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INTRODUCTION

I, the Chairman of Railway Convention Committec (1991), having been
authoriscd by the Committcc to submit the Report on their behalf, present
this Ninth Rcport on thc Ratc of Dividend payable by thc Railway
Undcrtaking to the General Revenues and other ancillary matters for the
financial ycar 1995-96.

2. The Ministry of Railways in consultation with thc Ministry of Finance
had submitted on 2nd January. 1995 the Fourth Intcrim Mcmorandum for
the considcration of the Committce. The Committce at thceir sitting held
on 1Ist Fcbruary, 1995 considered this Mcmorandum and decided to take
cvidence of the represcntatives of the Planning Commission, thc Ministry
of Financc and thc Ministry of Railways on 2nd Fcbruary, 1995.

3. After considcring the view point put forward by thc Planning
Commission and thc Ministry of Financc alongwith thc arguments includ-
ing the supplementary notc given by the Ministry of Railways on the
subject and kceping in view the average borrowing rate, the Committec
have reccommended. purcly as an interim mcasurc, that the capital invested
on the Railways upto 1952 may bc trcated as ‘dividend frec’ and the
dividend for the ycar 1995-96 to General Revenues on the remaining
capital invested thercafter be paid at the ratc of 7% irrespective of ycar -of
investment, inclusive of the amount that was payablc by the Railways to
the Genceral Revenuces for payment to States as grant in licu of passcnger
farc tax and contribution for assisting thc Statcs for financing safcty works
during the ycar 1994-95.

4. The Committee have also found that there has been a reverse flow of
funds sincc 1993-94 onwards. Thie Ministry of Railways had to pay
Rs. 1299 crorcs and Rs. 1372 crorcs as dividend liability during 1993-94
and 1994-95 respectively against the Budgetary support of Rs. 960 crorcs
and Rs. 1150 crorcs during the same period. The Ministry of Railways
have also to rccover an amount of Rs. 1095 crorcs from the various Statc
Elcctricity Boards as on 30th November, 1994. Kceping in view the above
facts and the resource crunch faced by the Railways and the inability of the
Financc Ministry and thc Planning Commission to makc availablc the
nccessary funds, thc Committee have rccommended that the Railways
should decide the quantum of dividend that can be paid during 1995-96
and thc balance amount of dividend. if any, be trcated as a deferred
dividend liability on which no interest shall be charged. The amount of
deferred dividend liability may be cqual to or less than the amount due to
the Railways from the various State Electricity Boards.

(v)
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The Committec havc also recommended that the amount rccoverable
from State Electricity Boards ctc. should bc adjustcd from their future
power tariff bills. They have also dcsircd the Finance Ministry and the
Planning Commission to cxamine whcther thc outstandings against thesc
State Electricity Boards could be adjustcd against thc Central assistance to
States and the amount so realiscd could be creditcd to thc Railways.

5. The Committee considcred, finaliscd and adopted this intcrim report
on ‘Ratc of Dividend for 1995-96 and other ancillary mattcrs’ at their
sitting held on 6th March, 1995. The minutes of the sittings of che
Committee held on 2nd February, 1995 and 6th March, 1995 from Part II*
of the Report.

6. A statement containing recommendations and conclusions of the
Committec is appended to this Report at Appendix-V. For facility of
reference these have been printed in thick type in the body of the Report.

7. The Committee would like to express their thanks to thc rcpresen-
tatives of the Planning Commission, Ministry of Finance (Department of
Economic Affairs) and the Ministry of Railways (Railway Board) for the
cooperation extended by them in giving information to the committce.

New DEeLHI; M. BAGA REDDY,

March 13, 1995 Chairman,
Railway Convention Committee.

Phalguna 22, 1916 (S)

°Not printed. A copy of the Minutes laid on the Table of both the Houses and five
cyclostyled copies placed in the Parliament House Library.



REPORT

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

2. Dividend to General was paid at 6 per cent on the capital invested in
Railways prior to 1980, excluding Mctropolitan Transport Projects, upto
31.3.1980 (inclusive of payment to States in licu of passenger fare tax) and
6.5 pcr cent on capital invested thercafter. For the year 1993-94, the rate
of dividend was paid at the rate of 7% on the entire capital invested on
Railways, irrespective of the year of investments (inclusive of payment to
States in licu of passenger fare tax).

3. Based on an interim memorandum submitted by the Ministry of
Railways on 12 January 1994, the Railway Convention Committee (1991)
had made certain interim recommendations in regard to the rate of
dividend for thc year 1994-9S and other ancillary matters in their Fifth
Report presented to Lok Sabha on 23 February 1994 and laid in Rajya
Sabha on the same day. The resolution approving the recommendations
made in paragraphs 27, 28, 29, 30, 31 & 34 on the Fifth Report was moved
in Lok Sabha on 25 April, 1994 by the Minister of Railways and the same
was adopted on 26 April 1994.

4. The Railway Convention Committee (1991), in their Fifth Report,
gave an interim recommendation that dividend to General Revenues and
the subsidy from the General Revcnues to the Railways may be computed
for the year 1994-95 at the rate of 7 per cent on the entire capital invested
on Railways from the General Revenues irrespective of the year of
investmcents, inclusive of the amount that was payable by the Railways to
General Revenues for payment to States in licu of passenger fare tax and
contribution for assisting the States for financing safety works during the
year 1993-94. The Committee also recommended that the concessions
available to Railways viz. dividend on Residential Buildings, New Lines,
Subsidies from Gencral Revenues, etc. might also be allowed on the
existing basis, provisionally, while framing the Budget Estimates for
1994-95. These interim rccommendations were made, pending final recom-
mendations of Railway Convention Committee.

S. The recommendations contained in the Fifth Report of the Railway
Convention Committee (1991) and action taken by Government thercon

are at Appendix-I.

Guiding Principle of Rate of Dividend

6. The first Convention Committec was set up after Independence in
April, 1949. One of the basic principles enunciated by this Committce was
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the fixation of definite rate of dividend which included an element of
contribution to the General Revenues over and above the bare interest
paid by the Government on the capital provided for Railways. This
principle was enunciated on the consideration that, in essence, the general
tax payer is the owner and sole share holder of the undertaking.

Capital-at-charge of the Indian Raillways

7. The capital-at-charge of the Indian Railways has increased from
Rs. 850 crores in 1951-52 to Rs. 21,809 crores in 1994-95.

Dividend Paid

8. The annual dividend payable to General Revenues used to be less
than Rs. 100 crores till 31.3.1964 but increased to Rs. 1,296 crores by
1993-94 (year-wise details arc given in Appendix-II). Thus, in all, the
Railways have paid to the General Revenues an amount of Rs. 13,272
crores as dividend from 1950-51 to 1993-94. This forms 60.85 per cent of
the Capital-at-charge of Rs. 21,809 crores. The dividend payable for
1994-95 (Revised Estimate) is yet to be finalised.

The Proposal regarding Dividend Payable to General Revenues

9. In their Fourth Interim Memorandum dated 2.1.199S, the Ministry of
Railways have made the following submission:

“The earnings of the Railways in current year have so far fallen short
of the budgeted expectations. Approximates to end of
September, 1994, show a shortfall of Rs. 291 crores (as compared to
proportionate targets) in Goods earnings, mainly due to drop in core
sector traffic partly offset by increase of Rs. 151 crores in Passenger
carnings.

Besides, the cost of borrowing from the market has also gone up
substantially. Instcad of the tax-free bonds that used to be floated
with a coupon ratc of 9%, IRFC now have to issue tax-free bonds at
the rate of 10.5% and taxable bonds at a rate, as high as 16%. This
involves a payment of around 21% of lease charges to IRFC. In 1994-
95, IRFC is required to raise a sum of Rs. 1050 crores. From the
market consisting of tax-frce bonds of Rs. 500 crores at 10.5% rate of
interest and Rs. 550 crores of taxable bonds carrying 16% rate of
interest. Obviously, the Railway Finances have been put under heavy
strain due to the costly market borrowings. It is needless to say that
the Railways have to resort to such costly market borrowings due to
the fast dwindling budgetary support. The Budgetary support from
General Exchequer to Railways has dcclined from 75% in the Vth
Plan to 58% in the VIth Plan to 42% in the VIIth Plan and to 19.8%
in the VIIith Plan”.



10. Appreciating this, the RCC (1991) in para 35 of their Fifth Report
had recommended:

“Keeping in view the high intcrest rate, the Committee feel that it
would not be possiblc for the Railways to resort to market borrow-
ings during 1994-95. They, thercfore, recommend that the budgetary
support, which has come down from 75 per cent in the Vth Plan to
14.8 per cent in the current year (1993-94), need to be increased
substantially. The Committce, therefore, desire that the Ministry of
Finance and the Planning Commission should look into this aspect”.

11. The above matter was taken up by the Ministry of Railways with
Planning Commission and Ministry of Finance. The following vicws of
Planning Commission, which also have been endorsed by the Ministry of
Finance, were furnished by the Ministry of Railways in their Interim
Mcmorandum:

“The Budgetary support approved for 1994-95 at Rs. 1,150 cr. is
about 20% higher than the amount (Rs. 960 crores) approved for
1993-94. The quantum of Budgetary support depends on the overall
resource position of the Central Government; and allocations to -
individual Ministries is made keeping in view their needs and relative
priorities.”

12. In this conncction, the Adviser (SP), Planning Commission, stated

during cvidence as under:

“It is a fact that the budgetary support for the Railways has been
declining. I was looking at the old figures fromm 1985-86 to 1994-95
and I found that cxcept for three years, that is, 1989-90, 1990-91 and
1993-94, every year the budgetary support has been increased year to
year. As compared to other Ministries, the budgetary support to the
Railways has not gone down as substantially as in the case of other
public sector undertakings. I would like to submit before the august
Committee to consider this point. However, I know the Committee is
fully aware of the tight resource position as also the change in the
position so far as the commercial undertakings are concerned.

In the Eighth Plan document of the Railways, emphasis has been
given on higher level of productivity, so that higher internal resource
generation could be improved. I have indicated to you the actual
results.”

13. Elaborating the point further, the Adviser (State Plan), Planning
Commission, submitted the following during evidence:

“The Railways' Eighth Plan for 1992-97 was fixed at Rs. 27,202
crores at 1991-92 prices. At thag time the budgetary support was fixed
at Rs. 5375 crores and the internal budgetary resources, extra
budgetary resources were Rs. 21,827 crores. If you take the Budget
Estimates for 1992-93, 1993-94 and 1994-95, you will see that internal
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resources for those three years were at Rs. 18,725 crores which is
68.8 per cent of their Plan outlay, which is somewhat higher than the
normal rate of 60 per cent. In real terms at 1991-92 prices it comes to
Rs. 15726 crores, that is, 57.8 per cent, which: is little less than 60%.

If you come to budgetary support, out of Rs. 5375 crores in the
first three years they have got Rs. 4045 crores which is as high as 75.3
per cent. In normal terms, it is much more than the requirement. In
real terms, for these three years 1992-95, it comes to Rs. 3465 crores,
that is, 64.5 per cent. In other words, wherecas in real terms the
Railways have got a Plan of 57.8 per cent of the total Eighth Plan
outlay for the first three years, so far as the budgetary support is
concerned, they have consumed as much as 64.5 percent. So, this
could indicate that what was anticipated at the time of finalisation of
the Eighth Plan, regarding Railways’ share of budgetary support, as
also extra budgetary resources, the Railways have drawn more on
budgetary support than what was anticipated.”

The witness added:

“We are aware of the recommendations of the hon. Committee about
the Planning Commission providing higher budgetary support to the
Railways. This recommendation was reccived at a time when the
1994-95 Plan discussions were already over. So, for the Annual Plan
for 1995-96 for which discussions are yet to take place at Member-
Secretary’s level, they will certainly take note of the observations of
the Committee for this. But I would like to mention here that the
reduction of budgetary support in the Eighth Plan has been a part of
the general Government policy. The budgetary support to the Plan
outlay of Central Public Sector Undertakings, taken as a whole, was
around SO per cent at the beginning of the Seventh Plan and now it
has come down to 14 percent in 1994-95. So, this is a part of the
overall picture and on the basis of the figures which I have mentioned
to you just now, it does not appear to us that the Railways on this
account have been more unfairly treated than the others.”

In this connection, the Ministry of Railways stated:

“Various Committees viz. RFFC, Consultative Committee of Mem-
bers of Parliament attached to the Ministry of Railways and RCC
have recommended higher budgetary support to Railways keeping in
view the high cost of market borrowings. But the Ministry of Finance
and Planning Commission have not indicated any proportional
increase in the budgetary support to Railways. The Ministry of
Railways feels that there is a case for higher budgetary support from
the General Revenues keeping in view the high cost of market
borrowings and non-payment of Railways’ dues by the State Electri-
city Boards and NTPC. As on 31.8.94, Rs. 1093 cr. are recoverable

~ the ©*+ - Electricity Boards. The Railway finances are thus
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under great strain. The percentages of components of Railways’
Annual Plan 1994-95 are: Railways’ internal resources (66%), bonds
raised by Indian Railway Finance Corporation (16%) and budgetary
support provided by General Revenues (about 18%). There does not
seem to be any more scope in the Railway system to raise the level of
internal resources. Unless the budgectary support is substantially
cnhanced, Railways may not be able to. invest adequately for the
development of infrastructure, which, in turn, will result in con-
straints to higher economic growth.”

14. On the issue of budgetary support, the Chairman, Railway Board,
deposed as follows before the Committee:

“This year we havc formulated a Plan which would cost about
Rs. 7,500 crores. We have presented this Plan to the Planning
Commission and perhaps tomorrow when we are scheduled to meet
the Chairman, Planning Commission we will come to a conclusion on
this. We have presented to the Planning Commission that through
the internal resources we can gencrate funds to the extent of
Rs. 5,000 cr. This would leave us with a resource gap of Rs. 2,500 cr.
The issues which are to be addressed today are as to how we are
going to bridge this gap. If the budgetary support is not forthcoming
and if we are not able to raise the resources other than from the
traditional resource areas, then there will be not other alternative but
to prune this plan. This would not be desirable because whatever we
do today, would ultimately have an adverse reaction on thc economy
as a whole after three years. Keeping 1997-98 in view such pruning of
the Plan would not be desirable. The economy is in upswing. We
have felt the pressure of economic growth during the current busy
season wc are in, and I for myself, feel that this is a very momentous
hour when we have to see very seriously as to how much investment
should be made in infrastructure and its development so that the
future transport requirement of the country could be met.

We have gone through this particular feature of reduced budgetary
support. We could sustain that because in the earlier years we had
built up that capacity to deal with the traffic requirements. We felt
that even though we were surplus in our capacity in the last two years
yct we have totally sustained the growth by cating into the surplus
capacity which was gencrated three years ago. Now, if this situation is
allowed to perpctuate for another two years, then we would be lef
with no surplus”.

15. As per Allocation of Business Rules, only the Ministry of Financt
can raise moncy on behalf of the Government. Because of that in 1986 th«
Railways went to the Cabinet and created Indian Railway Financ
Corporation (IRFC) for raising resources which could not be provided b:
the Government to them from thc open market.



16. In this connection, thc Secrctary, Ministry of Finance clarificd the
position further as under:—

“They were allowed as a device recognizing the very special character
of the Railways and also rccognizing that it was the only way the
Government could give finance to the Railways. It was mechanism to
cover non-budgeted necd for funds. It is not case where the Railways
will borrow and usc the funds for paying salaries and covering current
expenditurc. The IRFC can bc uscd to fund the railways investment
programme and also procure and pass on cquipment to railways on
payment of a leasing charge given the statutory difficulty in railways
raising funds dircctly. Recognising that the railways nced investment
funding unlike Government departments which do not requirc invest-
ment funding, this is. to my mind, a compromisc and it docs not hurt
or endanger the systcm. Thercfore, we have no objcction to it. If the
railways wish to offer dircct railway bonds and if it were felt desirable
to convert it into a corporation, this can be possible othcrwisc, it is
not going to bc possiblc. Finance can raisc moncy on behalf of the
Government. Becausc of that in 1986 we went to the Cabinct and
crcated this Indian Railway Finance Corporation for raising rcsourccs
which could not be provided by the Government to us from the open
market. So, the steps have alrcady been taken.”

17. In this conncction, the witness pointed out the following disadvan-
tages faced by thc Ministry of Railways:

“The Government gives at 7 per cent. But, whatever we raisc
through IRFC is in thc market at an overall rate of 16.5 per cent to
17 per cent. So this is rcally high cost finance compared to the other.
Thercfore, there is a limit to thc amount of money we can raisc.
Market conditions arc good in ccrtain ycars and not so good in
certain others. For ecxample, in October and November, we can raisc
any amount of funds.”

18. As loans uscd to be raiscd by the Government previously for specific
purpose of railways and at present, borrowing through Indian Railway
Finance Corporation (IRFC) has created complicated problems rclating to
lcasc charges, taxation, accounting, ctc., the Committce asked whether it
was not desirable that thc Ministry of Finance should themselves act as the
fund raising agency to attract morc rcsources for the railways and railways
should, in turn, be responsible for scrvicing these loans including rcpay-
ment.

The Finance Secretary replied:

“As far as the IRFC is concerncd, the whole purpose of creating as a
vchiclc was to enablc thc Railways to gct away from having
budgctary support. What the Corporation is to do is that they borrow
and then service the loan. It is a form of financing from the market.
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Essentially what it mcans is that the Railways have to pay instcad of
interest charges, Icase financing charges to the IRFC. It is a
mcchanism that enables the Railways to tap the market. The
alternative would bc for us to bear the cost and pass it on to the
Railways at 7% dividend ratc, which means subsidy. We do not feel
that the budget can bear any additional subsidy on this count. The
point whether the Financc Ministry should act as a fund raising
agency, I would respectfully submit that it should not”.

19. As rcgards raising funds directly by the Railways, the Finance
Secrctary deposed:

The real issue is that railways are not able to directly borrow from
the market. But, as I mentioned earlier, the IRFC is a legal device to
cnable them to achieve this objective. I think there are statutory
problecms on whether the railways can borrow directly or not. There
is a way of letting the railways borrow directly from the market. This
can be done by following the example of MTNL. MTNL is a
corporation. If the railways convert themsclves into a corporation:
thcy can raise bonds on their own:. Our view is that within the
Government there should be one centralized source of borrowing.
We are not in favour of Government departments doing their own
borrowings. In many countries the railways are run as corporations. [
think that one of the bencfits would be the ability to raise loans
directly. This is an issue on which we have not taken any view so
far.”

20. Clarifying the position on the issue, the Financial Commissioner
(Railway Board) stated:

“The ability of IRFC to raise resources depends upon the market
conditions, for example, this year upto October-November, the
market was very good and we wcre able to generate Rs. 700 crores
without any development. But right now the market condition has
become very tight and there are not many subscribers from banks
coming forward. So, the sanctity of IRFC being able to raisc the
resources every year is not there. It depends upon year to year
market condition. In 1992-93 after thc Sccurity Scam the market
condition was so.bad that they were not able to raise even Rs. 10
crores. So, our submission is that the source of funding is uncertain.”

21. To a question as to how far it was justificd for the Railways to pay a
rate of dividend much closer to the average borrowing rate, particularly
when the budgetary support is dwindling, the Finance Secretary, replied:

“As far as internal generation of surplus in the centrai budget is
concerncd, we are running a revenue deficit. In fact since 1980-81 the
Central Government has been running a revenue deficit, though
before that we used to have a revenue surplus. In the first place we
‘are borrowing in order to meet our revenue expenditure; beyond that
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we arc borrowing in order to meet our capital expenditure. Any
support that the budget gives to the Railways is to come out of the
borrowed funds. Our fecling therefore is, whether they get it from
the budget or they go and borrow this, on the whole a better
arrangement that the Railways are encouraged either to raise their
own resources or to borrow from the market. But they must so
conduct themselves that they can generate from their own revenues,
the ability to service the borrowing and this is really what we have
been doing. It is true that we are diminishing the budgetary support.
Given the circumstances of the budget and given that there arc many
heavy social responsibilitics on the budget, the only immediate
financing strategy for the Railways is to withdraw budgetary support
from the Railways.”

If you look at the Railways’ finances, there is no reason to believe
that the Railways cannot raise the funds intcrnally themsclves. Our
analysis of thc Railway finances shows that thcre has bcen a
persistent subsidisation of passenger traffic compared to freight
traffic. The growth in the index of passcnger fares is much less than
the general pricc level and what they have been doing is they have
been loading very high on the freight side while keeping passenger
fares low. We have to simply decide whether we can afford it. I don’t
think it is justifiable to subsidise passenger travel through budget,
given the other demands on the budget.”

22. The Ministry of Railways furnished the following figures regarding
the flow of funds in their intcrim Memorandum:
Year Payment of Dividend to Budgetary support from
General Revcnues General Revenues
1993-94 Rs. 1299 cr. Rs. 960 cr.
1994-95 Rs. 1372 cr. Rs. 1150 cr.
23. In this connection, the Committee asked the Finance Secretary, to

justify the reasons for this reverse flow of funds, he submitted:

“I think there is- no law or principle of good accounting which says
that the flow of funds should be only one way. We have borrowed
cvery time to invest in the railways. It is not as if we have becn able
to return that borrowing. Our national debt keeps continuously
growing. This is because we borrowed, and when that borrowing fell
due for repayment, we borrowed again. ‘We should sell off the assets
which are available in the public sector bodies when we privatize. If
we do not sell them off, then whoever is using these assets should pay
divideads-so that it covers to some extent the cost of borrowing. I
think the financial condition of the railways is extremely favourablc
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as far as access to budgetary funds and concessionality in these funds
are concerned. If there is a fund problem in the railway finances, that
can be solved by greater efficiency in railway operations.”

24. Asked about the comments of Ministry of Finance on the rate of
dividend, the Finance Secretary submitted the following for the considera-
tion of the Committee:

“We do feel that as far as dividends are concerned, at a time when
the budget is under pressure, all areas where the Government has
invested in the past should be yiclding a significant return to that
investment and it should be perfectly possible to finance that return
by charging an economic price. To my mind 7% is an extremely low
rate of dividend. In fact, our internal view, we have communicated
this also — that the dividend rate should be increased in stages to 9%
over a few years. I think that can be economic dividend which will
lead to a greater amount of financial discipline within the Railways.”

25. In this context, the Ministry of Railways, in their interim Memoran-
dum, submitted the following for the consideration of the Committec:

“In view of the heavy strain on Railway Finances the Ministry of
Railways may find it difficult even to pay the dividend at the
prevailing rate. It is submitted for the .consideration of the Committee
that the existihg rate of dividend may provisionally be adopted for
the ycar 1995-96 also, till final recommendations on the proposals
submitted by the Ministry of Railways are received. All the other
concessions now available, as listed in the Appendix-III may also be
allowed to continue.”
26. Thercafter, the Ministry of Railways have furnished on
3rd February, 1995 a Supplementary note (Appendix-IV) on the rate of
dividend for consideration of the Committee.

Arrears to be recovered

27. The Ministry of Railways have also submitted that as on 30.11.94 an
amount of Rs. 1095.92 crores is recoverable from the State Electricity
Boards. The year-wisc outstanding figures arc as under:

As on Rs. in cr.
30.11.1994 1095.92
30.3.1994 914.29
31.3.1993 617.92
31.3.1992 351.76
31.3.1991 256.78
31.3.1990 243.83

31.3.1989 133.42
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28. Thc Ministry of Railways have brought to the notice of the
Committce that whilc on onc hand, Railways havc to borrow moncy from
thc markct at a much higher cost, no rcturn is available on the above-
mentioned outstandings. Rather the Railways’ resources are being used by
Statc Electricity Boards to mcct their working capital nceds. In addition,
recent increascs in the power tariff have resulted in additional burden on
Railway revcnues.

When the Committcc asked as to.why these amounts could not be
adjusted against the bills which the Railways havc to pay to thc Statc
Electricity Boards, thc Financial Commissioner, (Railway Board) during
evidence, submitted the following:

“We have takcn a number of steps to rcalisc this amount. This
amount was only about Rs. 240 crorcs four ycars ago. This has gonc
up to Rs. 1096 crorcs as on datc. The major dcfaulters arc NTPC
Badarpur, DESU, Haryana Elcctricity Board and Uttar Pradesh
Electricity Board. Wc havc taken steps in this rcgard. Wc have
alrcady tricd to raisc thc diffcrential between the freight and farc
from S percent to 15 percent. We have written to the Chicf
Secretaries of the States. The Railway Ministcr has written to the
Chief Ministers of the Statcs concerncd. We can say that we cannot
carry bulk coal but that will have its effcct on the cconomy. We have
not come to that stage yet. We have not been able to follow the cash
and carry scheme of the Coal India. We havc also scnt a paper to the
Cabinet. Some of the steps proposed will come to our help. The fact
is that this ycar alone the outstandings have incrcascd to Rs. 280
crores. This affccts our nct surplus and our ability to fund our
developmental activitics.”

Social Burden

29. With regard to social burden being bornc by thc Railways the
Railway Convention Committec (1991) in their Fifth Report had recom-
mended the following:

“The Committee further recommend that the Railways should also be
properly compensated for carrying the social burdens on the basis of
fresh study carricd out in this regard”.

30. In this context, thc Ministry of Finance made thc following
observation:

*“Regarding compcnsation to Railways for carrying social burden it is
stated that Railways alrcady cnjoy substantial exemption in dividend
payment on capital investment by the general revenues. The conces-
sions in respect of dividend granted by thc RCC are shown as subsidy
from the general revenues which has increased from Rs. 128 crores
from 1985-86 to Rs. 403 crores in 1994-95. The Railways pay dividend
at the rate of 7% to general revenues bascd on the RCC's
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recommendation which is lower than the cost of capital borrowed by
the general revenucs for investment in the Railways. However,
Ministry of Railways may carry out a fresh study regarding compen-
sation to be paid to the Railways for carrying out social burden.”

31. The Ministry of Railways have expressed the following views on
this issue:

“Regarding the Ministry of Finance's contention that the Railways
are compensated for the social burden by charging a lower rate of
dividend and by giving subsidy on dividend payment, this Ministry is
to submit that the prevalent rates of dividend have not resulted
from the fact that the Railways carry some social burdens, also nor
are they on a lower side. Earlier, dividend used to be charged at
different rates depcnding upon the year of investment but from the
ycar 1993-94 dividend is being charged at a flat rate of 7% on the
Capital-at-Charge irrcspective of the year of investment.-As the
payment of dividend is in perpetuity on the entire Capital, it may be
appreciated that the latest average borrowing rate cannot be applied
on the entire capital invcsted on Railways over a period of time.
Thus, the rate at which thc Railways at present are paying the
dividend, is considcred rcasonable.

Similarly, regarding the excmptions/relicfs called subsidy, being
granted in thc payment of dividend. it is to be submitted that these
reliefs are granted to Railways in dividend payment on certain well
balanced considcrations, consolidated over a period of time and are
part and parccl of Railway investment policy. The list of items
qualifying for such relicfs is given in Appendix-III. As these
concessions arc available on investments made for the strategic
needs of the country and socio-economic devclopment of the back-
ward regions, it is also not possiblc to do away with these conces-
sions. Thus, the relicf being given as subsidy on dividend payment
should not be considered on par with directindirect subsidy being
given by Central Government for various other matters either for
making good a loss incurred by other Departments or for subsidising
the prices.

No compcnsation, thus, is being given to the Railways for
carrying the social burden on account of loss in coaching services
and transportation of low-rated commodities which arc used by the
common man. The suburban transport, which subject is under the
Ministry of Urban Dcvelopment, incurs hcavy losses which is at
present borne by the Railways.

Thus, on the rccommendation made in para 35 and 36 of their
V Report by the RCC (1991) that the Budgetary support for
Railways should be incrcased substantially and that they should be
suitably reimburscd for the social burden being borne by them, this
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Ministry feels that the Ministry of Finance has not taken a favourable
view.”

32. Elaborating the point of social burden the Chairman, Railway
Board, submitted as follows:

“Now, we have very limited means from which resources can be
generated and the primary source is freight and fare, and the second
feature of raising the -resources through freight and fare with the
relevance of social burdens is that to a certain extent, social
objectives and national objectives have to be fulfilled and it is a duty
which the railways must pcrform, but the question does come in that
we must get compensation to that extent through budgetary support.
If not, we must be allowed to look at the fare structurec once again™.

The Financial Commissioner, Railway Board, added:

*‘About the point of social burden to the railways, as our Chairman,
Railway Board, has explained, we have certain commodities which
we are carrying below costs likc passenger services ctc. When we take
the final outlay of earnings and expenditure we find that these
services are not ablc to make total expenditure and we have worked
out the total social burden roughly in the region of about Rs. 2,000
crores. This prevents the railways from taking these resources for the
developmental activities.” '

33. Elaborating the point during evidence, the Finance Secretary statcd
as follows:

“On the question of compensation for carrying social burdens they do
get dividend relief and I feel that if there are certain areas where they
arc undercharging, I would say that there is no case for budgetary
subsidy. There is a case for cross-subsidisation and that is really up to
the Railway finances to look at what is possible. I think thcy are
doing quite a lot of it. My only point here is that it is not correct, |
think, to attribute all the subsidy burden to the essential commodities
carriage. Really it is on the passenger side that the burden is there
and I do not know how socially esscntial it is to get those farcs low.”

34. Asked to comment on the observations made by the Finance
Secretary, the Chairman, Railway Board, stated ‘as follows:

*‘As submitted carlier, as a mandate, we have a commitment towards
certain social obligations. Certain amount of consideration is always
being shown to the wecaker sections of the society and the sccond
class passenger travel largely serves the weaker sections of the
society. This is one of thc reasons why the farcs in this class have not
been raised to thc same extent as is dore for AC and First Class
services. The point made by the FS is a clinical one. The increasc in
second class fares is not commensurate to the cost of inputs and it has
to be balanced and he has pointed out an area where if we increasc
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the rates, some additional resources will be generated. Now, it is a
moot point whether we change our total perspective cither once for
all in a gradual way. The fact remains that it depends on the
customers’ ability to pay. That is where the welfare aspect or social
burden comes in. The same thing applics with regard to the freight
charges of certain commodities which are used by the weaker
sections for which certain exemptions are given. To that extent, the
fares arc less than thc cost of the inputs. I would not disagree with
the Finance Secretary because conceptually, the cost of inputs have
to be balanced. In this type of fare structure, cross subsidisation has
to be there. We will have to finally sce the end use. We have to see
what cross-sections of society make use of these transportation
scrvices. But we look at it from the perspective of policies as to
what we should do and what we should not do. Perhaps, the.
viewpoint expressed by the Finance Secretary would be in conflict
with the present concept of sharing the social burden. If you want
to reduce cross subsidisation and bring them altogether on par, it
will mean a total re-look at the overall fare and freight structure.”

35. When it was pointed out that the Ministry of Railways have asked
to reimburse an amount of Rs. 2,000 crores for carrying social burden by
them, the Finance Secretary stated:

“I do not kndbw what is the basis of the calculation, that the
essential commoditics are being carried below the cost. If you are
merely comparing the ratc of essential commodities with that of the
non-cssential commodities, then that difference is not a subsidy
because the rate for non-essential commodities is very high. The
first thing in my view is that, what is the extent of subsidy on
essential commodities should be based not on comparison of the
essential commodity rate with that of the non-essential commodity
rate.

If there are some social or other obligations, - I accept that there
are and therc should be - then, we feel that the total size of that
should be fitted within thc cross subsidisation that the railways are
doing; and therc is ample scope for raising more resources from the
passcnger segment of the railways because if you look at the index
of what happened to freight rates and the passenger rates, then you
will find that the growth over the last five or six year is over 100
percent more than the others. The freight rates are not borne by the
people. There is no particular justification for subsidising the pas-
senger traffic and putting the whole lot of burden on the freight
traffic. In one way or the other, in order to reflect the costs, you
are raising a little from the passenger side of the operation. It is
affecting the competitiveness of the industry. This is a distortion
which should be removed. If there is a political support for this, a
small adjustment can bc made. That adjustment has to be gradual.
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If that is done, there will be a huge increase in the resources that will
accrue to the railways which will take care of a lot of the problems.”

36. Commenting on*wire Committec’s obscrvations that a substantial
chunk of Railways’ resources were being spent on operation of uneconomic
branch lines, the Chairman, Railway Board, submitted as follows:

“Various Committees in the past have commented on it. We werc
able to close some of the uncconomic lines. But the fact remains that
there is an emotional attachment to the lines. If the line is there,
there would be some means of transportation and cven though some
loss is incurred, it does serve a social purpose. Because of the socio-
political factor, some of the State Governments have been absolutcly
reluctant to permit us to close the lines in spite of the fact that we
have even offered an alternative of bus services. This again is a point
which has to be dealt with at the socio-political levels. In my opinion,
it is no longer a subject which could be handled from a purely
commercial or financial angle. We, on our part, have taken all steps
required to be taken in order to reduce the cost of operations. It has
been possible at some places even to close down the stations which
were in existence carlier. But here also we have come across public
demand to keep the services running and to keep the stations intact.
Inspite of being an cconomical branchline, it still gives some status to
that place which means a lot to the local people. It is one of the main
reasons why it has not been possible to closc down certain economi-
cally non-viable lines. In fact, it is a reality which has to be
understood. We have, on our part, tried to handle the problem by
providing some alternative services. I would like to inform the
Committec that we have made an experiment during this year in
Merta City and Merta Road where we have introduced a railways’
bus. The response is extremely encouraging and we have to increase
this type of services further in those arcas where there are
uncconomic branchlines. If we can provide certain alternatives, which
can be comparable, if not better, this would solve our problem while
the status of that area too remains intact.”

37. When the representative of the Planning Commission was asked to
comment on \he Railways’ plea for reimbursement of the cost of carrying
social burden which no other Public Undertakings are carrying, the
Adviser (State Plan), submitted the following:

“It is truc that the Railways have to carry social obligations/burdens.
The principle which you just now mentioned that to charge rates
which the traffic can bear that itsclf is a commercial principle. But
the fact"of the matter is that if there is a case of increase in the
budgetary support, that is a matter which we will discuss as a part of
our mid-term appraisal excrcise and we have had some discussion
with the Railways as a part of mid-term appraisal. We have not done
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that quantitative assessment. So, it is not possible for me to say that
there will be any increase in that. But geing by the present position
of resource availability, it does not appear very likely that there will
be a very substantial increase.”

38. The Committee wanted to know whether the Planning Commission
agrec to the suggestion that Ministry of Railways should directly be
compensated by respective Ministries for carrying social burden, the
witness added:

“As far as carrying the social burden is concerned, the point is
whether they should be compensated by the Ministry of Finance
directly or by the respective Ministries. It does appear reasonable
that if a particular line is taken up exclusively to cater to the needs of
a particular Ministry, then that Ministry should compensate the
Railways.”

39. The Committee drew the attention of the Ministry of Railways that
RCC.(1991) had, in their 5th Report, recommended that a fresh study
should be made on the issue of social burden and wanted to know from
the Chairman, Railway Board, whether any progress has been made in this
regard.

The Chairman, Railway Board ‘submitted as follows:

“We had done that study and as a result of that we have taken a
decision that certain costs may be taken out of social burden and we
can absorb it as railway welfare activity. I am meaning something like
security, that is, the cost of GRP and RPF. Welfare activities of staff
have also been taken out. It would be our burden rather than social
burden. Even then, the activities are such where the local bodies
have to provide necessary facilities and infrastructure. Considering
our size of operation and our size of staff we have taken on to this
and our estimate is that about 200 crores would be less from the
social burden as such.”



Average Rate of Berrowing

40. The following table compares the average rate of borrowing with the rate of dividend:

Yeer Currest Ansual Average rste of imterest on Dividead rate actually
' leres of Dovemmen, T Soplcse
the G i Gowt. Budget Estimate Revised Estimete  Actusls
Provi- Flaal
siomal
1+ 2 3 4 s 6 7
1909-30 300 3.00 320 3.2 3.18
1990-51 300 328 3.2 3. 3.16 4.00
1951-82 32 32 3.3 in 312 4.00
1952-53 32 350 3.0 310 kR 1] 4.00
1953-34 s 3.7 3.2 i e 4.00
1954-5S s s . 319 39 4.00
1955-36 3 375 12 32 325 4.00
1936-57 s 3.7 328 3.3 329 4.00
1957-58 4.00 4.00 k% 3.38 3.3 4.00
1958-9 4.00 4.00 1» 3.4 345 4.00
1959-60 4.00 3.7 3.5 38 355 4.00
1960-61 4.00 4.00 358 i 3.8 4.00
1961-62 4.00 4.00 360 1» 9 425
1962-63 425 425 365 kX 3 3.66 425
1963-64 425 425 n 37 37 4.5
1964-65 4.5 4.5 kX -] k¥ ) s 4.50% on capital upto 1963-64 &
1965-66 5.00 5.00 3% 39 kX 2} 5.75% on fresh capital.

N
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5.50% on capital upto 1963-64 &
5.75% on fresh capital.
Pre-1964 capital included 1.0% as
payment in licu of passenger fare
tax.

Dividend net 1.4.1980 on capital
upto 1979-80 @6.0% and on
capital thereafter a 6.5%. Pre-80
capital includes 1.5% on capital
upto 1963-64 for payment in lieu
of passenger fare-tax.

{
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41. The Committec find from the above table that:

(i) the rate of dividend both for pre-1964 and post-1964 were higher
than the average borrowing rates of the Government upto 1969-70.

(ii) From 1970 onwards the average borrowing rates became higher than
the rate of dividend rate of pre-1964 capital but remained below the
dividend ratc of 6% for post-1964 capital till 31st March, 1980.

(iii) From 1980-81 the average borrowing rate crossed the limit of
6 percent and from 1982-83 the average borrowing ratec became
much higher than the present rate of dividend of 6.5 percent.

(iv) The average rate of borrowing for the ycar 1983-84 was 7% and
since then it has gone upto 11.10(RE) for the year 1994-9S.

Depreciation Reserve Fund

... 43. Appropriation to the Depreciation Reserve Fund has been progres-
ilwely stepped up during the last few years with a view to acceleratc the

acé of replaccments/renewals of overaged assets. While approving the
recommondations of the Railway Ministry regarding Contribution to
Depreciation Reserve Fund, in the Budget for 1994-95, the Railway
Convention Committec (1991) had, in para 30 ef thcir Fifth Report,
observed as under:

“The Committec note that the balance in the Depreciation Reserve
Fund (DRF) is expected to be more than Rs. 1,100 crores, at the end
of the current year (1993-94). Though the Ministry is of Railways have
submitted that for subsequent years, the recommendations of RCC
(1991) may await the results of the review by the Working Group
constituted to reasscss and revalue the costs of assets held by the
Railways, the Committee are surpriscd to note that in their Action
Taken Notes on the recommcendations contained in the First Report of
RCC (1991) on Rate of Dividend for 1992-93 and other ancillary
matters, the Ministry of Railways had stated that the above ‘Working
Group is expected to submit its Report by June 1993’. Though more
than six months have clapsed, the Committce are yet to receive any
communication on the same. The Committce therefore, desire that the
Ministry of Railways should ask the Working Group to expeditc their
Report. However, kceping in view the ncw asscts added and the
clement of inflation, the Committec agrec with the proposal of
Ministry of Railways that the contribution to the DRF may be steppcd
upto Rs. 2,700 crores subject to minor-adjustments in view of the size
of the annual Plan finally fixed and the capacity of the system to
gencrate internal rcsources.”

’
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43. For 1995-96, the Ministry of Railways have suggestcd to the
Committee as undcr:

“The draft Report by thc Working Group on DRF has becn prepared
and the same is likcly to be finaliscd and prescnted early.

Though thc Committcc had recommcnded for an appropriation of
Rs. 2,700 crores to thc DRF, as warranted by the plan necds for
1994-95 and the ovcrall financial position of Railways, the final
appropriation to DRF has been kept at Rs. 2,300 crores in the Budget
Estimates. This reduction becamec nccessary duc to an overall reduc-
tion in the size of the Plan by Rs. 500 crores. The balance in the Fund
at the end of 1994-95 is cxpected to be Rs. 1,100 crores. The
appropriation to DRF in the ycar 1993-94 was Rs. 1,850 crores.

The contribution to the fund for the year 1995-96 will have to be
higher than that for 1994-95 on account of the new asscts addcd and
the clement of inflation. It is suggested that the contribution to the
Fund in 1995-96 may bc kcpt at Rs. 2,650 crores, subjcct to minor
adjustments kecping in vicw the sizc of the annual Plan finally fixed
and the capacity of the system to generate internal rcsources. For
subsequent ycars, thc rccommendations of RCC (1991) may await thce
results of thc review by thc Working Group rcferred above™.

44. Regarding the Dcpreciation Rescrve Fund, the Financial Commis-
sioner, Railway Board, dcposcd the following before the Committec:

“Upto the Fourth Plan, wc submitted our total outlay to the Planning
Commission which included the developmental cost plus the replace-
ment cost but the Planning Commission was taking only “othcr than
the replacement cost as part of the plan outlay. But from the Fifth
Plan, they werce including the rcplacement of asscts also in the total
dplan outlay. Thc impression that we have got is that therc is a
substantial fund available in thc Depreciation Rescrve Fund but wc
have no frcedom to usc thc money availablc in thc DRF. Wc arc
allowed to use whatcver we were contributing then, cvery ycar, with
marginal variations. DRF is under the control of the Govcrament.
They give only 7 percent interest on that.”

45. When the Committcc wantcd to know whcther any difficulty was
being faced by thc Railways aftcr the DRF went into the control of
Ministry of Financc, the witness added:

“For cxample, in a good ycar, wec arc able to makc ccrtian
contribution to DRF but in a particular year because of our inability
to raise thc farc we wcre not able to contributc in that, then we arc
not allowed to draw down from that Fund. Bcfore the Fifth Plan, wc
had that kind of frccdom. Now, we have to got to thc Planning
Commission for approval of the total moncy that we want to withdraw

from thc Fund.”
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46. Askcd as to why thc Dcpreciation Reserve Fund has been included
in the Plan outlay sincc Fifth Five Ycar Plan, thc Adviscr (SP). Planning
Commission Statcd as follows:

“By dcfinition thc dcprcciation is a part of intcrnal resources. It is the
same in the casc of othcr public sector undertakings and there is no
reason why in thc casc of Railways it should be takcn out of their
resources as plan rcsources.”

47. In this conncction, thc Adviscr (FR). Planning Commission addcd
the following:

“As in the case of all Central Public Sector Undertakings, in the casc
of Railways also, dcprcciation provision is trcated as part of the
internal resources, when we give the figures, this is included in the
Budget. As rcards thc problem of resource mobilisation in respect of
Railways, the Eighth Plan Documcnt which has been approved by the
National Development Council, lays down the overall approach to the
budgetary support. It has bcen stated in the document that adcquate
budgetary support is nccded for social scctor, comprising cducation,
health, family wclfarc, wclfarc of the weakcer sections, as well as other
sectors like irrigation, rural devclopment, agriculture, etc. This has to
depend exclusively on budgctary support. In the casc of commercial
cnterprises, they arc cxpectcd to meet the gap between budgctary
support and plan outlay through intcrnal and extcrnal budgctary
resources. So, in the casc of internal rcsources also wc take into
account both dcpreciation and this rctained profit.”

Pension Fund

48. The Railway Convcntion Committec (1991), in their Fifth Report,
approving the reccommendation of the Railway Ministry regarding contribu-
tion to be made to Pension Fund in 1994-95, had rccommendcd as under:

“The Committece notc that the balance in the Pension Fund is
expected to be about Rs. 276 crores at the end of the current financial
ycar. The Committcc agreec with the proposal of Ministry of Railways
that the contribution to Pension Fund may be enhanced to Rs. 1,690
crores in 1994-95 subjcct to minor adjustments kccping in view the
likely increcasc in thc number of pensioners, the pensions bcing
increased with cach DA instalments and merger of part of DA with
pay for the purposc of DCRG. However, the contribution will be
subject to minor adjustments keeping in view the likely withdrawals
and the financial position of the Railways.”

49. In this rcgard, thc Ministry of Railways havc submitted the
following:
“Kecping in vicw thc above rccommendations, the appropriation to

Pcnsion Fund has bcen kept at Rs. 1,700 crores in 1994-95. The
appropriation to Pcnsion Fund in the ycar 1993-94 was Rs. 1.500
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crorcs. The balance in thc Fund at thc cnd of the current ycar is
cxpected to be around Rs. 380 crorcs.

It is submittcd for thc considcration of thc Committce that the
contribution to Pcnsion Fund may be cnchanced to Rs. 1,900 crorcs in
1995-96. kceping in vicw the incrcase in the number of pensioncers and
the pensions being incrcascd with cach DA instalment. This contribu-
tion to the fund will be subjcct to minor adjustments kceping in view
the likcly withdrawals and the financial position of thc Railways.™

Development Fund

50. The Railway Convcntion Committec (1991) had, in para 32 of thcir
Fifth Rcport, obscrved as under:

“The Committce notc that with the abolition of RRF and ACSPF in
1993-94, the scopc and purview of Devclopment Fund has been
enlarged. Thercforc, the Committee fecl that in their action taken
note, the Ministry of Railways should have appriscd them about the
amount that will be credited to this Fund at thc cnd of the current
financial ycar.”

S1. In this conncction, the Ministry of Railways, in thecir Intcrim
Memorandum, have submittcd as under:

“This Fund is uscd for mccting cxpenditurc on:

(i) Passcngers and uscrs’ amchnitics; DF 1
(ii) Labour wclfare works; DF II
(iii) Unremunerativc opcrating improvements; DF Il
(iv) Safcty works DF IV

From out of the exccss of revenue over the total working expenscs after
clearing in full the dividend liability, the amount required for the above is
credited to this Fund. In a ycar wherc the amount is not sufficicnt, the
Railways borrow moncy from thc General Revenucs. This money. together
with the intercst thcrcon, has to bc repaid.

Budget Estimates 1994-95 provide for appropriation of Rs. 290 crorcs to
this Fund.”

Capital Fund

S2. As approved by the RCC (1991), vide their Third Rcport. the
Capital Fund was crcatcd with cffect from 1992-93. This Fund is used to
finance part of thc capital works on the railways.

The Capital Fund is crcdited with all thc “Excess”, carligr referred to as
“surplus” left aftcr payment of dividend and Appropriation to Dcvclop-

ment Fund ctc.
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53. In this contcxt, thc Ministry of Railways have now submitted as
follows :

“In 1994-95 this Fuud is cstimated to be credited with Rs. 1.680
crores being the balance of "Excess™ left after appropriation to
Development Fund.”

Interest on Railway Funds and Loan to Development Fund

54. In para of their Fifth Rcport. the Railway Convention Committce
(1991) had rccommendced as under:

“The Committec do not scc any logic in modifying the principles
governing intcrest in various Railway Funds and. thereforc. recom-
mcnd that the balancces in the various Railway Rescrve Funds (other
than Dcvelopment Fupd) may carry the samce rate of intcrest as the
ratc of dividend. The ratc of interest on the balance in development
Fund mav bc the same as the rate of interest on loan from General
Revenues for Development Fund Works for the purpose of Budget
Estimates for 1994-95.~

§S. In this rcgard. the Ministry of Railways have submitted the following
for considcration of th¢ Committce :

“It is suggested that these recommendations of RCC may be made
applicable for 1995-96 as well.”

Recommendations

§6. After considering the view point{forward by the Planning Commission
and Ministry of Finance alongwith the arguments including the supplemen-
tary note given by the Ministry of Railways on the subject and keeping in
view the average borrowing rate, the Committee recommend, purely as an
interim measure, that the capital invested on-the Railways upto 1952 may
be treated as ‘Dividend free' and the dividend for the year 1995-96 to
General Revenues on the remaining capital invested thereafter be paid at
the rate of 7% irrespective of year of investment, inclusive of the amount
that was payable by the Railways to the General Revenues for payment to
States as grant in lieu of passenger fare tax and contribution for assisting
the States for financing safety works during the financial vear 1994-95.

§7. From the Interim Memorandum, the Committee find that there has
been a reverse flow of funds since 1993-94 onwards. The Ministry of
Railways had to pay Rs. 1299 crores and Rs. 1372 crores as dividend
liability during 1993-94 and 1994-95 respectively, against the Budgetary
support of Rs. 960 crores and Rs. 1150 crores during the same period. The
Committee feel that it is a clear case in which the Railways had to pay
dividend on that Budgetary support which is to be adjusted against their
dividend ligbility. Keeping in view the above facts and the resource crunch
faced by the Railways and the inability of the Finance Ministry and the
Planning Commission 10 make available the necessary funds, the Committee
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recommend that the Railways should decide the quantum of dividend that
can be paid during 1995-96 and the balance amount of dividend, if any, be
treated as a deferred dividend liability on which no interest shall be
charged. The amount of deferred dividend liability may be equal to or less
than the amount due to the Railways from the various State Electricity
Boards. The Committee, while making this recommendation have taken into
account the system of deferred dividend liability that was prevalent from
1.4.1978 till 1992-93.

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

59. The Committee do not see any reason as to why the present policy of
the Government applicable to Public Sector Undertakings for mobilising
their own resources and not %epend on plan outlay should also be made
applicable to the Indian Rallways for they carry huge social burdens
amounting to Rs. 2,000 crores which runs counter to the basic principle of a
commercial undertaking. When the Ministry of Railways are themselves
facing acute resource crunch, the Committee are in agreement with their
contention that they should adequately be compensated for carrying socisl
burdens. In this connection, the Committee had in their Sth Report (10th
Lok Sabha) recommended that the Railways should carry out a fresh study
regarding compensation to be paid to the Railways for carrying social
burdens. However, the Committee regret to note that whereas the Railways,
as stated by the Chairman, Railway Board during evidence, have made the
necessary study on the subject, the details of the said study were neither
furnished to them nor to the Ministry of Finance. They, therefore, stress
that the Ministry of Railways should furnish the details of the study to the
Committee and the Ministry of Finance expeditiously.

60. The Committee feel distressed to note that a staggering amount of
Rs. 1095 crores was outstanding against the various State Electricity Boards
as on 30.11.1994. The Committee are not convinced with the routine reply
given by the Ministry of Railways about the steps taken by them to recover
the dues. They need hardly point out that had the Ministry taken certain
drastic steps the outstanding amount would not have mounted from a mere
sum of Rs. 133.42 crores in March, 1989 to an alarming figure of Rs. 1096
crores as on 30.11.1994. The Committee feel that the scarcity of resources
being acutely felt by the Ministry of Rallways could be lessened to some
extent, if they had recovered the outstandings. They are, therefore,
constrained to recommend that the amount recoverable from State Electri-
city Boards etc. should be adjusted from the future power tariff bills of
SEBs, etc. At the same time they also desire the Finance Ministry and the
Planning Commission to examine whether the outstandings against various
State Electricity Boards could be adjusted against the Central assistance to
States and the amount so realised is credited to the Railways. The
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Committee further recommend that the Ministry of Railways should also
follow the cash and carry scheme for all consignments to be booked in
fature.

61. The Committee note that though they had recommended for an
appropriation of Rs. 2700 crores to the Depreclation Reserve Fund (DRF)
but the final appropriation o DRF was kept at Rs. 2,300 crores in the
Budget Estimate due tu an overall reduction in the size of the Plan by
Rs. 500 crores. The Committee find that at the end of the current financial
year the balance in the DRF is expected to be Rs. 1,100 crore. The Ministry
of Railways have informed the Committee that the draft Report by the
Working Group on DRF has been prepared and the same is likely to be
finalised and presented early. The Committee expect that the above report
shall be furnished to them without any further delay. However, keeping in
view the new assets added and the element of inflation, the Committee agree
with the proposal of Ministry of Railways that the contribution to the DRF
in 1995-96 may be kept at Rs. 2,650 crores, subject to minor adjustments
keeping in view the size of the Annual Plan finally fixed and the capacity of
the system to generate internal resources.

62. The Committee note that the balance in the Pension Fund is expected
to be around Rs. 380 crores at the end of the current financial year. The
Committee agree with the proposal of Ministry of Rallways that the
contribution to Pension Fund may be enhanced to Rs. 1,900 crore in 1995-
96, keeping in view the increase in the number of pensioners and the
pensions being increased with each DA instalment. However, the contribu-
tion to the fund will be subject to minor adjustment keeping In view the
likely withdrawals and the financial position of the Railways.

63. With regard to Development Fund (DF) the Committee note that out
of the excess of revenue over the total working expenses and after clearing
in full the dividend Ihbillty, the amount required for the passengers and
users’ amenities (DF—I), labour welfare works (DF—II), Unremunerative
operating improvements (DF—III) and Safety Works (DF—IV) is credited
to this Fund. The Ministry of Railways have stated that the Budget
Estimates 1994-95 provide for appropriation of Rs. 290 crores to this Fund.
The Committee desire that the Ministry of Rallways should, in their action
taken notes, apprise them about the actusl amount that will be credited to
this Fund at the end of the current financial year.

64. The Committee also note that in 1994-95 Capital Fund, to which all
surplus left after payment of dividend and appropriation to Development
Fund, etc. are to be credited and which, in turn, would be used to finance
Capital Works on the Railways, is estimated to be Rs. 1680 crores. The
Committee expect the Ministry of Railways to apprise the Committee, in
their action taken mote, about the amount that has actually been credited to
this Fund at the end of the current financial year.
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6S. Lastly, the Committee do not see any logic in modifying the principles
governing interest on various Railway Funds and therefore recommend that
the balances in the various Railway Reserve Funds (other than Development
Fund) may carry the same rate of interest as the rate of Dividend. The rate
of interest on the balance in Development Fund may be the same as the rate
of interest on loan from General Revenues for Development Fund Works for
the purpose of Budget Estimates for 1995-96.

New DeLn; M. BAGA REDDY,

March 13, 1993 Chairman,
Phalguna 22, 1916 (S) Railway Convention Committee.




APPENDICES




APPENDIX I

(Vide Para S)

Statement showing the recommendations contained in the Fifth Report of the
Railway Convention Committee (1991) on Rate of Dividend for 1994-95 and
other ancillary matters and action taken thereon

Recommendation

Action Taken by
Government

Sl. Para
No. No.
1 27

The Committee have duly considered the
view point put forward by the Ministry of
Railways in support of their contention that
the rate of dividend of 7 percent for the
current year be reduced to the same rate as
obtained in the year 1992-93. Since this rate
is already lower than the current rate of
borrowing, they see no justification in revis-
ing their earlier reccommendation. The Com-
mittee recommend that the dividend to the
General Revenues for the current year i.c.
1993-94 may be paid at the rate of 7 percent
as already recommended by them in their
3rd Report (10th LS). The Committee are
surprised to note that for the year 1994-95
the Railways have pleaded total’ exemption
from the payment of dividend on the ground
of dwindling budgetary support and difficul-
ties being experienced in raising market bor-
rowings. They are, however, convinced that
the Railways have not taken due care in the
previous years to economize in various areas;
with the result that there is still sufficient
scope left to effect further economy and
improve their operational efficiency. They,
therefore, recommend that dividend during
the year 1994-95 may also paid to the Gener-
al Revenues at the rate of 7 percent as an

The recommenda-
tion has been ac-
cepted and made
applicable in fram-
ing 1993-94 (RE)
and 1994-95 (BE).

29



30

Recommendation

Action Taken by
Government

Sl. Para
No. No.
2. 28

3. 29

interim measurc on the entire capital in-
vested on the Railways, irrespective of
year of investment, inalusive of the
amount that was payable by the Railways
to the General Revenues for payment to
States as grant in licu of passenger fare tax
and contribution for assisting the States for
financing safety works during the financial
year 1993-94. v

All other concessions now available viz.
dividend on residential buildings, new li-
nes, subsidies from General Revenues etc.
may provisionally be allowed to continue
on the existing basis while framing Budget
Estimates for 1994-95.

The Committee note that an observation
has been made by the Ministry of Finance
and Railways that as regards Depreciation
Reserve Fund and Pension Fund, Railways
neced not obtain approval for any specific
amount from the Railway Convention
Committee. In view of the very fact
that the function of the Committee is not
only to review the rate of dividend which
is at present payable to General
Revenues but also suggest the level of
appreciation in various funds of Railways,
they, therefore, do not agree with the
contention of the Ministry of Railways
and Finance.

The recommenda-
tion has been ac-
cepted and made
applicable  from
1994-95 (BE).

Accepted. Our
proposals for ap-
propriation to
DRF and Pension
Fund will continue
to be incorporated
as usual in the in-
terim and final
memorandums on
“Rate of Dividend
and Other Ancil-
lary Matters”, be-
ing submitted to
RCC.




k)

Rccommendation

Action Takcn by
Government

Sl.  Para
No. No.
4. 30

The Committce notc that the balance in
the Dcpreciation Reserve Fund (DRF) is
expected to be more than Rs. 1,100 crores
at the end of the current year (1993-94).
Though the Ministry of Railways have
submittcd that for subscquent years, the
recommendations of RCC (1991) may
await the results of thc review by the
Working Group constituted to rcassess and
revalue the costs of assets held by the
Railways, the Committee arc surprised to
note that in their Action Taken Notes on
the recommendations contained in the
First Report of RCC (1991) on Rate of
Dividend for 1992-93 and other ancillary
matters, the Ministry of Railways had
stated that the above “Working Group is
cxpected to submit its Report by June
1993".

Though more than six months have
clapsed, the Committee arec yet to receive
any communication on the same. The
Committee, thercfore, desire that the
Ministry of Railways should ask the Work-
ing Group to expedite their Report. How-
ever, keeping in view the new assets added
and the element of inflation, the Commit-
tee agree with the proposal of Ministry of
Railways that the contribution to the DRF
may be stopped upto Rs. 2700 crores
subject to minor adjustments in view of
the size of the Annual Plan finally fixed
and the capacity of the system to generate
internal resources.

(i) The draft Re-
port by thc Work-
ing Group on
DRF has becn
preparcd and the
Report is likcly to
be finaliscd and
prescnted carly.

(i) As warranted
by the plan nceds
for 1994-95 and
the overall finan-
cial position of
Railways, the ap-
propriation to
DRF has bcen
kept at Rs. 2300
crores as against
Rs. 2700 crorcs in-
formed to RCC.
Change, if any, in
this will be
brought to the
notice of RCC
while  submitting
the next interim
memorandum.
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Recommendation

Action Taken by
Government

Sl.  Para
No. No.
5. 31
6. 32
7 33

The Committee note that the balance in
the Pension Fund is expected to be about
Rs. 276 crores at the end of the current
financial year. The Committec agree with
the proposal of the Ministry of Railways
that the contribution to Pension Fund may
be enhanced to Rs. 1,690 crores in 1994-95
keeping in view the increase in the number
of pensioners, the pensions being in-
crcased with each DA instalments and
merger of part of DA with pay for the
purpose of DCRG. However, the con-
tribution to the fund will be subject to
minor adjustments keeping in view the
likely withdrawals and the financial posi-
tion of the Railways.

The Committee note that with the aboli-
tion of RRF and ACSPF in 1993-94, the
scope and purview of Development Fund
has been enlarged. Therefore, the Com-
mittee feel that in their action taken note,
the Ministry of Railways should have ap-
prised them about the amount that will be
credited to this Fund at the end of the
current financial year.

Similarly, with regard to the new Fund
created with effect from 1992-93 the Capi-
tal Fund, to which all surplus left after
payament of dividend and appropriation to
Development Fund, etc. are to be credited
and which in turn would be used to
finance capital works on the Railways, in
their Action Taken Note, should have also
apprised them about the amount that has
been credited to this Fund after the cur-
rent financial year.

In line with the
above recommen-
dation of RCC,
appropriation  to
Pension Fund in
BE 1994-95 has
been kept at Rs.
1700 crores.

Noted. During
1993-94 (RE) and
1994-95 (BE) ap-
propriation to De-
velopment  Fund
has been kept at
Rs. 220 crores and
Rs. 290 crores re-
spectively.

Noted. During
1993-94 (RE) and
1994-95 (BE) ap-
propriation to
Capital Fund has
been kept at Rs.

1975 crores and
Rs. 1680 crores re-
spectively.
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Recommendation

Action Taken by
Government

Sl.  Para
No. No.
8. 34
9. 3§
10. 36

Lastly, the Committee do not see any logic
in modiflying the principles governing in-
terest in various Railway Funds and there-
fore recommend that the balances in the
various Railway Reserve Funds (other
than Development Fund) may carry the
same rate of interest as the rate of Di-
vided. The rate of interest on the balance
in Development Fund may be the same as
the rate of interest on loan from General
Revenues for Development Fund Works
for the purpose of Budget Estimates for
1994-95.

Keeping in view the high interest rate, the
Committee fcel that it would not be poss-
ible for the Railways to resort to market
borrowings during 1994-95. They, there-
fore recommend that the budgetary sup-
port which has come down from 75 per-
cent in the V Plan to 14.8 percent in the
current year nced to be increased substan-
tially. The Committee, therefore, desire
that the Ministry of Finance and the Plan-
ning Commission should look into this
aspect.

The Committee further recommend that
the Railways should also be properly com-
pensated for carrying the social burdens on
the basis of fresh study carried out in this
regard.

The recommenda-
tion has been ac-
cepted and made
applicable  from
1994-95 (BE)

The recommenda-
tion is subject to
approval from
Ministry of Fi-
nance and Plan-
ning Commission
with whom the
matter is being ta-
ken up. Their
views will be
brought before the
RCC in the due
course.

A study in this re-
gard has recently
been carried out
by Railway Fare
and Freight Com-
mittee, Action Ta-
ken Note on
which is under the
process of being
finalised. Views of
Ministry of Fi-
nance on the
above rccommen-
dations of RCC
and of RFFC are
being called for
which will be ap-
prised to RCC in
due course.



APPENDIX 11
(Vide para 8)
The table showing dividend paid. dividend payable. shortfall in payment

of dividend transfcrred to deferred dividend liability and payment of
deferred dividend:

(in Crorces of Rs.)

Ycar Dividend  Dividend  Shortfall in Paymcnt of
paid payabic payment of dcferred

Dividend  dividend

transfcrred

to deferred

dividend

liabilitics

1 2 3 4 5

1950-51 32.51 32.51 — —_
1951-52 33.41 33.41 - -
1952-53 33.99 33.99 — —
1953-54 34.36 34.36 _—
1954-55 34.96 34.96 —_
1955-56 36.12 36.12 —_ _—
1956-57 38.16 38.16 - -
1957-58 44.40 44.40 - —_
1958-59 50.39 50.39 - —
1959-60 54.43 54.43 - -
1960-61 55.86 55.86 - —
1961-62 75.35 75.35 - —
1962-63 81.26 81.26 - -
1963-64 95.95 95.95 — -
Total 701.15 701.15
1964-65 104.93 104.93 — —_—
1965-66 116.28 116.28 . — —
1966-67 132.39 132.39 — —
1967-68 141.53 141.53 —_— -_
1968-69 150.67 150.67 — —
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1 2 3 4 5
1969-70 156.39 156.39 - —
1970-71 164.57 164.57 - -
1971-72 151.24 151.24 — -
1972-73 161.51 161.51 - —
1973-74 170.92 170.92 - -
1974-75 187.47 187.47 - -
1975-76 198.14 198.14 — -
1976-77 209.05 209.05 —_ -
1977-78 226.56 226.56 — -
1978-79 224.16 341.75@  117.59* 1.98
1979-80 227.29 293.53 66.24 0.43
1980-81 127.49 325.36 197.87 —
Total 2850.59 3232.20 381.70 2.4
1981-82 356.47 356.47 - 2.52
1982-83 435.98 435.98 —_ 71.95
1983-84 378.95 423.70 44.75 —
1984-85 270.10 465.69 195.59 —
1985-86 507.04 507.04 - 116.73
1986-87 578.85 578.85 - —
1987-88 638.86 638.86 —_ -
1988-89 715.66 715.66 - —
1989-90 808.81 808.81 - —
1990-91 926.14 926.14 - 11.97
1991-92 1031.48 1031.48 - —
1992-93 1146.00 1146.00 — 74.47
1993-94 295.00 1296.00 - —
Total 9097.86  9338.20 240.34 619.63
Grand Total: 12649.60 13271.64 622.04 622.04

@ This includes also Rs. 117.59 crores in respett of deferred dividend as explained above.
* Balance of outstanding loan due forin Railway Revenues to General Revenues (provision-
ally assessed Rs. 122.19 crores but later revised to Rs. 117.59 crores as per C&AG's report
1978-79 (Indian Gowvt. Railways), treated as “Deferred Dividend Liability” in terms of Para

18(7) of Sth Report of RCC (1977).



APPENDIX III
(Vide para 21)

The ratc of dividend on thc Capital-at-charge of the Railways and relicfs
in dividend and by way of subsidy, based on the interim recommendations
of the Railway Convention Committce (1991) applicable for 1994-95 arc as
undcr:

l. Dividend

The rate of dividend is 7 per cent of the cntirc Capital invested on
thc Railways irrcspective of the ycar of investment and inclusive of
thc amount that is payablc by the Railways to the Gencral Revenues
for paymcnt to Statcs as grant in licu of passcnger farc tax and
contribution for assisting thc States for financing safcty works during
the financial ycar 1993-94. Thc amount payablc on this account to the
General Revenues was Rs. 23.12 cores in 1993-94.

No dividend is payablc on capital cxpenditure on Mctropolitan
Transport Projccts and unrcmuncrative stratcgic lincs. The annual
loss in the working of such lincs is to be bronc by General Revenucs
and if thc working of thesc lines Icaves a surplus it should bc
transfcrred to General Revenucs (upto the level of normal dividend).

11. Subsidy from General Revenues

Capital invested in the following cases qualifics for subsidy from the
Gencral Revenues to the extent of the dividend calculated at the
rates specificd abovc:

(a) Stratcgic lincs.

(b) 28 ncw lincs takcn up on or after 1.4.1955 on other than
financial considcrations. Dividend bccomes payable if any linc
becomces remuncrative adopting the marginal cost principlc. The
arrangc is to be applicd also to thc two National Invetments viz.
Jammu-Kathua and Tirunclveli-Kanyakumari-Trivandrum linc.

(c) Northcast fronticr Railway (Non-strategic portion).

(4d) Unrcmuncrative Branch lines subject to their unrcmuncra-
tivencss being cstablished on the marginal cost principle in cach
casc titrough an annual vicw of thcir financial results.

(¢) the Orc Lincs between Bimalgarh-Kiriburu and Sambalpur-
Titlagar.
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(f) Ferries and Wclfarc buildings.

() 50% of the capital invested on all works in the current year
and in thc two prcvious years, cxcluding capital invested in
stratcgic lincs, Northcast Frontier Railway (Commercial), Orc
Lines, Jammu-Kathua and Tirunclvcli-Kanyakumari-Trivandrum
Lines, Ferrics and Wclfare buildings and unrcmuncrative branch
lincs which qualify in full for subsidy. capital invested in ncw
linecs on which the dividend payable is deferred during the
period of construction and the first five years after opening of
the lines for traffic, and the capital cost of line wires taken over
from the P&T Dcpartment.



APPENDIX IV
(Vide para 26)

Note in Continuation of Fourth Interim Memorandum to the Railway

Convention Committee (1991) on Dividend Payable by Railways to the

General Revenues, Contribution to the Railway Depreciation Reserve Fund
and Railway Pension Fund

The Railway Convention Committee (1991) has considered the
Mcmorandum submitted to it by thc Railways in connection with the ratc
of dividend payablc to General Revenues and other ancillary matters on
2.2.1995. In continuation Railways submit as under.

2. The Railway Convention Committec (1991) in their Third Report
recommcnded that dividend to General Revenuces and the subsidy from the
General Revenucs to the Railways may be computed for the ycar 1993-94
at the rate of 7% on thc cntirc capital invested on Railways from the
Genceral Revenucs irrespective of the ycar of investment and inclusive of
the other rclicfs” as werc available to Railways prior to this
rccommendation.

2.1 Railways have now to pay about Rs. 102 cr. morc to the General
Revenues on account of incrcasc in ratc of dividend to 7%. The dctailed
calculations in this rcgard arc cnclosecd in Anncxurc. This has placed a
considcrablc burdcn on thc railway finances.

3. Thc Budgctary Support from General Revenucs has declined stecply.
It is only 18% in 1994-95 as comparcd to 75% during the Fifth Five Ycar
Plan pcriod.

3.1 Sincc 1992-93, thc matcrialisation of frcight traffic has not come up
as per the budgetted cxpectations duc to the failure of the core scctor to
offer traffic as per projections. Railways have also been mecting the
persistent demands of both long distance passcnger and suburban strcams
of traffic. We¢ have bcen making cfforts to improvg the passcnger
amcnitics, quality of travcl and other services likc computcrised rescrva-
tion system. Thc rcturns on such cxpensions arc not commcnsurate with
the input costs.

3.2 Many of thc Statc Electricity Boards and Power Houses arc not
making timely payment of railway dues. As on 31.3.90 an amount of
Rs. 244 cr. was outstanding against the Statc Elcctricity Boards and Powcer
Houscs. These outstandings have now gohe up to Rs. 1096 cr. at the end
of Nov. '94. Railways on thcir part have made cfforts to rcalise the
outstanding ducs by making contacts with thc concerned State Govern-
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ments, ctc. But till now no fruitful results have been achicved in this
rcgard. Anothcr factor which is important is that the Statc Elcctricity
Boards arc continuously incrcasing their tariff. The total payment on
account of clectricity for traction is Rs. 1600 cr. SEBs have also started
asking for advancc sccurity dcposits from Railways cqual to two to threc
month’s traction bills.

3.3 Railways arc alive to their responsbilitics for providing adcquate
linkages to J&K and NE Rcgion. While some excmptions are given in the
form of rclicf on dividend paymcnts, the Railways do incur losscs on
opecrating scrvices in thesc scctions and loss of capacity which causc an
additional burdcn.

4. The above details would highlight that whilc the support from thc
General Revenues is shrinking, the ability of Railways to gencrate
adequate resourccs for the opcration is getting restricted. The cost of funds
borrowed through IRFC is cxpensive. At thc same time demand on
Railways for dcvclopment and maintcnance of infrastructurc arc on the
rise. Thc Railways have nccessarily to follow a policy of restraint in the
matter of rcvision of farc and frcight rates. Railways have to face an unfair
competition from othcr modcs of transport in as much as thc Government
provides the fixed infrastructurc to such modcs.

4.1 The Railways havc also undertaken in-house mcasures to reduce the
costs and incrcasc productivity. The conccpts of lcasing and BOLT arc
being cxplored to sprcad thc capital requircments over longer periods.
Even the off-linc activitics arc being considered to be farmed out by
private scctor to cxploit the potcntial now availablc in the liberalised sct
up. Decspite this, Railways continuc to facc a scvcre financial strain for
mecting its obligations for cxpcnding/upgrading infrastructurc.

5. It is rcquested that the Committce may kindly consider to revisc the
ratc of dividend to 6% on the capital invcsted on Railways prior to 1980
and 6.5% on the capital invested after 1980 and continue all the relicfs and
subsidics availablc to Railways so far. Thc Committcc may aiso kindly
consider making the capital invested upto 1952 as ‘Dividend free'. These
will provide a relicf of "Rs. 153 cr. This amount will bec marginal for the
Genceral Revenues though significiant for Railways. In case the Committce
fecls that a ratc of 7% nccds to be maintained, it can coasider the same to
bc made applicablc on thc capital invested on Railways from 1993-94
onwards.

* (i) Rs. 102 Cr. on account of reverting back to 6% on pre-80 Capital and 6.5% on post-8)

capital. _
(ii) Rs. 51 Cr. on sccount of exemption on upto 1952 Capital for payment of dividend at the

rate of 6%.



ANNEXURE

Dividend

Subsidy

Calculation of Dividend & Subsidy with the latest input cxcept the Loss on
Stratcgic mes and Outlay for currcat ycar for which thc B.G. outlay has

been adopted
Capital qualfying 7% ratc 18980 7.0% 1329 3186 7.0% 223
of
Dividend
Capital qualifying 3.5% 577 3.5% 20 60 3.5% 2
ratc of Dividend (Residen-
tial Bidgs.)
Capital qualifying 11.1% 1777 11.1% 197 1777 11.1% 197
ratc of Dividend (New
Lines)
Total 1546 422

Nect Dividend

1124

If calculation of Dividend is reverted to 6% & 6.5% for pre-80 & post-80

capitals
Pre-80 Capital 5028 6.0%
Post-80 Capital 13952 6.5%
Capital qualifying 3.5% 5717 3.5%

rate of Dividend (Residen-
tial Bldgs.)

302 476 6.0% 29

907 2710 6.5% 176

20 60 3.5% 2




41

Dividend Subsidy

Capital qualifying 11.1% 1777 11.1% 197 1777 11.1% 197
rate of Dividend (New
Lincs)

Total 1426 404

Net Dividend 1022

NET IMPACT OF DECREASE IN RATE
-102

On capital of about Rs. 850 cr. invested on Railways until 1952, dividend
87% works to Rs. 60 cr. and 86% Rs. 51 cr.

A Statement showing the total outstanding dues recoverable from the State
Electricity Boards

(In Crores)
As on Amount
30.11.1994 1095.92
31.3.1994 914.29
31.3.1993 617.92
31.3.1992 351.76
31.3.1991 256.78
31.3.1990 243.83

31.3.1989 133.42




APPENDIX V

Statement of Recommendations/Conclusions

SL.

No.

Para
No.

Page
No.

Recommendations/Conclusions

2

3

4

(4

56

57

After considering the view point put forward by
the Planning Commission and Ministry of Finance
alongwith the arguments including the supplementary
note given by the Ministry of Railways on the subjcct
and kecping in vicw the avcrage borrowing rate. the
Committec rccommend. purcly as an interim mea-
sure, that the capital invested on the Railwavs upto
1952 may bc trcated as ‘Dividend frec’ and the
dividend for the year 1995-96 to Genceral Revenucs
on the remaining capital invested thercafter be paid
at the rate of 7% irrespective of year of investment.
inclusive of the amount that was pavablc by the
Railways to the Gencral Revenues for payment to
States as grant in licu of passcnger fare tax and
contribution for assisting the States for financing
safcty works during the financial year 1993-95.

From the Interim Mcmorandum, the Committec
find that there has been a reverse flow of funds since
1993-94 onwards. The Ministry of Railways had to
pay Rs. 1299 crorcs and Rs. 1372 crorcs as dividend
liability during 1993-94 and 1994-95 respectively.
against thc Budgctary support of Rs. 960 crorcs and
Rs. 1150 crores during the samec period. The Com-
mittce fccl that it is a clcar casc in which the
Railways had to pay dividend on that Budgctary
support which is to be adjusted against their dividend
liability. Kecping in view the above facts and the
resourcc crunch faced by thc Railways and the
inability of the Finance Ministry and the Planning
Commission to make availablec the nccessary funds.
the Committcec recommend that the Railwayvs should
dccide the quantum of dividend that can bc paid
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during 1995-96 and the balance amount of dividend,
if any, be treated as a deferred dividend liability on
which no interest shall be charged. The amount of
deferred dividend liability may be equal to or less
than the amount due to the Railways from the
various State Electricity Boards. The Committee,
while making this recommendatiop have taken into
account the system of deferred dividend liability that
was prevalent from 1.4.1978 till 1992-93.

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

The Committee do not see any reason as to why
the present policy of the Government applicable to
Public Sector Undertakings for mobilising their own
resources and. not to depend on plan outlay should
also be made applicable to the Indisn ‘Railways for
they carry huge social burdens amounting to
Rs. 2,000 crores which runs counter to the basic
principle of a commercial undertaking. When the
Ministry of Railways are themseclves facing acute
resource crunch, the Committee are in agreement
with their contention that they should adequately be
compensated for carrying social burdens. In this
connection, the Committee had in their 5th Report
(10th Lok :Sabha) recommended that the Railways
should carry out a fresh study regarding compensa-
tion to be paid to the Railways for carrying social
burdens. However, the Committee regret to note that
whereas the Railways, as stated by the Chairman,
Railway Board during evidence, have made the
necessary study oo the subject, the details of the said
study. were neither furnished to them nor to the
Ministry of Finance. They, therefore, stress that the
Ministry of Railways should furnish-the details of the
study to the Committec-and the Ministry of Finance
expeditiously.
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The Committce feel distressed to note that a
staggering amount of Rs. 10.95 crores was outstand-
ing aghinst thc various State Electricity Boards as on
30.11.1994. The Committee are not convinced with
the routinc ‘reply given by the Ministry of Railways
about ‘the Steps taken by them to recover the dues.
They nced hardly point out that had the Ministry
taken certain drastic steps the outstanding amount
would not havc mounted from a mere sum of
Rs. 133.42 crores in March, 1989 to an alarming
figurc of Rs. 1096 crores as on 30.11.1994. The
Committce fecl that the scarcity of resources being
acutcly fclt by thc Ministry of Railways could be
lesscned to some cxtent, if they had recovered the
outstandings. Thcy are, therefore, constraincd to
rccommend that thc amount recoverable from State

‘Elcctricity Boards ctc. should be adjusted from the

futurc power tariff bills of SEBs, etc. At thc same
timc they also desire the Finance Ministry and the
Planning Commission to cxaminc whether the out-
standings against various State Electricity Boards
could bc adjustcd against the Ccntral assistancc to
States and thc amount so realised is credited to the
Railways. The Committce further recommend that
the Ministry of Railways should also follow the cash
and carry scheme for all consignment to be booked in
future.

The Committce notc that though they had recom-
mended for an appropriation of Rs. 2700 crores
to the Dcpreciation Reserve Fund (DRF) but the
final appropriation to DRF was kcpt at Rs. 2,300
crores in the Budget Estimate due to an overall
reduction in the size of the Plan by Rs. 500 crores.
The Committee find that at the cnd of the current
financial ycar the balance in the DRF is expected to
be Rs. 1.100 crorc. The Ministry of Railways have
informed the Committce that the draft Report by the
Working Group on DRF has bcen preparcd and the
samc is likcly to be finaliscd and prescnted carly. The
Committcc cxpcct that the above rcport shall be
furnished to them without any further delay. How-
ever, keeping in view the new asscts added and the
clement of inflation. the Committce agrec with the
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proposal of Ministry of Railways that thc contribution
to the DRF in 1995-96 may be kept at Rs. 2,650
crorcs, subject to minor adjustments kceping in view
the size of thc Annual Plan finally fixed and the
capacity of the system to gencrate internal resources.

The Committcc note that the balance in the
Pcnsion Fund is cxpected to be around Rs. 380 crores
at the cnd of the current financial year. The Commit-
tcc agrce with the proposal of Ministry of Railways
that the contribution to Pension Fund may be
cnhanced to Rs. 1,900 cr. in 1995-96, kecping in view
the incrcasc in thc number of pensioners and the
pensions being incrcased with cach DA instalment.
However, the contribution to the fund will be subject
to minor adjustment keeping in view the likely
withdrawals and the financial position of the Rail-
ways.

With regard to Development Fund (DF) the Com-
mittee note that out of the excess of revenuc over the
total working expenses and after clearing in full the
dividend liability. thc amount required for the pas-
scngers and uscrs’ amenitics (DF-I), Labour Welfare
Works (DF-II). Unremuncrative opcrating improve-
ments (DF-I11) and Saftcy Works (DF-IV) is credited
to this Fund. The Ministry of Railways have stated
that the Budget Estimates 1994-95 provide for
appropriation of Rs. 290 crores to this Fund. The
Committec  desirc that the Ministry of Railways
should. in their action taken notes, apprisc them
about the actual amount that will be credited to this
Fund at thc ¢nd of the current financial year.

The Committec«also note that in 1994-95 Capital
Fund. to which all surplus lcft after payment of
dividend and appropriation to Decvclopment Fund.,
cte. are to be credited and which, in turn, would be
uscd to finance Capital Works on the Railways, is
cstimated to be Rs. 1680 crores. The Committce
cxpect the Ministry of Railways to apprisc the Com-
mittce. in their action taken notc, about the amount
that has actually been credited to this Fund at the
end of the current financial year.
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Lastly, the Committee do not sec any logic in
modifying the principles governing interest on various
Railway Funds and therefore recommend that the
balances in the various Railway Reserve Funds (other
than Development Fund) may carry the same rate of
interest as the rate of Dividend. The rate of interest
on thc balance in Development Fund may be the
same as the rate of interest on loan from General
Revenues for Development Fund Works for the
purpose of Budget Estimates for 1995-96.




	0001
	0003
	0005
	0007
	0008
	0009
	0010
	0011
	0012
	0013
	0014
	0015
	0016
	0017
	0018
	0019
	0020
	0021
	0022
	0023
	0024
	0025
	0026
	0027
	0028
	0029
	0030
	0031
	0032
	0033
	0035
	0037
	0038
	0039
	0040
	0041
	0042
	0043
	0044
	0045
	0046
	0047
	0048
	0049
	0050
	0051
	0052
	0053
	0054

