 30 crores, if it is per-
missible or possible. But our contention was and that 
is the Railway's point of view also that while the States 
have a 'claim that they should get more 1l)oney on. account 
of repeal of passenger fare tax, they should also keep in 
mind that they are running a lot of branch lines at 
the instance of the State Governments where the loss to 
be inCQIITed by them is. over Rs. 32 crores. If the Rail-
ways are rendering this kind of services to the State, then 
they should not be particular to press for more and more 
amount of repeal of pasilenger fare tax. 

The view in the Min;stry of Finance was that if 1.85 factor 
has to be applied and if the growth has to be compared 
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with 1961-62, it should be multiplied by 1.85. In. any 
case, whatever the recommendation of the present RCC 
regarding the quantum of grant, thJA' matter will again 
go to the Finance COmmission and it will take into ac-
count. how much is the amount which is being received. by 
the States on account of this and it will be taken into 
the account in the total resources available with the 
States." 

.c. Contribution to the Depredatioa. Reserve Fwld 

33. The Sixth Plan provides fOr a considerable stepping up in 
the appropriations from Railway Revenues to the Depreciation 
Reserve Fund. The appropriation to the Fund during the cutrent 
Plan period is proposed at Rs. 2100 crores as compared to only 
.Rs. 650 crores during the five years 1974-19 (four years of the 
~urtailed Fifth Plan and 1978-79) and Rs. 525 crores during thtl 

''Fourth Plan (1969-74). 

34. The significant feature of the proposed level of appropria-
tion is the considerable stepping up in the annual appropriation 
to the Fund during the Sixth Plan period. As against an appropria-
tion Rs. 220 crores in the first year of the Plan, the amount 
budgetted for during 1981-82 is Rs. 350 crores and that forecast for 
the final year 1984-85 i:: as high as Rs. 610 crores. The annual level 
ot Depreciation Reserve Fund appropriation is thus envisaged to 
rise by nearly 2.8 times during the Fifth Year of this Plan (13.8 
per cent share of total working expenses). 

35. This massive increase, according to the Ministry of Railways, 
can be financed only by generation of adequate revenues through 
the proposed resources mobilisation so as· to realise the increased 
earnings of about Rs. 225 crores per annum on an average from 
1982-83 onwards. The position of opening balance of the fund on 
1-4-1980, the proposed appropriation and withdrawals in the Plan 
period and anticipated closing balance at the end of the Plan is 

indicated 8S under:-
(IU. in crores) 

1q80-81 198I-B1t 19811-8! 1983-14: 1984-115 
-OpeAiq Balance 91g·S8 175·59 1"!·41 1117.51 13I1·S1 

Appropriation to the Fund) Rev. 2110.00 3~0.OO 4110.00 500.00 610.00 
., J Cap. 3·ao 5.50 4. 00 4.50 5. 00 

Interest OD hlauCCll . 17·44 14·311 10.10 8.50 12.118 
Withc!ra_l rrom the Fund. 1278.63 450 •00 500•00 508.00 5l g.oo 
ClOllq BaJaDce. a75·59 193.41 11',51 1311.31 246 ,59 
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The Ministry of Railways .have intimated that the figures for 
1he year 1981-82 and 1982-83 have since undergone a change and 
the latest figures are as under: 

(Rs. in crores) 

(RR) (BE) 

Opening Balance 275·59 I !j~1. 711 

Appropriation to the Fund ) JWv. 350 •00 50().OO 
j CAp. 3·!J0 3.31 

I "Icrest (;n Balauces 13·08 !J. ~!' 

Withdrawal froln the Fund. 4B9·1l7 52! •. 00 

Closing Balance. 1511 ·7° 142.30 

36. Too Ministry have further stated that the proposed increase 
in expenditure is fully justified in view of the serious situation. 
arising out of the heavy accumulated arrears in r,~newal and 
replac-ement of railway &'isets. 'Indeed, as explained by the Minister 
of Railways in his speech presenting the Railway Budget for 
1981-82 to Parliament, the main thrust of the Railways' Sixth Plan 
.Is towards rehabilitation of· Railway assets. 

37. The Ministry have accordingly submitted the following for 
the consideration of the Committee that: 

(i) Expenditure on replacements and renewals, met out of 
the DRF is estimated to form 44 per cent of the total 
plan outlay and constitutes the main part of Railways 
internal resource mobilisation for the Sixth Plan. To 
finance this level of expenditure, an appropriation of 
Rs. 2,100 crores to the Fund out of Railways' finance is 
the minimum necessity. This level Of appropriation is 
higher than the recommendations of the Rail Tariff En-
quiry Committee which assessed the desired level to ap-
propriate Re. 1635 crores at 4.7 per cent of the Block 
Value of wasting assets. 

Oi) Despite the increased provision, the arrears in :'eplace-
menta and renewals will by no means, be overtaken dur-
ing the plan period. On the contrary, overaged rolling 
stock will continue in use and arrears in track renewals 
will actually increase. 

(iii) In order to finance the propOlSed apropriation, it will be 
essential to generate additional revenue through resource 
mobilisation. 
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(iv) Increase in prices could seriously undermine the plan-
ned I'eplacements and renewals, unless sUitably compen-
sated by unward revision in the plan outlay; and 

(v) there is urgent need to accelerate the pace of clearance 
of arrears of replacement and reduce the throw forward 
arrears to Seventh Plan.. 

<;ijl. In the supplement to the memorandum on Depreciation Re-
serve Fund, the Ministry of Railways have informed that the Rail-
ways Reforms Committee appointed by the 'Government of India 
to examine and report on various aspect of railways working have, 
pending submission of a full report, made the following recommen-
dations for augmentation of contribution to the Depreciation Reserve 
Fund:-

.. (i) The Committeeha\'e broadly assessed that an additional 
amount of Re. 309 crores (Net) will be needed during 
the year 1982-83 under DRF. This would need stepping , 
up of the appropriation to'DRF for the year 1982-83 from 
Rs. 500 crores to Rs. 809 crores. With this additional al-
lotment, prin;lary renewals to an extent of 3,300 kms. 
secondary renewals of 1,500 kms. replacement of 16,000 
wagons and 1,350 coaches shO'uld be possible. 

(ii) Additional fWlds required for track renewal and replace-
ment of overaged coaches and wagons during the last two 
years of the Sixth Five Year Plan should also be taken 
note of while asking for (a) additional allotments for 

. the Sixth Five Year Plan and (b) contribution to DRF. 

(iii) The Ministry of Railways should immediately approach 
thP- Railway Convention Committee for enhancing the 
contributlon to the D~ for the ye8lI' 1982-83 from Rs. 500 
crorea to Re. 809 crores. For the subsequent years of the 
Sbcth Five Year Plan, the aSsessment made by the Com-
mittee of the Funds requited for track renewals and 
replacements of· ~oa.cbes . and wagons should be taken note 
of and apPropriation to'DRF fixed accordingly." 

39. In this context the following note of dissent recorded by 
Dr .. Manmohan Singh, former Member, Planning Commission (now 
Governor, Reserve Bank of India) 'is relevant: 

"While I agree ihat resources for replacement and renewal of 
Railway assets have to be provided on a prio'rity basis, I 
am unable to endorse the specific outlays recommended 
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by the Committee under different heads for the years 
1982-83 to 1984-85. In my view, the Committee having 
indicated broad dimensions Of the physical programme 
01 replacement and renewal the matter should thereafter 
be left to the Ministry of Railways to work O'Ut the 
annual phasing and the requirement of funds year-wise. 
While replacement and renewal of existing assets must 
be given high priority, the actual phasing of expenditure 
must take into account not only the physical capacity to 
implement a programme of a given size but also the 
availability of financial resO'Urces and competing claims· 
thereof." 

40. The Ministry of Railways have stated that in so far as the 
(;Urrent year is concerned they ~ave already raised the contribution 
to Depr~cjation Reserve Fund from Rs. 350 crores in 1981-82 to 
Rs. 500 crores in the current year. This has been possible by in-
creasing revenue arising out of Railways moving increased traffic, 
substantial revision in freight and fares during the last two years 
and stricter measures taken to control the expenditure. That being 
the position, there is hardly any scope left for improving the gene-
ration of internal resources during the current year. 

41. The Ministry of Railways have further stated that since there 
is no pollsibility of raising freights and fares during the current 
year, the other alternatives could be: 

(a) depressing the payment of Dividend to General Revenue 
correspondingly; or 

(b) making available additional reSO'urces by the Central 
Government kom their own Funds for meeting this re-
quirement under Depreciation Reserve Fund. 

42. Ttle Ministry of Finance have, however, not a~eed to any 
of th~ a\Jove altemativesproposed by the Ministry of Railways. 
Their cOlnments in this regard are reproduced below:-

"Ill a. memorandum to the Rai1~ay Convention Committee, 
1980 on 'Tentative forecasts of the financial prospects of 
the Railways during the Sixth Plan period (1980-85)' 
finalised after consultation with this Ministry, a total 
contribution of Rs. 2100 crores to the DRF during the 
Sixth Plan periOd was envisaged. The Railways have so 
tar contributed Rs. 220 crores toDRF during 1980-81 and 
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Rs. 350 crores during 1981-82, the CUNent year's budget 
provides Rs. 500 crores on this account, leaving a balance 
of Rs. 1030 crores to be contributed during the next two 
years. 

Implementation of the interim recommendations of the Rail-
way Reforms Committee w<1Uld mean an additional con· 
tribution of Rs. 625 crores during the last three years of 

,the Plan, commencing from the current year. As the 
operational cost of the Railways is going up steadily, it 
is by no means certain that the Railways would be able 
to contribute even &. 2100 crores to the DRF during the 
Sixth Plan period, as presently envisaged without going 
in for additional resource mobilisation over and abov<;!' 
what has already been done. Stepping up of the contri-
bution to the DW further as recommended by the Rail-
way Reforms Committee may result in Railway default-
ing in payment of full dividend to General Revenues even 
at the existing rates; and this would, in effect, mean 
transfer of larger resources £rom General Revenues to 
Railways at the expense at other plan sectors. 

An additional Plan O'Utlay of Rs. 190 crores for Railways in 
the current year has already been agreed to. Since the 
Central Budget is already under a severe strain, it is not 
possible for this Ministry to agree to its bearing any 
further burden on this account .... ' , " 

43. Asked whether in view of the need for steep increase'in the 
provision for Depreciation Reserve Fund during the Sixth Plan, Cl 

part of the expenditure on renewal could be met out of Capital, 
the representatives of the Ministry of Finance stated: 

"This is for replacement and renewals. So normally. accord· 
ing to any commercial principles, they should cOmt~ out 
within the current earnings of the enterprise and -it does 
not look appropriate that the Government should give 
capital for this. Of course, for the General Budget it does 
not make much difference". 

44. The Financial Commissioner for Railways stated:-
"If we incur additional liability by way ot interest for .renew-

ing the assets, it does not give yO'U additional earnings. 
Although there is an improvement in the efficiency of 
performance, some addiiional earnings will come, but it 
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may not be to the same extent as a new additional asset. 
would. bring in. There~ore, normal practice is that 
renewals andrepla~ment should go to Revenue". 

"S. Asked whether it would not be proper to revert to the 
system of charging only the historic cost of assets to the Deprecia-
tion Reserve Fund, the Financial Commissioner for Railways 
stated: 

"In 1924 we introduced the Depreciation Reserve Fund. 
'Originally it was up to the historical cost of the asset 
that the charge went to the Depreciation Reserve Fund. 
The improvement element was to capital. Later on whell 
the question of over-capitalisation was taken up, it was 
declared that whether it is improvement or inflationary 
element, every thing should be charged to revenue. The 
contribution from the revenue to the depreciation reserve 
fund should meet all the cost. One thing to be borne in 
mind is that this capital is permanent on our books. 
These are interest bearing loans in perpetuity. In a 
situation like that if we keep on adding to the capital.. 
the interest liability goes on increasing and it becomes 
a very big burden". 

46. The Financial Commissioner added that over 10-12 years 
the provision for depreciation had been totallY' inadequate with the 
result that the Railways were saddled with a large percentage of' 
averaged rolling stock and there were huge arrears of track renewal. 
It would thus not be possible for the Railways to finance such a 
high level of expenditure and some unorthodox methods would 
need to be adopted to meet the situation. He suggested that either 
the Planning Commission should agree to a Plan Grant of an addi-
tional Rs. 500 crores from the General Revenues or a moratorium 
on dividend agreed to for the remaining years of the Sixth Plan, 

47. Asked if any expert Committee was set up to go into the 
basis for appropriation to Depreciation Reserve Fund, the witness 
stated that the Railway Reforms Committee were considering the 
matter. 

48. In a subsequent note on the subject the Ministry of Railways 
have stated: 

"In Recommendation No.3 contained in their Fourth Report 
the Railway Convention Committee have agreed to a 
contribution to Depreciation ~e Fund of Rs. 50Q . 
ciores being made during 1982-83. Accordi~ly a provi-
sion of this amount was made in the Budget Estimates' 
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for 1982-83. Subsequently, a Supplementary Demand for 
Grants for Rs. 190 crores (net) was presented to and 
voted by Parliament to .gnable making a start on two new 
lines and toexpedtte progress on certain important works 
during the current year to increase Railways' capacity 
to move additional traffic in 1982-83 and' in subsequent 

. years. 

The expenditure of Rs. 190 crores is to be met partially by 
budgetatysupport from the Central Government 
(Rs. 134 crores) in the form of Capital and baJance to be 
met froh! generation of additional internal resources by 
the Railways (Rs. 56 crores). Out of . the additional 
internal resources to be generated by the Railways, 
expenditure of Rs. 55.30 crores is out of the Depreciation 
Reserve Fund and Rs. 0.70 crores is £rom the Develop. 
ment Fund. 

In view of the heavy withdrawal from the Depreciation 
Reserve Fund during the Sixth Plan period, the sizeable 
balance that was available at the beginning of the Plan 
period under this fund has dwindled considerably. The 
opening balance of Rs. 313.58 crores as on 1-4-1980 is 
expected to come down sharply to Rs. 69.49 crores 
taking into account the additional expendJture necessi-
tated by the Supplementary Grant. 

The level of this balance is considered to be on the very low 
side. 

During the current year (1982-83) the trend of earnings is 
better than what was expected. This may make it possi-
ble to increase the contribution to the Depreciation 
Reserve F\md to the extent of Rs. 56 crores to meet the 
addittonale~diture out of the fund as a result of the 
Supplementary Grant, Without adversely affecting the 
quantum of dividend payable. '. 

The expenditure from Depreciation Reserve Fund will have 
to be at a considerablv higher level than in 1982-83, as 
also pointed out- bv the Railway Reforms Committee 
keening in view the dire need for soeedin<t up the rehabi-

. litation of crltJeal rallwRV Assets. The exact amount can 
be assessed only when budget eKercises are gone through. 
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.In view .of the above, it is for the consideration of the 
Committee whether the contribution to DepreciatioQ 
Reserve Fund:-

(a) be increased from Rs. 500 crores to Rs. 556 crores iQ 
1982-83; and 

(b) for 1983-84, it may be stepped up suitably keeping in 
view the recommendations of the Railway Reforms 
Committee. 

1>, Development fund 

49. The Railway Convention Committee (1977) in para 11 of 
their Fifth Report had endorsed the recommendation of earlier 
,Committees for continuance of the arrangements to obtain tempo-
rary loans from General Revenues _~_o finance expenditure works 
chargeable to Development Fund in case the fund is not able to 
m~et the expenditure from its own resources. 

50. The present position in regard to financing expenditure out 
IJ)f the Development Fund is as under:-

(i) the cost of all works relating to amenities for passengers 
and other Railway users including additions to existing or 
new works falling within one or more of the categories 
listed for the purpose, irrespective of any monetary limit; 

(ii) the cost of all labour welfare works, falling within one 
or more of the categories listed for the purpose, including 
additions to the existing or new works, estimated to cost 
individually aboveRs. 25-,000; and 

(iii) the entire cost of works costing more than'RB. 3 lakhs 
each, falling within one or more of the eategories listed 
for the purpose, which ara unremunerative, but necessary 
for the improvement of operational efficiency, including 
additions to the exi~ting or new works, 

51. The Railway Convention Committee (1980) in their Third 
"Report presented to Parliament on 18th September, 1981 recom-
mended for raising the limits of Rs. 25,000/- and Rs. 3 lakhs men-
tioned in sub-paras (ii) and (iii) above, to Rs. 1 lakh and Rs. 10 
1akhs respectively. The Committe'2 have further recommended that 
'the expenditure now being incurred on provision of fans and other 
~menitjes in Types 1 and II Railway QlUII'ters costrueted before 
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1-4-1974, amounting to about Rs. 14 crores, be charged to Capitat.~ 
treating it as a new scheme. 

52. The Ministry of Railways have suggested that the present. 
arrangement of obtaining loan from General Revenues to meet 
expenditure chargeable to Development Fund in case of' inadequate· 
or no surplus, may be continued; the interest on such loans being 
charged at the rate applicable to loans given to State Governments 
as recommended by the RCC, 1977. 

53. During oral evidence, the Committee desired to know the· 
interest rate at present chargeable to State Governments; and 
whether loans to Development Fund should also be treated on the-' 
same footing. The Financial Commissioner stated that the current 
rate of interest charged on loans advanced to the State GovernI!lents· 
from the General Revenues was 6.25 per cent with a rebate of 

.0.25 per cent on timely repayment. The Railways are also required' 
to pay interest on the same rates on loans taken from the General' 
Revenues for meeting expenditure chargeable to the Development 
Fund. He suggested that 50 per cent of the Revenue Surplus in. 
a year should be earmarked to offset the liability of the Develop-
ment Fund to the General Revenues and the remaining 50 per cent 
should be set off against the deferred dividend liability. 

54. A further note on the subject furnished by the Ministry of 
Railways is reproduced below:-

''In terms of recommendation No. 19 of the fith Report of' 
the Railway Convention Committee 1977 the net surplus 
available with the Railways after meeting the fo11o-·· 
wing:-

(i) interest due on outstanding Development Fund loan;' 
and. 

(ii) expenditure on works chargeable to Development 
Fund, shall be used for paying Dekrred Dividend' 
Liability. 

The Railways' indebt~dness to the General Revenues was appro-· 
ximately of the order of Rs. 600.94 crores at the end of 1981-82. I1l' 
the Budget Estimates for 1982.-83, it is anticipated that this indeb-
tedness would be Rs. 536.99 crores, comprising:-

:(a) Loans !or Development Fund-Rs. 224.17 crores; and 

\"(b) Deferred Dividend Liability-Rs. 312.BZ crores. 



Considering the magnitude of the outstanding balance on account 
of Deferred Dividend Liability and the extent of surpluses that 
have been generated, it will take quite a long time for the Deferred 
Dividend Liability to be extinguished. It is only then that sur .. 
pluses, if any can be allocated for reducing the outstanding loans 
on Development Fund Account. In the meantime, in the years in 

• which the surpluses are not adequate to meet even the interest 
liability on Developm~nt Fund Account and the expenditure from 
the Development Fund, further loans will have to be obtained for 
the Development Fund thereby increasing the indebtedness on this 
account and the Railways continuing to pay interest thereon year 
after year without any liquidation of the principal amount. 

The arrangements as outlined above, besides ~ffecting Railways' 
finances adversely, do not provide adequate incentive for generation 
of surpluses as there is no immediate financial relief available in. 
the form of reduction in interest burdens. 

Considering that the Deferred Dividend Liability is non-interest 
;bearing, the Central Government Reven~es would stand to gain by 
the present arrangement in ,as much as the non-interest bearing 
liabilities are liqUidated first. However, as pointed out above, this-
arrangement does not in the long run work out favourably for th& 
Railways. To meet the needs of the situation in all fairness it is 
proposed that the net surplus available after meeting the expendi-
ture on works chargeable to Development Fund and interest due 
on outstanding loans under Development Fund, may be apportioned 
as follows in the ratio of 50: 50 for liquidation of:-

(a) Principal amount of outstanding Development Fund loan 
(50 per cent), 

(b) Deferred Dividend Liability (50 per cent). 

The above proposals have been discussed informally with the 
. Ministry of Finance who have no objec:tion to the adoption· of this: 

procedure. 

It is for consideration of the Committee whether the net surplUs-
available with the- Railways after meeting the expenditure on works 
chargeable to Development Fund and interest due on outstanding 
loan under Development Fund shall be appropriated as follows for 
payment of:-

(a) Outstanding amount of loan und$" Development Fund 
(50 per cent). and 

(b) Deterred Dividend Liability (SO per cent)." 
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55 .. The successive Convention Committees from 1949 onwards 

have been insisting on adoption of a rate of dividend applicable to 
the capital invested On the Railways to include an element of contri-
bution to General Revenues over and above the average interest paid 
by Government on its borrowings. 

56. Reiterating this view the Railway . Convention Committee 
(1977) observed as follows (February, 79):-

"The Committee do not see any reason why any departure 
should be made from the sal~tary principle of the Railways 
making a positive contribution to General Revenues over 
and above the interest payable on the capital-at-charge at 
the average borrowing rate of' Government of India. The 
Committee are, therefore, distressed to not.!!' that despite 
substantial growth in the volume of bo~h passenger and 
goods traffic, the modernisation plans undertaken by the 
Railw.nys and th~ considerable increases in freights and 
fares, the net contributions of the Railways· to the natiOln's 
kitty h~sshown a dedining trend over (be years. The 
question. whether the hardenin,g of interest rates Bnd as a 
consequence the increase in cost of Government horrowing 
would justify increase in the dividend rate during the Sixth 
Plan is a matter 011 which the Committee would reserve 
their opinion till the views of the Ministry of Railways get 
crystalised in the final Memorandtuu proposed to be sub-
mitted hy them.* The Committee would only like to point 
out at this stage) tbat if the public see,tor bas to attain the 
commanding heights of ,the economy, it is inescapable that 
the 'nation's largest public undertaking spares no effort to 
generate adequate resources for its development and ex-
pansion. 

The Committee accordi.ngly recommend that the prelSent mode 
of payment of a fixed dividend on the capital invested in 
the Railways as computed annually in lieu of the intel'est 
charges ,plus a small element of contribution to General 
Revenues, may continue in the interest of financial dis-
cipline". 

--------.----:-.---------------------
*Note:-The matter could not be finalised by the Committee due' 

~ dissolution of Lok Sabha in August, 1979. 



57~ The differential rates of dhidend fixed as 4.5 prr cent for pre-
1964 capits1 and 5.75 per cent for the capital invested thereaf~er were 
revised later as 5.5 per cent (inclusive of 1 per cent for payments to 
the States in lieu of passenger fare in: .eotc.) and 6 per cent respeeti. 
vely. Alluding to the need for upward revision of the dividend rate-
again stressed by the Ministry of ·Finance, the Ministry of Railways 
have .,tated that "the sole justification for such increase is th .. • princi-
ple of providing for a net contribution on Railway investments over 
and above the bar,eo in(erest rates. But it may be observed ... that 
right upto 1979-80 the average borrowing rate, though p.rogressive'ly 
increasing from year to ye~r. remained helow th.~ dividend rate of 
6 per cent. It is only in 1989·81, Le., first year of the current Sixth 
Plan that the average borrowing rate cro",&e.d the dividerod rate of 
6 per cent. On the same- principle of relating the dividend rate for 
a segment of Railway capital to the average borrowing rate of Gov-
ernment for the relevant period, which has bee~ accepted by the 
previous Railway Convention Committees, there is therefore, no justi-
ficaHon for increasing the rate of dividend on capital invested upto 
1979...S0 beyond the existing level of 6 per cent. 

58. TheCommiUee are unable to agree- to the position as analysed 
by the Financial Commissioner for Railways in the foregoing para-
graph. The Committee would like to point out that the divid,end rate 
of 6 per cent is applicable only to captial invested after 31st March, 
l~it is the average of the rates of dividend paid on the entire 
capital which has to be compared with the average borrowing rate 
of the Government of lndia. The Committee find that the average 
rate of dividend has consistently fallen short of the average borrow-
ing rate since 1977·7R. The Committ,ee would further like to point 
O'lt that the one per cent extra dividend paid over and above 4.5 per 
cent on capital invested upto 31st March. 19f"{ t'epresent!'i paymentI' 
tothe States in lieu of the passenger fare tax etc. This. on no aceount 
can be considered to be part of th1Z' dividend liability of the Railways. 
As such the average rate of dividend paid by the Railways has fallen 
short of the aVellCe borrowing rate from the year 1972-73. In other 
words, the con.tribution of the Railways to General Reveuue8 bas been 
a negative figure from that year. 

59. The Committee have carefully considered the proposal of the 
Ministry of Railways that in respect of capital invested during the 
Sixth Plan the rate of dividend may be fixed at the average borrow-
ing rates applicable for the period. A~ording to the Ministry,.f 
Railways, "this sU'gIIeStion is made in order to remove any anomalies' 
arising from the difference betWetm the averag. hol'l'OWing rate aDIl 
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tlividend rate during the Plan period". The Ministry have further 
.stated that the question of restoring the principle of "contribution" 
may be considered for the next quinquennium by which time th:re is 
reasonable prospect of Railway finances being in a smoother state. 

60. The proposal thus involves payment of dividend at three dift"'" 
rent rates during the quinquennium 1980-85, viz. 4.5 per cent on 
pre-lOOt! capital, 6 per cent 0'11 capital invened during. 1964-80 and 
the average borrowing rate for the capital invested thereafter (the 
meaJt avera,g-c borrowi.~g rate for the period 1980-85 is estimated to 
be around 6.5 per cent). 

61. The Committee observe that the Ministry's suggestion for 
tempOrary suspension of the principle of divid~d rate including an 
element of contribution would in effect mean going below the ave9lA'e 
interest rate on the capital so far invested in the Railways. The data 
furnished to the Committee shows that if the Ministry's proposals 
were to be accepted, the Railways would pay dividend (excluding 
payment to States) at an average rate of 5.09 per cent in 1980-81, 5.33 
per cent in 1981-82 and 5.48 per cent in 1982·83 (BE) as against the 
average borrowing rate of 6.1 per cent, ".3 per cent, 6.5 per cent and 
6.6 per cent in the respective years. On a rough reckoning, the short-
faU in paying even the bare int,m-est charges on the entire capital-at-
(!harge (Rs. 6096 crores 8& on 31-3-1981) would he of the order of 
B.s. 300 crorcs during the period 1980-85. The Committee are sorry 
to point out that neither the Ministry of Railways nor the Ministry of 
Finance have brought out this fact dearly in the memorandum plaood 
before the Committee. It was left to the Committee to probe and· 

bring out the implications. The Committee expec't that in future, dUe 
caution will be observed in working out the financial implication" of 
the proposals submitted to them. 

62. The Railway's indebtedness to General Revenues stood at 
as. 603.54 crores as on 31st March, 1981 of which over Rs. 197 crores 
represents deferred dividend liability and the balance loans to the 
Development Facl. AI at the end of 1981-82 it stood at Rs. 600.94 
C!rores. Considering ~ unhappy state of Railway finances, and pend-
ing further consideratieD of tbe matter, the Committee suggest that 
purel!y as an interim measure the actual pByment of divid~nd for the 
period. 1980-84 be restricted to the amount worked out applying 
ditferentiaJ rates proposed by the Ministry of Railways andaveed to 
J,y the Ministry of Ftaaaee. 
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Rates of· Dividend for It8O-M. 

63. The Committee accordingly l'eeOmmeod that dividend at the 
''following rates may be paid by the RailwayS to General Revenues 
;for the period 1980--84:- ' 

(i) a rate of 6 per cent.may be adopted for payment of dividend 
on capital invested upto 31-3-1980 (inclusive of 1.5 per cent 
on capital invested np to 31-3-1964 for payment to Stat. 
in lieu of passeD&'er fare tax etc.) 

,<ii) a mean percen.tage of 6.5 may be adopted for payment of 
dividend on the capital invested in the Railways after 
31-3-1980. 

:(iii) the amou.~ts to cover payments to States in lieu\of passenger 
fare tax etc. may be found by computing dividend at 1.5 
per ceDt iDs_d of the existing 1 peir' .cent of the capital 
upto 31-3-1964 less subsidy element out of which as. 23.12 
crores may be passed on to the States in lieu of passenger 
fare tax and the balance utili'led to "'isist the States in 
providing their portion of the resources required for financ-

ing safety works. as at present. Further inere.e .could be 
considel'ed on the basis of the recommendations of the 
Eighth Finance Commission. 

64. The Committee further recommend that the existing dh'idend 
Teliefs and other equitabJ.e. concessions given for calculation of divi-
·dend payable by the Railways to the General Revenues may continue. 
In addition, the Committee agree that entire capital on the ore line 
.(Sambalpur-Titlag~h) instead of 50 per cent thereof may be exempt 
j'r(lm tbe payment of dividend subject to the usual conditions and 
the balances in the various Railway Reserve Funds (except the Deve-
lopment Fund) may carry the same rate of interest at which dividend 
'is actually paid. 

65. In considering tbe dividend payable for the pM'iod 19R0-85 
the Committee are reluctant to depart (rom tbe time-honoured princi-
ple of expecting the Railways to make at least a token contribution to 
the General Revenues over and above the average borrowing rate. 
Tbe Railway Convention Committee (1977) bad suggested that the 
:reliefs in dividend liability should be shown in. the Civil estimates as 
.sped.ftc subsidy from General Revenues to Railway Revenues in order 
-to enable Parliament to appreciate tbe type of opezations of Railways 
which carry SUbsidy and to decide on the continuance thereof from 
'Year to year. Keeping tbis salutary principle in view, the Committee 
reeommead' that the shortfall in paymeat of divid!md to the extent 
of the latenst at the averap bonowina rate OB the entire capital 

,.Ius a toke. c~tributioD. may be sbowa as .. addifllonal subsidy III 
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the estimates presented to Parliament. This could be a grant fotr 
renewals and replacement of aSsets of Railways for the present. The' 
Committee await proposals in tlhis regard before making their final 
recommendation on .the rate(s) of dividend and the quantum of 
subsidy. 

6.6. According to the infOl'lilation: 'submitted to the Committee. the' 
net return on capital-at-charge was 7.3 per cent in 1951-52 as against 
6.12 per cent in 1981-82 expeded to rise to 7.5 per cent ill 1984.85. 
While prima-facie, the projected financial performance of the Railways 
would be better than the earlier performance in absolute 
tenns, the Committee would like to point out that the return rela-
tive to cost of capital is very low. Compared to the position in 1951-52 
when the rate of return was 7.3 per cent vis-a-vis the then' average 
borrowing rate of 3;16 per cent, the projected return of 7.5 per c.flnt 
vis-a-vis ate anticipated borrow;.llg rate of 6.9 per cent in 1984-8./j is 
not at all a matter of gratification. The Committee would stress that 
the Railways should substantially augment their earning capacity 
by subjecting their commercial investment proposals to stricter t·eost 
of remunerativeness commensurate with the constantly rising cost 
of capital, otherwise it is doubtful whether the Railways wilJ he in 
a position to pay dividend even at the bare interest rate in the 
foreseeable future. 

Depreciation Reserve Fund 
67. The appropriation to the Depreciation Reserve Fund during' 

the Sixth Plan (1980-85) is proposed at Rs. 2,100 crores as compared 
to only Rs. 650 crores during the quinquennium 1974-79 According 
to the Ministry, the 'steep increase in exp(',llditure is fully justified 
in view of the serious 8;tuation arising out of thc' heavy !lccumulated 
arrears in renewal and replacem(,,'lt of Railway assets. Appropria-
tions of the order of Rs. 220 crores, Re;. 350 crores and Rs. 500 crMes 
Woere made in the first three years (1980-83), leaving a balance of 
Rs. 1030 crores required during the remaining two years. The Rail-
way Reforms Committee have, broadly assessed the requir.ement for 
the year 1982-83 to be of the order of Bs. 809 crores i.e., Rs. 309 CTores 
more than the amount already budgetted for. The Ministry of Rail-
ways however f-eel that it will be possible to increase the contrihution 
to the Depreciation Reserve Fund to the extent of &s. 56 crores only. 
The Committee have. therefore, no objection to the appropriation to· 
the ~preciation Reserve Fund being raised from Rs. 500 crores to 
'Rs. 558 croresin 1982-83. So far as the next financial year;;. vi1r. 
1983-84, is concerned the Committee have no objection to the contri-
bution .,.. stepped up further keeping in view the assessment of the RaDway Reforms Committee and tbe Railway's capacity to ra_ 
aclditioaal reIOU!'CetI. 
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" 68. In vtew of the increasing incapacity of the Railway to pay 
dividend even at the bare interest rate and the huge replac,e-ment 
cost to be met out of the Railways OWn surplllS.elS at present, the 
Com.mitt~ would await the results of the study of the basis for ap· 
propriation to the Depreciation Reserve Fund before suggesting 
measures to ensure proper fund;.~g for replacement needs without 
diminishing dividenCi UabUity. 

Development Fund .-
69. In a memora.ndum submitted to the Commit!ee, the Ministry of 

Railways have stated that considering the magnitude of th~ Railways' 
indebtedn-c.ss to General Revenues Rs. 600.94 crores at the end of 
1981·82 and Rs. 536.99 crores in 1982-83 (Budget estimates) and the 
extent of surpluses that haVof!1 been generated, it will take quite a lon,g 
time for the deferred dividend liability to be extinguished. Only the 
surpluses accruing thel'eafter can be allocated for reducing the out-
standing loans on Development Fund account. In the meantime, in 
the years in which the surpluses are not adequate to meet even the 
interest liability on Development Fund account a.nd the expendi. 
ture from the Development Fund further loans will have to be 
obtained for the Development Fund, thereby increasing the indebted· 
neSS on tbis account and the Railways continuing to pay interest 
thereon year after year without any liquidation of the principal 
amount. It has therefore been 8ugg,ested that the net surplus avail. 
able after meeting the expenditure on works chargeable to Develop. 
ment Fund and interest due on outstanding loans under DC'Velopment 
Fund may be apportioned in the ratio of 50:50 for liquidation of the 
principal amount of outstanding Development Fuud loan and defer-
red dividend liability .. The implication of this in regard to the interest 
relief that would accrue to the Railways has, however, not been 
brought out. The Committee would therefore like, to consider this 
matter in their final Report. 

70. The Committee however suggest that th'e present arrangement 
of obtaining loan iirom General Revenues to meet expenditure charge-
able to De~lopment Fund in case of inadequate 01' no surplus. may be 
continued, the interest on such loans being charged at the rate appli. 
cable to loa.ns given to StatE! Government's as recommended by the 
Railway. Convention Committee (1977). 

NEW DELHI; 

November 4, 1982 

Kartika 13, 1904 (8) 

D. L. BAITHA, 

Chairman, .. 
Railway Convention Committee. 



APPENDl CJ:;S 



APPENDIX-I 

(Yull para 4: or IntroductiOQ) 

~ Shllll., 1M actioll laklll b, Go",,,,nunl 011 IhI rtCOM1IIIIIIialiolU ufllaiMd In "" Fourlh 
lbJKm of RaiJwf!)I CflTWlnlion C(}mmiUII, IgSo-RatI o/DiolMndfor 198~3 GIIi""" Aneillary 

MaJl4Ts 

, 51. Recommendations/Observations 
No. 

I. The Sixth Five Ycar Plan for the Railways wa. fina-
lised in January, 1981. Although, the Ministry of 
Railways were then aware of the resources available 
for the Plan period. it took them nearly ten months 
to work out and prepare the tentative foreca,ts of the 
financial prospects of the Railway,' during the Sixth 
Plan Period. The committee are unhappy over this 
delay on the part of the Ministry of Railways. . 

:2. The Ministry of Railways should have known in 
October-November, 1981 that it would not be 
possible for them to submit to this Committee be-
C .. the presentation of the Railway Budget for 
IgB2-83 their final me'1lorandutn on payment of 
Dividend by the Railw.lV!l for the Sixth Fivo Year 
Plan Period as a whole. However, it WiU only in the 
middle of January this year' (1982) that they could 
Icnd their Second Interim Memoralldumcontaining 
their suggestion in regard to the payment of Dividend 
for the year IgS2-83' This left little time for the 
Committee to properly comider the Memorandum 
and submit a report to Parliament well before the 
presentation of the Railway Budget. The Com-
mittee recall that la,t ~ar a1~0 the Interim Memo-
randum was received very late and they were obliged 
to face a similar .ituation. The C'.ommittce regret 
this Ia~e on. the part of the .Ministry or Railways 
and hope that it woulct not be repeated hercaf\cr. 

3. The Committee have no objection to Dividend being 
paid by the Railways during 198~-83 at the Rates 
and with the conditions and concessions recommen-
ded by the Railway Convention Committee (1977) 
for the year IMg-8o in their Fifth Report to ParlIa-
ment and adopted by the Lok Sabha and ~ya 
Sabha on the 19th and $17th March. 1979 respectively 
subject to the following special provision for tho year 
198$1-83, namely:-

Ca) the contribution 10 the D~precialion Reserve 
Fund· and pilniion fund durin,~ 198$1-83 may 
be Ra. 500, crorcs- and R,. 150 crores respec-
tively; 

39 

Action taken by Government 

It is submitted that finalisation or 
fareca.ts of the financial pros. 

peets needed leveral discussion~ 
with the Ministry of Finance 
and consequently re-working 
of the exercises. All these 
Pfoceues were time cona~ 
aDd hence the delay which IS 
regretted. 

The obscrvationll of the Commit-
tee are noted. AU the 16 
Memoranda, including the 
Memorandum on the Review 
of the rate of Dividend payable 
by Railways to General Re-
venues, have since been sub-
mitted to the Committee. 



SI. 
No. 

-

(b) 

40. 

Recommendations/Obervationa 

in the case of tcmporay borrowings from the 
General Revenues for meeting the expendi-
ture chargeable to development Fund, rate of 
interest may continue to be the same, as 
recommended by the Rca (1977) in para-
graph 110 of thelr FifUt Report, namely, "the 
rate applicable to loans given to State Gov-
ernments" (currently 6. 25 per cent with a 
rebate ofo.25 per cent for prompt payment); 
and .~ 

(c) the R.te of Dividend. conditions and concessions 
aDd the rates of contribution to DRF and PF 
hereby made applicable to the year 1982-83 
are of an interim nature and subject to such 
alterations as may be recommended by the 
Committee in their final report for the Sixth 
Five YcarPlanpcriod (1980-85) as.whole. 

Action taken by Government 

----
Accepted and implemented ill 

the Railway Budget for IgSa-
8S· 
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APPENDIX-D 
(Vide para 5 of Introduction) 

Summary of ReCommendations/Observations 

Reference to 
Para of Report 

2 

Recommendations/Observations .. 

3 
-----_. -------- -.-.--.---------

1. 55 

2. 56 

The successive Commission Committees from" 
1949 onwards have been insisting on adoption 
of a rate of dividend applicable to the capital 
invested on the. Railways to include an element 
of contribution to General Revenue over and' 
above the average interest paid by Government 
no its borrowings. 

Reiterating this "iew the Railway Convention-
Committee (1977) observed as follows (Febru-
ary, 79):-

"The Committee do not see any reason why· 
any departure should .be made from . 
the salutary prinicple of the Railways. 
making a positive contribution to 
G<?neral Revenue over and above the' 
interest payable on the capjtal-at-
charge at the average borrowing rate 
of Government of India. The Com-
mittee are, therefore, distrssed to 
note that despite substantial growth 
in the volume of both passenger and . 
goods traffic, the modernisation plans 
undertaken by the Railways and the 
considerable increase in freights and' 
fares, the net contribution of the' 
Railways to the na!ion's kitty has: 
shown a declining trend over the' 
years. The question whether the· 



1 

. 3. 

---------------------------------~,-
2 

57 

3 

hardening of interest rates and as a 
consequence the increase in cost of 
Government borrowing would justify 
increase in the dividend rate during 
the Sixth Plan is a matter on which 

.l the Commi ttee would reserve their 
opinion till the views of the Ministry 
of Railways get crystalised iQ. the final 
Memorandum proposed to be submit-
ted by them·. The Committee would 
only like to point out at this stage that 
if the public sector has to attain the 
commanding heights of the economy, 
it is inescapable that the nation's 
largest public und~rtaking spares no 
effort to generate adequate resources 
for its development and expansion. 

The 'Committee accordingly recommend 
that the present mode of payment of 
a fixed dividend on the capital invest-
ed in the Railways as computed 
annually in lieu of the interest char-

. ges plus a small element of contribu-
tion to General Revenues, may conti-
nue in the interest of financial 
discipline" . 

The differential rates of dividend fixed as 
4.5 per cent for pre-19M capital and 5.75 per cent 
for the capital invested thereafter were revised 
later as 5.5 per cent (inclusive of 1 per cent for 
payments to the States in lieu of passenger fare 
tax etc.) and 6 per cent respectively. Alluding 
\io the n~ for upward revision of the dividend 
rate again stressed by the Ministry of Finance, 
the Ministry of Railways have stated that lithe 

"""'Note:-The matter, could not be finalised by the Committee due to 
dissolution of Lok Sabha in August, 1979. 
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sole justifl.eation for such increase is the princi 
pIe of providing for a net contribution on Rail-
way investments over and above the bare inte-
rest rat~. But it may be observed ... that right 
upto 1979-80 the average borrowing rate, though 
progressively increasing from year ~o year, re-
mained below the dividend rate of 6 per cent. 
It is only in 1980-81, ie. first year of the current 
Sixth Plan that the average borrowing rate 
crossed the d:vidend rate of 6 per cent. On the 
satne principle olrelatiitg ,the dividend rate for 
a segment if Railway capital to the average 
borrowIng rate of Gowrn.rUent fOr the relevant 
oeriod. which has i>eenaceepted by the previous 
RailwayConventionCommlttees, there is there-
fore, no justificatl0nforincreasing the rate of 
dividend on capital invested upto 1979-80 beyond 
the existing level of 6pec cent. 

4. 68 The Committeear'e unable to agree to lth, 
position as analysed by the Financial Commis-
sionerfor 'RailWays in -'tHe 'foregoing paragraph. 
The ConUnittee wouldlik~ 'to point out that the 
idivitl'end ratE'~ of 6 per ~t is applicable only to 
capital Jnvestedafter 31'5t March, 1964-it is tbe 

. 'aV'era~'of the rEit~bI ·dt~den.d paid on the 
entire -capital which ch'S's 10 be compared with 
the averag .. borrowing rate of the GOVE'rnment 
of India. The Committee find th&l the aveIige 
rate of dividend haseOl18Mently fallen short of 
the average borrowittgtiaf,p since 1977-70. The 
Committee would further 1ike'to point out that 
the one per cent 'eXfra 'BftJidend paid over and 
above 4.5 ~r cent ·-tnt c8J)ftal invested upto 31st 
March, 1964 represerltS ·p;aymef\.ts to the states 
'in neu of the pass-en~er lare tax etc. This. on 

-!Je account can be con8f&red to be part of 
the ditridendliaMlity of -the R'lilw8VS. As such 
the average raterJf divtd_~bd paid by the Rail-
ways has fallen shdrt 'of lfhe av~rage borrowing 

¥ rate from the year itgn;.73. In other words. the 
-........,.~.----------.. '------



1 

59 

._,) 

6. 60 

1:' 

T .. 

, I 

. \. 

-~----,. ,-_. 

2 3 

contribution of the Railways to General Reve-
nues has been a negative figure from ~t year, 

The Committee have carefully considered 
the proposal of the Ministry of Railways that in 
respect of capital invested during the Sixth Plan 
the rate of dividend may be fixed at the average 
borrowing rates appl:cable for the period. 
According to the Ministry of Railways, "this 
suggestion is made in order to remove any ano-
malies arising from the difference between the 
average borrowing rate and dividend rate during 
the ,Plan period". The Ministry have further 

. stated that the question of restoring the princi-
ple of "contribution" may be considered for the 
next quinquennium by which time there is rea-
sonable prospect of Railway finances being in a 
smoother state. 

The proposal thus involves payment of divi-
dend. at three different rates during the quin-
quennium 1980-85, viz. ,4.5 per cent on pre-1964 
capital, 6 per' cent on capital invested during 
1964-a,O and the average borrowing rate for the 
capital' inveSted . thereafter (the mean average 
borrowing rate for the period 1980--85 is esti-
mated to be around 6.5 per cent). 

The Committee observe that the Ministry's 
suggestion for temporary. susp~nsion of the 
prinCiple of dividend rate including an element 
of contribution would in effect mean, going be-
low the average interest rate on the capital so 
far invested in the Railways. The data fur-
nished to th~ CommJttee shows that if the 
Ministry's Ptopos~s were to be accepted, the 

. Railways would. pay . .c~ivi~nd (excluding pay-
ment to States) at an average rate of 5.09 per 
cent in 1980-81. 5.33 per cent in 1981-82 and 5.48 
'per cent in 1M2-S3 (BE) as against the aVera!7a 

borrOwing f?te 'of .6.1 . p~rcent. 6.3 per cent, 6.5 

------- .... .-.-, - ----
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8. 62 

9. 63 

per cent and 6.6 per cent in the respective years. 
On a rough reckoning, the shortfall in paying 
even the bare interest charges on the entire 
capital-at-cbarge (Rs. 6096 crores as on 31-3. 
1981) would be of the order of Rs: 300 crores 
during the period 1980-85. The Committee are 
sorry to point out that neither the Ministry of 
Railways nor the Ministry of Finance have 
brought out .this fact clearly in the memorandum 
placed before the Committee. It was left to the 
t:omrruttee to probe and bring out the implica-
tions. The Committee expect that in future, due 
caution will be observed in working out the 
. mnandal implications of the proposals submitted 
to them. 

The Railway's indebtedness to General Reve-
nues stood at Rs. 603.54 crores as on 31st March, 
1981 of which over Rs. 197 crores represents de-
ferred dividend liability and the balance loans 
to the Development Fund. As at the end of 
1981-82 it stood at Rs. 600.94 crores.' Considering 
the unhappy state of Railway finances, and 
pending further consideration of the matter, the 
Committee suggest that purely as an interim 
measure the actual payment of dividend for the 
period 1980-84 be restrict~d to the amount 
worked out applying differential rates proposed 
by the Ministry of Railways andaiE'eed to by . 
the Ministry of Finance. 

Rates of Dividend tor 1980-84 

The Committee accordingly recommend that 
dividend at the fonowing rates may be paid by 
the Railways to General Revenues for the period 
1980-84:-

(1) a rate of 6 per cent may be adopted 
for payment of dividend on capital 

, invested upto 31-3-80 (inclusive of 1.5 
per cent on capital invested upto 
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10. 

11. 65· 

31::-3-64, fol' payment to States in lieu 
of ~enger fate tax etc.) 

(U) a mean percentage of 6.5 may }:>e 
adopted for payment of dividend on 
the capital invested in the Railways 
after 31-3.1980. 

(iii) the amounts to cover payments to 
States in Heu of passenger fare tax 
etc. may be· found by computing divi-
dend at 1.5 per cent instead of the 
existing 1 per cent of the capital upto 
31-3-1964 leSs subsidy element out of 
wh ·Oft· &. 23,12. crores may be passed 
on to the States. in. lieu of passenger 
fare tax an 1 the balance utilised to 
assist the States in providing their 
portion of the resources required for 
financing safety works as at present. 
Further increase could be cons;dered 
on the basis of the recommendations 
of the Eighth Finance Commission. 

The· Committee further recommend that the 
~ing dividend· reliefs and other equitable 
concessions given for calculation of dividenrl 
payable by the Railways to the General Reve-
nues may continue. In addition, the Committee 
agree that, entire capital on the ore line (Sambal· 
pur-Titlagarh) instead of 50 per cent thereof 
may be exempt from the payment of dividend 
subject to the usual conditicms and the balan-
ces in the various Railway; Reserve Funds 
(except the Development F!und) may carry the 
same . rate of interSilt at which dividend is 
actually paid. 

In considering the__ dividend payable for 
period 1980-81 the Committee are reluctant to 
depart· froQl the time-honoured principle of ex-
pecting the Railways to make at least a token 
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oontdbution to the· Gener.a1 Revenues over and 
above the· average. borxQwin& .:rate. The Railway 
Convention Committee (1977) had suggested 
that the reliefs in divldend liability should be 
shown in the Civil estimates as specific lubsldy 
from GeAeral Revenues,to Railway Revenues in 
order to enable Parliament to appreciate the type 
of operations of Railways which carry subsidy 
and to decide on the contip.uance thereof from 
year to year. Keeping this salut¥y principle 
in view, the Committee recommend that the 
shortfall in payment of dividend to the extent 
of the interest at the average borrowing rate on 
the entire capital plus· a token contribution may 
be shown all an additional' 8lIbsidy i~ the estI-
mates presented to Parliament. This could be 
a grant for renewals and replacement of assets 
of Railways for the present: The Committee 
await proposals in this regard' before maldng 
their final recommendation on the rate (s) of 
dividend' and the quantum of- subsidy. 

According to the informatkm submitted to 
the Committee, the net. return on capital-at-
charge.was 7.3 per. cent jn,195U2 as against 6.12 
per cent in 1981-82 expected.to.rise to 7.5 per cent 
in 1984-85. While prima-facie;,the projected finan-
cial performance of the Railw8if WQuid be better 
than the earlier ~Ol'mance_.u.- absolute terms, 
the Committee wouldlike.·to.t*nt out that the 
return relative to cost of_ capital is very low. 
Compared:.to-the position .. in.JQ61-52 when the 
rate of return was, 7.3 per cent.vis.a-tri8 the then 
average borrowing rate of 3.16 per cent, the 
projected retum·of 7.5 per cent w.cz.vi.9 the anti-
cipated borrowing r8~. of; 6.9, _ cent in 1984-85 
is not at alia matter of .gratiflcation. The Com. 
mittee would stress,. that the. Railways should 
substantially augment ·their earning capacity by 
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subjecting their commercial investJncnt ~ropo
saJs ~ stricter test of remunerativeness commen-
surate with the constantly rising cost of capital; 
otherwise it is doubtful whether the Railways 
W1llbe in a posHio:} t') pay dividend even at the 
bare interest rate in the foreseeable future. 

Depreciation Reserve Fund 

The appropdation to the Depreciation Re-
serve Fund dur~ng the Sixth Plan (1980--85) is 
proposed at Rs. 2,100 crores as compared to only 
Rs. 650 crores, during the quinquennium 1974-
79. According to the Ministry, the steep increase 
hi expenditure is fully justified in view of the 
serious situation arising out of the heavy accu-
mulated arrears in renewal and repla~ment of 
Railway assets. Appropriations of the order of 
Rs. 220 crores, Rs. 350 crores and Rs. 500 crores 
were made in the first three years (1980-83), 
leaving a balance of 1030 crores required during 
the.remaining two years. The Railway Reforms 
Committee have, broadly assessed the require-
ment for the year 1982-83 to be of the order of 
Rs. 809 crores I.e. Rs. 309 crores more than the' 
amount already budgeted for. The Ministry of 
Railways however feel that it will be possible 
to increase the cbntribution to the Depreciation 
Reserve Fund to the extent of Rs. 56 crores only. 
The Committee have therefore no objection to 

. the appropriation to the Depreciation Reserve 
Fund being raised from lis. 500 crores to R8. 558 
crores in 1982-83. So far as the next financial 
year, viz. 1983-84, is concerned, the Committee 
have no objection to the contribution being 

i ' stepped up further keeping in view the assess-
-: ment of' the Railway Reforms Committee and 

the rotilway's capacity to raise additional resour-
Ces. 
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In view of the increasing incapacity of -the 
Railways to pay dividend even at the bare inte-
rest rate and th~ huge replacement OJst to be 
met out of the Ra:Iways own surpluses at pre-
sent, the Committee would await, the results of 
the study of the basis for appropriation to 'the 
Depreciation Reserve Fund before suggesting 
measures to ensure prop~r funding for replace-
ment needs without dirtlinish:ng dividend lia-
bility. 

Development Fund. 

In a Memorandum submitted to the Com,;. 
mittee, the Ministry of Railways have stated that 
considering the magnitude of the Railways' in-
debtedness to General Revenue (Rs. 600.94 crores) 
at the end of -1981-82 and Rs. 536.99 CT(\res in 
1982-83 (Budget estimates) and the extent of 
surpluses that have been generated, it will take 
quite a long time for the deferred dividend lia-
bility to be' extiniuished, Only the surplWJe$ 
accruing thereafter can be allocated fClrreducin(t 
the outstanding loans on Development Fund 
account. In the meantime, in the years in whicb 
the· surpluses arc:? not ~df'quate to meet even the 
interest liability on Devel .. mm~nt Fund Account 
and the expenditure {rom the Develppment 
Fund. further loan!': will have to be obtain~d for 
the Development Fund, thereby increJasinv. the 
indebtedness on this account and the Railways 
continuing to pay interest thereon year after 
year without any liquidation of t~ princinal 
amount. It has therefore been suJl~sted thllt 
the net surplus available after. meetiUl' the ex-
nenditure on work!'; ch~r~eable to Developmpnt 
Fund ~nd ;nterE~!!t tine on outstandfnl!' Joans 
under Development Fund mavbe'lIt:morti()neti in 
the ratio of 50: 50 for liC/l1id$lt'on.of th .. nrincipal 
amount of out!'lhmdinrr Df:!vploprnlllnt Ful1~ ''''''In 
and deferred d'ividenrl 1i:'lbilitv:. The implicRtil''' 

------- .'.----- .... _ ... _.- . __ ._-----
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ofthls in regard to the interest relief that would 
a~e \0 'the Railways has however not been 

"brought oUt. 'The 'Comrttittee would therefore 
like to col'lSider this matter in their final Report. 
. The Committee however suggest that the 
.present arrangement of ·obtaining loan from 
General Revenues to meet expenditure charge-
able to Development Fund in case of inadequate 
or no lurplus, may be .continued, the interest on 
such loans being charged at the rate applicable 
to loans given 10 'Stale ~Governments as recom-
mended by the Railway Convention Committee 
(1977). . 
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