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INTRODUcnON 

I, the Chairman, Railway Convention Committee (1998), having been 
authorised by the Committee to present the Report on their behalf, 
present this Second Report on Rate of Dividend payable by the Railway 
Undertaking to the General Revenues and other Ancillary Matters for the 
financial year 1998·99. 

2. Based on an interim Memorandum submitted by the Ministry of 
Railways in consultation with the Ministry of Finance on 16 October, 1997, 
the Railway Convention Committee (1996) in their Third Report, had 
recommended, purely as an interim measure, that dividend for the year 
1997 ·98 to the General Revenues be paid at the rate of 7 per cent 
irrespective of the year of investment, inclusive of the amount that was 
payable by the Railways to the General Revenues for payment to States as 
grant in lieu of passenger fare tax and contribution for assisting the States 
for financing safety works during the year 1996·97. The Third Report of 
Railway Convention Committee (1996) was presented to Lok Sabha on 
2 December, 1997 and laid in Rajya Sabha on 25 March, 1998. The 
recommendations contained in the Third Report of Railway Convention 
Committee (1996) and Action Taken by the Government thereon are at 
Appendix-IV. 

3. Consequent upon the dissolution of Ninth Lok Sabha on 4 December, 
i 997, the Railway Convention Committee (1996) became funcfus officio 
and they could not give their final recommendations. 

4. The Railway Convention Committee (1998) was constituted on 
22 July, 1998 and the interim Memorandum on Rate of Dividend for the 
year 1998-99 containing the views of both Ministries of Railways and 
Finance was furnished by the Ministry of Railways on 18 November, 1998 
wherein the Ministry of Finance had proposed that dividend paid by the 
Railways needs to be increased and that for the year 1998-99, the Railways 
should pay dividend at the rate of 7.5% on Capital-at-charge irrespective 
of the year of investment. 

5. After considering the interim memorandum, the Committee had 
recommended, purely as an interim measure, that pending finalisation of 
Railways' Ninth Five Year Plan and submission of detailed memorandum 
in consultation with Ministry of Finance on Rate of Dividend and other 
Ancillary Matters to them. Dividend to General Revenues for the current 
financial year may be paid at the rate of 7 per cent on the entire capital 
mvested on Railways from the General Revenues 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 year 1997.98. All other concessions now available arc; also 
allowed to continue on the existing basis for the year 1998-99. 



(vi) 
6. The Committee considered, fmalised and adopted this Report at their 

sitting held on 'Z7 January, 1999. The Minutes of the sitting of the 
Committee are appended to the Report. For facility of reference, the 
recommendations and observations of the Committee have been printed in 
thick type in the body of the Report. 

NEWDEUU; 
27 January. 1999 
7 Magha. 1920 (S) 

BUOY KRISHNA HANDIQUE, 
Chairman, 

RaHway Convention Committee. 



REPORT 
Geaesll of Sepant10n of Railway Flnanee 

The first Railway in India as also in Asia was opened by the Great 
Indian Peninsular Railway Company (present Central Railway) formed in 
England. The Company took up the survey work in 1850 and it was 
completed in about 3 yean. The first trailt steamed out of Bombay on 
April 16, 1853 to Thanc-a distance of about 33 Kms. A new Chapter in 
the history of India wu thus opened. 

2. The growth and development of Indian Railways owes much to Lord 
Dalhousie, Governor-General of India (1848-1856), who sUllested a 
system of trunk lines connecting the hinterland of Bombay, Ben,al and 
Madras Presidencies with their principal ports and also with each other. As 
the Government bad neither the funds nor the technical personnel to 
undertake the work, the same was elttrusted to private companies who 
were guaranteed a return of 5 per cent on their Capital for a period of 25 
years. In return, the companies were expected to share their surplus profit 
with the Government and to sell the Railways to the Government after 25 
years. As the expected profit failed to materialise and the guaranteed 
return continued to be a drain on the exchequer, the Government 
purchased the Railways on the expiry of the period of contract, though the 
management of the railways continued to be with the companies. 
Following the recommendations of the Ackworth Committee (1920-21) the 
Government took over the management of the bulk of the Railways. 

3. Originally, Railway Finances were included in the Budget of the 
Government of India. In order to secure stability for Civil estimates by 
providing for an assured contribution from Railway Revenues and also to 
introduce flexibility in the administration of Railway Finance, the same 
were separated from the General Finance by a Resolution of the Central 
Legislature adopted on September 20, 1924 and was approved by the 
Secretary of State. The possibility of legislation to separate Railway 
Finance from General Finance was considered, but it was decided that it 
would be preferable to ask the House to agree to a Convention, the 
advantage in a Convention being that it can be adjusted from time to time 
to varying needs and difficulties. This Convention is commonly known as 
"Separation Convention". 

4. Under the 'Separation Convention' the Railways are required to pay 
dividend at a fixed rate on their Capital, the whole of which was advanced 
by the Government of India. The 'Rate of Dividend' payable by the 
Railway Undertaking to the General Revenues as well as other financial 
matters are determined periodically by the Railway Convention Committee 
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of Parliament. This, in brief, is the genesis of Separate Railway Finance in 
India. 
GuidiDa prladple 01 rate of dividend 

5. The first Convention Committee wu set up after Independence in 
April, 1949. One of the basic principles enunciated by this Committee was 
the fixation of definite rate of dividend whic:b included an clement 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 euence, the ,eneral 
tax payer is the owner and sole shareholder of the Undertaking. 
Financial structure or Indian Railways 

6. The financial arrangements betwten the Railways and the General 
Revenues have been reviewed from time to time and modifICation&! 
changes carried out to meet the requirements of the chanpng times. As a 
result, the administrative and financial set up of the Ministry of Railways 
has come to acquire a IOmewhat unique character. in that the Railway 
Ministry has been delegated with substantial powers relating to all Railway 
matters and the Railways have their own independent and integrated 
financial set up. in that:-

(i) Railway Budget is presented and voted by the Parliament 
separately independent of General Budget. 

(ii) Railway Ministry enjoys substantial powers of financial sanction to 
expenditure. 

(iii) Accounts are maintained by the Railways' own accounting cadres. 
(iv) Railway projects are also not cleared by PIB as is done for projects 

of other Ministries. Recently a system of clearance by expanded 
Board has been introduced for projects costing over RI. SO crores. 

Although the Railway Finances have been separated from the General 
Finances, the former continue to be part of the overall Government 
Finances in that estimates relating to receipts and expenditure of the 
Railways are incorporated in the Genera'l Budget as part of the total 
receipts and expenditure of the Government of India. 

7. The revenue receipts of the Railways are derived from Groll Traffic 
Receipts which include passenger earnings, goods earnings and sundry 
other earnings. The expenditure of the Railways' faUs in two catelorics:-

(i) Revenue expenditure or non-Plan expenditure; and 
(ii) Other expenditure or Plan expenditure. 

The revenue expenditure is met out of the revenue receipts of the 
Railways. It consists of ordinary working expelllCl of 
Railways,-appropriations to the various reserve funds and other 
miscellaneous expenditure like subsidy/rebate to worked lines, expenditure 
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on miscellaneous establishments, etc. The Plan expenditure is financed 
from budgetary support provided by the General Revenues. and 
withdrawals from various Railway Funds including Capital Fund as also 
from market borrowings. 

8. The allocation of railway expenditure to one or the other of the above 
mentioned sour<:cs (referred to as allocation heads of expenditure) is 
governed by the rules of allocation based on the principles introduced by 
the Railway Convention Committee. 1949, as amended by the successive 
Convention Committees from time to time. 

9. In pursuance of the Resolution adopted by Lok Sabha on 2nd June. 
1998. the Railway Convention Committee (1998) was constituted on 
22 July, 1998 to review the rate of dividend payable by the Railway 
Undertaking to General Revenues, as well as other ancillary matters in 
connection with the Railway Finance vis-a-vis General Finance and to 
make recommendations thereon. 

Iktermlnin& the rate of dividend prior to presentation of Railway Budget 

10. The Committee generally present their Report on 'Rate of Dividend' 
during the Budget Session of Parliament and their recommendations are 
reflected in the Railway Budget. The Memorandum of the Ministry of 
Railways on 'Rate of Dividend payable to General Revenues' is submitted 
to the Committee only after obtaining the comments/concurrence of the 
Ministry of Finance. 

Capltal-at-charge of the Indian Railways 

11. Capital-at-charge means Capital contributed by General Revenues. 
The Capital-at-charge on the Railways is in form of interest bearing loan 
capital, except part of it on which no dividend is payable on the basis of 
reliefs recommended by successive Convention Committees and approved 
by Parliament. The Capital-at-charge of the Indian Railways has increased 
from Rs. 827 crore in 1950-51 to Rs. 25323.86 crore in 1997-98 (RE). This 
amount excludes Capital outlay on Metropolitan Transport Projects and 
Circular Railway (Calcutta). 

Dividend paid 

12. The annual dividend payable to General Revenues used to be leS!l 
than Rs. 100 crore till 31 March, 1964 but increased to Rs. 1545.62 crore 
by 1997-98. In all, the Railways have paid so far to the General Revenues 
an amount of Rs. 19478.55 crore as Dividend. It comes to 76.92 per cent 
of the Capital-aI-charge on Indian Railways. 

13. Two statements showing important financial figures of Indian 
Railways are at Appendix-I. 

. 4248/ LS / F-'Z-A 
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Payment .of Dividend to Generlll Revenues 

14. In regard to Rate of Dividend, the Railway Convention Committee 
(1996) had, in paras 64 & 65 of their Third Report recommended that the 
Dividcnd for the year 1997-98 to Gelleral Revenues on the entire capital 
be paid at the rate of 7 per cent irre'pective of the year of investment, 
inclusivc of the amount thnl was payable by the Railways to the General 
Revenues for paymcnt '0 States as grant in lieu of passenger fare tax and 
contribution for ~ StMes fOI" financing safety works during the 
financial year 1'>96-97 alid all other conces.'Iions as alr.eady available on 
residential buildings new Iincs, subsidies from Geneml Revenues, etc. be 
allowed to continue on the ~  hasis while framing the Railway Budget 
tor 1997-Q8. 

15. Acwrdingly, the dh'idend and the reliefs and conceuioDl were 
computed and arlopted by the Ministry of Railways in both Budget 
EMimatcs and Reviscd Estimates for the year 1997-98. 

16. In their Interim Memorandum dated 18 November, 1998, the 
Ministry of Railwnys (Railway Board) have submitted the following: 

·'It is ,~  for the consideration of the Committee that the 
\~  to the General Revenues and subsidy from the General 

Revennes to the Railways may provisionally be computed for the year 
1998-99 based on the principles as per Appendix-II, adopted earlier 
for the year 1997·98." 

17. In thill connection. the Ministry of Railways have forwarded the 
following views of Ministry of Finance: 

"The rate of dividend ~ all along been fixed by the Railway 
Convention Committee having regard to the cost of borrowing. A 
statement lIh('wing Rate of Dividend paid by the Railways and average 
borrowing ,ate from the year 1951 upto 1998-99 (BE) is at 
Appendix-III. It can be seen therefrom that upto the year 1979-80, the 
):tate of Dividend paid by the Railways to General Revenues were 
more or le!!s equal to average borrowing rate of the Government. But 
stnce 1980-Rl. the margin has been reduced and currently the average 
borrowing rate ill considernbly higher than the rate of dividend paid by 
the Rnilways. 

Current Year's Budget assumes Rs. 1m crore, as dividend to be paid 
by the Railways. This figure includes an amount of Rs. 628 crore of 
subsidy paid to the Railways from tbe General Revenues.-Thus, 
altbough dividend rate is calculated at 7% on Capital-at-Charge 
effective R;ate of Dividend after excluding the subsidy element is only 
4.21 % as compared to the average borrowing rate of Government 
(12.20%). Wbile Railways do not return the capital contributed from 
General Revenue, the General Revenue has to returD· the earlier 
borrowing through fresh borrowing at progressively higher rate of 
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Over interest and above this. Tenth Finance Commission has 
recommended grants to the States to the order of Rs. 380 crore as 
payment to States in lieu of tax on passenger fare. But Railways pay 
only Rs. 23 crore for passing the amount to the States. Even this 
amount is included in dividend paid by Railways. Such a situation is 
costing every year the General Revenues an additional expenditure of 
Rs. 357 crore. In such a situation. the rate of dividend paid by the 
Railways need to be increased both in absolute and relative terms. It 
is, therefore, proposed that Railways should pay dividend at the rate 
of 7.5% on Capital-at-Charge irrespective of year of investment. for 
the year 1998-99. Railways may get other dividend concessions as at 
present available to them on the basis of the recommendations made 
by RCC." 

18. Commenting on the above views of Ministry of Finance. the Railway 
Board have submitted the following for consideration of the Committee: 

"Ministry of Finance has in the past too has been raising the issue of 
increasing the rate of dividend to keep it at par with the average cost 
of borrowing. However. keeping in view the Railways financial 
position, the declining capital from General Exchequer and the social 
burden which the Railways have to bear without any compensation 
from the General Exchequer. the RCC has had considered it 
appropriate not to increase the rate of dividend paid by the Railways. 

The financial position of the Indian Railways has not been very 
satisfactory in the current year as there has been shortfall of Rs. 618 
crore in the earnings upto the month of September. 1998 due to less 
loading to the extent of 14 million tonnes compared to the 
proportionate budget target. Keeping in view the recession in the 
economy. it seems that the Railways will not be able to make good 
the shortfall in the remaining part of the year. 

While it is true that the Ministry of Finance has been bearing a 
substantial part of the amount recommended by the Tenth Finance 
Commission towards grants to States in lieu of passenger fare tax, it 
may be mentioned that when the Railways themselves are in need of 
resources and have to get capital from the General Exchequer, it 
would be unrealistic to expect that they should share any part of their 
resources with the State Governments. For correct appreciation of the 
Railways' resource position in the recent years. it has to be noted that 
the Capital from the General Exchequer has reduced very 
considerably and the Railways have been resorting to increasing ~  
of market borrowing through the Indian Railway Finance Corporation. 
Such market borrowing is not only at relatively high cost but has also 
to be returned to the investors within a fllted time-frame. 
Consequently, the lease charges which the Railways pay to the Indian 
Railway Finance Corporation have been increasing rapidly from year 
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to year reaching a level of Rs. 2392 crore (which includes relatively 
small amounts relating to the 'Own Your Wagon Scheme' and the 
'Build, Operate, Lease, Transfer Scheme'). This feature has severely 
constrained the resource capacity of the Railways. Apart from this, 
the issues raised by the Railways in regard to compensation for social 
obligations borne and subsidy provided for freight traffic to North· 
Eastern States still remain to be resolved in favour of the Railways. 
Under the circumstances, even a small increase in the dividend rate at 
this juncture would he a further burden on the Railways' resources. 
The implications of iflcrcasing the dividend to 7·112, from the existing 
7% would be lIb()ut Rs. 113 crore over and above the figure of Rs. 
1777 crore computed for the current year towards dividend to General 
Revenues; relief by way of existing concessions in dividend would only 
be about Rs. 20 crore." 

DepreciatIon Reserve Fund (DRF) 

19. This fund has been created to meet the expenditure on replacement 
and renewal, including inflationary and improvement elements. 
Appropriation to this fund is met from out of revenues. 

20. The Railway Convention Committee (1996) had, in para 66 of their 
Third Report, recommended the following: 

"Although the Committee (1991) in their Twelfth Report had 
recommended for an appropriation of Rs. 2000 crore ~ the 
Depreciation Reserve Fund (DRF) subject to suitable need based 
adjustment, yet the final appropriation to DRF was kept at Rs. 2200 
crore as warranted by the Plan needs for 1996·97. However, the 
Committee find that at the end of the current financial year the 
balance in the DRF is expected to bc Rs. 1561 crore. The Committee 
agree with the proposal of the Ministry of Railways that the 
contribution to the DRF for the Budget Estimates of 1997-98 may be 
kept at Rs. 2000 crore, subject to the minor adjustments as warranted 
by the Annual Plan for 1997-98 and the capacity of the system 10 
generate internal resources." 

21. In this connection, the Ministry of Railways, in their Interim 
Memorandum have submitted the following: 

"In regard to the Depreciation Reserve Fund, appropriation from the 
Revenue was made at the level of Rs. 2000 crore in the Budget 
Estimates but was reduced to Rs. 1904 crore in the Revised Estimates 
as warranted by the Plan needs for that year and the ovcrall financial 
position of the Railways. The balancc in the Fund at the end of 
1997-98 was. expected to be Rs. 1516 crore. 

Keeping in view the requirement of outlay on works chargeable to the 
Depreciation Reserve Fund and taking into accoun. the financial 
position of the Railways, the appropriation from Revenue to the Fund 
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has been provided for at Rs. 2473 crore. This, together with a 
contribution of Rs. 49 crore chargeable to the Production Units of the 
Railways and the interest of Rs. 103 crore that is likely to accrue, will 
match the withdrawable of Rs. 2625 crore estimated to be made from 
the Fund. The amount proposed to be appropriated, however, is. 
subject to need-based adjustment." 

22. The Ministry of Railways have also stated that the above proposal 
has the concurrence of the Ministry of Finance. 
Pension Fund 

23. This Fund has been created to cover the current pension payments as 
aiso to meet the accumulated liability on account of pension benefits 
earned in each year of service. The appropriation to this Fund is from 
revenue. 

24. The Railway Convention Committee (1996) had, in para 67 of their 
Third Report; recommended the following: 

''The Committee note that the balance in the Pension Fund is 
expected to be around Rs. 875 crOre which will partly take care of the 
impact of the Fifth Pay Commission recommendations on pensionary 
charges. The Committee agree with the proposal of Ministry of 
Railways that' the contribution to the Pension Fund to be kept at 
Rs. 2200 crore in the Budget Estimates for 1997-98 subject to minor 
adjustment keeping in view the likely withdrawals anticipated for the 
year and the financial position of the Railways." 

25. In this connection, the Ministry of Railways, in their Interim 
Memorandum, have submitted the following for consideration of the 
Committee: 

"Appropriation to Pension Fund from Revcnue was kept at Rs. 2200 
crore in the Budget Estimates. However, it was stepped up to 
Rs. 3367 crore in the Revised Estimates in order to meet the 
anticipated impact of the recommendations of the Fifth Central Pay 
Commission. The balance at tht" end of the year was expected to be 
Rs. 765 crore. The appropriation to the Pension Fund from Revenue 
has been placed at Rs. 2218 crore. Along with appropriation of Rs. 10 
crore under Miscellaneous Expenditure (which caters for the Railway 
Board, Research, Designs and Standards Organisation and various 
other miscellaneous Railway establishments), Rs. 20 crore as 
contribution in respect of Production Units and Rs. 52 crore by way of 
interest likely to accrur" , this will meet the anticipated outgo of Rs. 
2300 crore. Th(' estimate of outgo takes into account the fact that the 
retirement age of Railway s.:r\'lults has been raised from 58 years to 60 
years. The contnbution to the Fund, however, is subject to 
adjustments keeping in view any variations of the estimated 
withdrawals and the financial position of the Railways." 



8 

26. The Ministry of Railways have also stated that "~ above proposal 
has been agreed to by the Ministry of Finance. 

Development Fund 

This Fund is used for meeting expenditure on 

(i) Passengers and users' amenities; 

(ii) Labour welfare works; 

(iii) Unremunerative operating improvements; and 

iv) Safety Works 

DF I 

OF II 

OF III 

OF IV 

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

27. The Railway Convention Committee (1996) had. in para 68 of their 
Third Report recommended as follows: 

"With regard to Development Fund the Committee note that keeping 
in view the Plan needs, Rs. 314 crore has finally been appropriated in 
1996-97 and an amount of Rs. 350 crore has been projected in the 
Budget Estimate 1997-98. The Committee desire that the Ministry of 
Railways should, in their action taken notes, apprise them about the 
actual amount that will be credited to this Fund at the end of the 
current financial year." 

28. The Ministry of Railways, in their Interim Memorandum submitted 
the following for consideration of the Committee: 

"An amount of Rs. 350 crore has been appropriated to this Fund in 
the estimates of 1997-98. In 1998-99, the appropriation to this Fund 
has been made at Rs. 475 crore in keeping with the Plan needs." 

Capital Fund 

29. The Capital component of Railways Plan expenditure was earlier 
being financed from out of the budgetary support received from the 
general exchequer. With the budgetary support declining over the years 
and market borrowings being expensive and uncertain, a new Fund named 
Capital Fund has been created w.e.f. 1 April, 1992 with the approval of 
RCC (1991). This Fund is used to finance part of the capital works 
requirements on the Railways. After appropriation to Development Fund, 
the 'Excess' is appropriated to the Capital Fund. 

30. The Railway Convention Comm,iuec (1996) had, in para 69 of their 
Third Report, recommended u under: 

''The Committee note that in 1996-97, Capital Fund hu been 
credited with RI. 1803 crorc and it has been estimated by the 
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Ministry of Railways that this Fund will be credited with Rs. 1024 
crore in the Budget Estimates 1997-98. The Committee desire the 
Ministry of Railways to apprise them in their action taken notes 
about the actual amount that has been credited at the end of the 
current financial year." 

31. For the year 1998-99, the Ministry of Railways have made the 
following proposal in their Interim Memorandum: 

"An amount of Rs. 1120 crore has been appropriated to this fund in 
1997-98 (RE). In 1998-99, an appropriation of RI. 1181 crore to this 
Fund has been made, which, together with Rs. 74 crore as interest 
likely to accrue, will permit withdrawal of RI. 1255 crore estimated 
for Plan needs. The above mentioned appropriations to the 
Development Fund and Capital Fund, taken together, match the 
estimated 'Excess' of Rs. 1656 crore." 

Interest on Railway Funds and Loan to Development Fund 

32. (n para 70 of their Third Report, the Railway Convention 
Committee (1996) had recommended as under: 

"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 tht> 
purpose of Budget Estimates for 1997-98." 

33. The Ministry of Railways have submitted that these recomme-
ndations of RCC ~  be made applicable for 19J8-99 as well. 

34. In this connection, the Ministry of Railways have forwarded the 
following views of Ministry of Finance: 

"The balance in the various Railway Reserve Fund (other than 
Development Fund) may carry the same rate of interest as the rate of 
dividend. The rate of interest on balance in the Development Fund 
may be the same as the rate of interest on the loan from General 
Revenues for Development Fund on the basis of the 
recommendations made by Railway Convention Committee". 

RECOMMENDATIONS 

35. After conslde ...... tbe .l'Iuments put rorth by both the Ministries of 
RaUways .nd FIn.nce, tbe Committee are of the considered view th.t tbe 
_ue of lncreuinl the Rate of Dividend so as to keep It at par with the 
.verap colt of bornwID, caanot be taken up In-isolation without ,oInllnto 
the luue or compelWltlon to be paid to the Indian Railways for dlsch ..... nl 
the public IeI'Vlce oblilation wblch .mounts to Rs. 1800 crore In 1996-97 as 
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per lOe status Paper. Agreeing with the Ministry of Railways that they 
should be compensated suitably for social obligation borne by them In 
general and for movement of freight tramc in North Eastern States in 
particular, the Committee would like to be apprised about the precise 
action taken by the Government on the findings of Inter-Ministerial 
WorldDl Group Report on Social Service Obligation of Indian Railways 
<May 1997). As the above Report has been an unanimous Report of both 
the Ministries of Railways and Finance and the Planning Commission, the 
Committee do not find any reason for delay In Its Implementation. 

36. Pending finallsation of the Railways' Ninth Five Year  Plan and 
submission of detailed memorandum In consultation with the Ministry of 
Finance on the rate of dividend and other ancillary matten, the 
Committee, after considering the present proposals given by the Ministry 
of Railways alongwith the views expressed by the Ministry of Finance, 
recommend, purely as an Interim measure, that for the year 1998-99 
dividend to General Revenues may be paid at 7% on the entire Capital 
invested on Railways from the General Revenues, irrespective of year of 
Investment, Inclusive of the amount that was payable by the Railways to 
the General Revenue for payment to States as grant in Ueu of passenger 
fare tax and contribution for assisting the States for financinll safety work!! 
during ~ financial year 1997-98. 

37. Ail other concessions now available: on residential buildings, new 
Jines subsidies from General Revenues, etc. may be allowed to conlinue on 
the existing basis for the year 1998-99. 

38. Although the Committee in their Third Report (Eleventh Lok Sabha) 
had recommended for an appropriation of Rs. 2000 crore to the 
Depreciation Reserve Fund (DRF) subject to suitable need based 
adjustment the final appropriation to DRF was kept at Rs. 1904 crore as 
warranted by the Plan needs for 1997-98. At the end of 1997-98 the 
balance in the DR.' was expected to be Rs. 1516 ('rore only. Keeping In 
view the above position, the Committee agree with the proposal of the 
Ministry of Railways that the contribution to the DRF  for the Budget 
Estimates of 1998-99 may be kept at Rs. 2473 crore, subject to minor 
adjustments as warranted by the Annual Pla"n for 1998-99 and the capacity 
of the system to generate internal resources. 

39. The Committee note that the appropriation to Pension Fund (PF) 
from ReYenues was kept at Rs. 1200 crore In the Budget Estimates of 
1997-98. However, in order to meet the anticipated Impact of the 
recommendations of Fifth Pay Commission, the same was stepped up to 
Rs. 3367 crore In the Revised Estimates. Tbe balance at the end of tbe 
financial year 1997-98 under this Head W85 expected to be Rs. 765 
aore. Agreeing with the proposal of Ministry of RaliwaXI, tbe 
Committee recommend that the contribution to Pension Fund be kept 
at Rs. 1118 crore for the year 1998-99 subject to minor adjustment, 
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keeping in view the likely wlthdrawa" anticipated for the year and the 
financial position of the Railways. 

40. In regard to Development Fund (DF), the Committee nnd that an 
amount of Rs. 350 crore was nnaDy appropriated In 1997-98 under this 
Head and a sum of Rs. 47S crore has been projected In the Budget Estimate 
1998-99. The Committee desire that the Ministry of Railways should, In 
their action taken notes, apprise them about the actual amount that will be 
credited to this Fund at the end of the current financial year. 

41. The Committee note that In 1997-98, Capital Fund has been credited 
with Rs. 1120 crore and an appropriation of Rs. 1181 crore to this fund has 
been made in 1998-99, which, together with Rs. 74 crore as Interest likely to 
accrue, will permit withdrawal of Rs. 12SS crore estimated for Plan needs. 
However, the Committee desire the Ministry of Railways to apprise them 
about the actual amount that would be credited to this Fund at the end of 
the current financial year. 

42. The Committee do not see any logic In modifying the principles 
loverning interest on various Railway Funds and, therefore, recommend 
that the balances In the various Railway Reserve Funds (other than 
Development fund) may carry tbe same rate of interest as 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 Generai Revenues for 
Development Fund Works for the purpose of Budget Estimates for 1998-99. 

New Delhi; 
27 Januory, 1999 

7 A/agha, 1920 (S) 

BUOY KRISHNA HANDIQUE, 
Chairm4n, 

Railway Convention Committee 
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TABLE-D 
The position in regard to Capital invested on Railways prior to 1950-51 

is as under: 

1946-47 

1947-48 

(RI. in Cr.) 

807.76 

Add Capital invested from 1.4.1947 to 14.8.1947 
Less Capital transferred to Pakistan & BangIa 
Desh Rlys .................... . 

6.21 

238.40 

Add Capital transferred from Ex-Bengal Assam 88.74 
Rly. 
Capital as on 15.8.1947. . . . . . . . . . . . 664.31 
Add Capital invested from 15.8.1947 to 3.19 
31.3.1948 ....... . 
Capital as on 31.3.1948. . . . . . . . . . . . 667.50 

1948-49 775.87 

1949-50 813.07 



APPENDIX 0 
(Vide Para 16) 

The rate of dividend on the Capital-at-charge of the Railways and reliefs 
in dividend and by way of subsidy. based on the recommendations of the 
Railway Convention Committee (1996) applicable for 1997-98 are u 
under:-

1. Dividend 
(a) The rate of dividend is 7 per cent on the entire Capital invested 

on the Railways irrespective of the year of investment including 
1.5% on the Capital invested upto 31.3.1964 (less Capital 
qualifying for Subsidy) for contribution for grants to the States in 
lieu of passenger fare tax and contribution for assisting the States 
for financing safety works during the financial year 1996-97. 

(b) A concessional dividend of 3.5 per cent is payable on the Capital 
cost of residential buildings. 

(c) In respect of the Capital invested on New Lines, excluding the 
28 New Lines taken up on or after 1.4.1955 on other than financial 
considerations, the dividend payable is to ·be calculated at the 
average borrowing rate for each year but deferred during the 
period of construction and the first five years after opening of the 
lines for traffic, the deferred liability is to be paid out of the future 
surpluses of the line after payment of current dividend. The 
account of unliquidated deferred dividend liability on New Lines is 
to be closed after a period of 20 years from the date of their 
opening, extinguishing any liability not liquidated within that 
period. 

(d) Losses in the working of strategic lines are borne by the General 
Revenues. Surplus, if any. of such lines, after meeting working 
expenses, depreciation and other charges are paid to General 
Revenues upto the level of normal dividend. 

(e) Shortfall, if any, in the payment of dividend on account of 
inadequacy of net revenue is treated as a deferred liability on 
which no interest is charged. 

II. Subsidy from General Revenues 
Capital invested in the following cases qualifies for subsidy from the 

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

(a) Strategic lines. 
(b) 28 New Lines taken up on or after 1.4.1955 on other than 

financial considerations. Dividend becomes payable if any line 
becomes remunerative adopting the marginal cost principle.. The 
arrangement is to be applied also to the two National Investments 
viz. lammu-Kathua and Tirunelveli-Kanya Kumari-Trivandrum 
line. 

16 
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(c) Northeast Frontier Railway (Non Itrategic portion). 
(d) Unremunerative Branch lines subject to their unremunerativeness 

being established on the marginal cost principle in each case 
through an annual review of their financial results. 

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

(f) Ferries and Welfare buildings. 
(g) 50% of the capital invested on all works in the current year and in 

the two previous years. excluding capital invested in strategic 
lines. Northeast Frontier Railway (Commercial). Ore Lines, 
Jammu-Kathua and Tirunelveli-Kanya Kumari-Trivandrum Linel, 
Ferries and Welfare buildings and unremunerative branch lines 
which qualify in full for subsidy, capital invested in New Lines on 
which the dividend payable is deferred during the period of 
construction and the first five years after opening of the lines for 
traffic, and the capital cost of line wires taken over from the PelT 
Department. 



Year 

19SO-51 

1951·52 

1952·53 

1953·54 

1954·55 

1955·56 

1956-57 

1957·58 

1958-59 

1959·60 

1960-61 

1961·62 

1962·63 

1963-64 

1964·65 

1965·66 

1966-67 

1967·68 

1968-69 

1969-70 

197()' 71 

1971·72 

1972·73 

1973·74 

1974-75 

1975·76 

1976-77 

APPENDIX III 
(Vidt Para 17) 

Comparison of Aver. borrowin, rites with ~ rile; 

A vera. borrowinl 
rale 

2 

3.16 

3.12 

3.11 

3.14 

3.19 

3.15 

3.29 

3.36 

3.45 

3.55 

3.57 

3.59 

3.66 

3.75 

3.84 

3.93 

4.OS 

4.22 

4.33 

4.43 

4.53 

4.65 

4.77 

... 91 

5.15 

5.30 

5.40 

18 

Dividend nte 
actually Ipplicable 

3 

4.00 

4.00 

4.00 

4.00 

4.00 

4.00 

4.00 

4.00 

4.00 

4.00 

4.00 

4.25 

4.25 

4.SO 

4.SO% on capital upto 

1963·64 &: 5.75% on 

fresh capital 

5.SO% on capitll upto 

1963-64 &: 5.15% on 

freIh clpitll 



19 

Z l 

19n·78 S.5O 

1978-79 S.63 

1979·80 S.80 

1980-81 6.10 6.00% on Clpitll upto 

198142 6.30 1979-80 " 6.50% 011 

19C·8) 6.60 frnh Clpitll 

1913-84 7.00 

1984-1S 7.40 

1985·86 8.00 

\986-87 8.SO 

1987·88 9.00 

1988-89 9 . .50 

19119-90 9 . .50 

1~ 1 10.00 

1991·92 10.30 

1992·9) 10 . .50 

1993-94 10.90 7.00% on entire apital 

1994-95 11.20 irrespeclive of year of 

1995·96 12.20 Invelbne1lt . 

1996-97 lZ.OO 

1997-91(RE) 11.20 

1991-99(BE) 12.20 



APPENDIX IV 
(Vide Para 2 of Introduction) 

Statement showing the recommendations contained in the Third Report of 
the Railway Convention Committee (1996) on Rate of Dividend for 
1997-98 and other Ancillary Matters and action taken thereon. 

SI. Para Recommendation Action taken by 
No. No. 

1 2 

1. 60 

2. 61 

Government 

3 4 

In order to secure stability for Civil The observations of 
estimates by providing for an as- the Hon'ble Commit-
sured contribution from Railway tee were put up to the 
Revenues and to introduce flexibili- then Hon'ble Minister 
ty in the administration of Railway of Railways. However, 
Finance, the Railway Finance was soon after the Railway 
formally separated from the Gener- Convention Commit-
al Finance in 1924. As per conven- tee submitted its Third 
tion, both Ministers of Railways Report, the Lok Sab-
and Finance used to be nominated ha was dissolved and 
as Members of Railway Convention the Committee, thus, 
Committee. However, this time, became functus-of-
only Minister of Railways has been ficio. Thus, the Minis-
nominated as a member of the ter of Railways had no 
Committee. The Committee are further opportunity to 
constrained to observe the lack of attend meetings of the 
interest being shown by the Minis- Committee. 
ter of Railways in the working of 
the Committee as is evident from 
the fact that he did not attend any 
of the nine sittings of the Commit-
tee held so far. 
The Committee note that the' Committee's concern 
Memorandum of Rate of Dividend is noted to ensure that 
is submitted to the Committee well such lapses do not re-
before the presentation of annual cur in future. 
Railway Budget to Parliament to 
enable the committee to give their 
recommendations on Rate of Di-
vidend and other ancillary matters 
in time so that the same could be 
reflected in that year's Railways 
Budget. While presenting the Rail-
ways Budget 1997-98, the Railways 
Minister in his Budget speech stated 
that a Memorandum of Rate of 
Dividend payable to General Re-
venue has been submitted to the 
Railway Convention Committee. 

20 



1 2 

3. 62 

21 

3 
The dividend for 1997-98 has been 
provided at the same rate as 
adopted for 1996-97 subject to suit-
able adjustments on recveipt of re-
commendations of Railway Conven-
tion Committee. On this basis, the 
divided liability for 1997-98 works 
out to Rs. 1630 crore. As the 
Memorandum was not received in 
tbe Secretariat, the Chairman, RCC 
pointed out the same to the Rail-
way Minister in writing on 26 Feb-
ruary, 1997 itself. Thereafter the 
Ministry of Railways furnished adv-
ance copies of the Interim 
Memorandum (without the concurr-
ence of the Ministry of Finance) the 
same day. The Committee conclude 
that it is a clear case of negligence 
in the Ministry. The Committee de-
sire that the Ministry of Railways 
should in future verify the facts 
mentioned in the Budget Speech 
before the same are communicated 
to the House. 

4 

It is intriguing to the Committee Govemmnet of India 
that the Interim Memoradum on has since issued in-
Rate of Dividend for the year 1997- structions that no Re-
98 containing the views of both the solution be moved in 
Ministries of Railways and Finance Parliament by any 
could only be submitted to the Ministry except with 
Committee on 16 October, 1997 as the prior approval of 
the Ministry of Finance raised on the Cabinet vide 
objection to the recommendation of Cabinet Secretariat 
the RCC (1991) made in para 56 of D.O. No. 5711lt2%-
their 9th Report treating the pre- Cab, dt. 5.9.97. 
1952 Capital as 'dividend free'. 
Ironically. the-then Finance Minis-
ter who was also a member of the 
above Committee did not raise any 
objection when the draft Report 
was sent to him. He also did not 
attend tbe sitting of the Committee 
in which the draft Report was consi-
dered and adopted. Not only this, 
the Ministry of Finance did not 
raise any objection when a Resolu-
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tion accepting the above recommen-
dation of that Committee was 
moved in the House by the Minister 
of Railways. This is for the first 
time that an undesirable contro-
versy in regard to the declaration of 
Rate of Dividend by the Railway 
Convention Committee has been 
created and that too after the Reso-
lution was adopted in Parliament. 
This is a glaring example of in-
action and apathy on the part of the 
Ministry of Finance which is highly 
deplorable. 

4 

The Committee note that when the The observations of 
Ministry of Finance raised their ob-the Hon'ble Commit-
jection in treating the pre-1952 Cap-tee have been noted 
ital as dividend free, the matter was for future guidance. 
taken up at the Minister's level on 
28 June, 1996. ~ , on the 
suggestion of Finance Minister, the 
matter was placed before the 
Cabinet who considered the same 
on 25 September, 1996 and directed 
that the issues involved in the mat-
ter may be examined by the Com-
mittee of Secretaries. Going by the 
case history as mentioned elsewhere 
in the Report, the Committee feel 
that had the Chairman, RCC, on 
behalf of the Committee, not per-
sued the matter vigorously with the 
Cabinet Secretary, Finance Secre-
tary, Chairman, Railway Board and 
Financial Commissioner (Railways), 
the Report of the Secretaries' Com-
mittee would not have seen the 
light of day. The Committee are of 
the considered view that such cases 
should be dealt with expeditiously 
in future. 
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Pending finalisation of the Rail-
ways' Ninth Five Year Plan and 
submission of detailed memoran-
dum in consultation with the Minis-
try of Finance on the rate of di-
vidend and other ancillary matters, 
the Committee have considered the 
present proposals given by the 
Ministry of Railways and recom-
mend, purely as an interim mea-
sure, that for the year 1997-98. 
dividend to General Revenues may 
be paid at 7% on the entire Capital 
invested on Railways from the Gen-
eral Revenues. 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 con-
tribution for assisting the States for 
financing safety works during the 
financial year 1996-97. 
All other concessions now available 
on residential buildings. new lines, 
subsidies from General Revenues, 
etc. may provisionally be allowed to 
continue on the existing basis for 
the year 1997-98. 

4 

The recommendation 
has been made applic-
able for workng out 
the estimates of di-
vidend payable in 
1997-98. 

The recommendation 
has been made appli-
cable for working out 
the estimates of di-
vidend payable in 
1977-98. 

7. 66 Although the Committee in their The Appropriation to 
Twelfth Report had recommended the Depreciation Re-
for an appropriation of Rs. 2000 serve Fund was kept 
crore to the Depreciation Reserve at Rs. 2000 cr. in BE 
Fund (DRF) subject to suitable 1997-98 but as war-
need based adjustment, yet the final ranted by the Plan 
appropriation to DRF was kept at needs, this has been 
Rs. 2200 crore as warranted by the scaled down to Rs. 
Plan needs a for 1996-97. However, 1904 cr. in the Re-
the Committee find that at the end vised Estimates for 
of the current financial year the 1997-98. The balance 
balance in the DRF is expected to in the Dcpreciation 
be Rs. 1561 crore. the Committee Reserve Fund. how-
agree with the proposal of the ever. is estimated to 
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Ministry of Railways that the con- be Rs. 1516 cr. at the 
tribution to the DRF for the Budget end of the Financial 
Estimates of 1997-98 may be kept at Year 1997-98. 
Rs. 2000 crore, subject to minor 
adjustments as warranted by the 
Annual Plan for 1997-98 and the 
capacity of the system to generate 
internal resources. 

8. 67 The Committee note that the ba- As a result of im-
lance in the Pension Fund is ex- plementation of V 
pected to be around Rs. 875 crore Central Pay Commis-
which will partly take care of the sian recommendations 
impact of the Fifth Pay Commission on the pensionary 
recommendations on pensionary the charges, the outgo 
pensionary charges. The Committee from the Pension 
agree with the proposal of Ministry Fund is likely to in-
of Railways that the contibution to crease from Rs. 2500 
the Pension Fund be kept at Rs. cr. to Rs. 3667 cr. in 
2200 cr. in the Budget Estimates for 1997-98, necessitating 
1997-98 subject to minor adjustment stepping up of appro-
keeping in view the likely withdraw- priation to the fund 
al anticipated for the year and the also. Accordingly, the 
financial position of the Railways. appropriation to the 

Pension Fund kept at 
Rs. 2200 cr. in Budget 
Estimates 1997-98 has 
been enhanced to Rs. 
3367 cr. in Revised 
Estimates 1997-98. 

9. 68 With regard to Development Fund The appropriation of 
the Committee note that keeping in Rs. 350 cr. made in 
view the Plan needs, Rs. 314 crore the Development 
has finally been appropriated in Fund in Budget Es-
1996-97 and an amount of Rs. 350 timates 1997-98 has 
crore has been projected in the been retained in Re-
Budget Estimates 1997-Q8. The vised Estimates 1997-
Committee desire that the Ministry 98 also. 
of Railways should, in their action 
taken notes, apprise them about the 
actual amount that will be credited 
to this Fund at the end of the 
current financial year. 
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10. 69 The Committee note that in 1996- In Budget Estimates 
97, Capital Fund has been credited 1997-98 the Capital 
with Rs. 1803 crore and it has been Funds was credited 
estimated by the Ministry of Rail- with Rs. 1024 cr. As 
ways that this Fund will be credited warranted by the Plan 
with Rs. 1024 crore in the Budget needs and the capacity 
Estimates 1997·98. The Committee of the system to gene· 
desire the Ministry of Railways to rate internal resour· 
apprise them in their action taken ces t this has slightly 
notes about the actual amount that been enhanced to RI. 
has been credited at the end of the 1120 cr. in Revised 
current financial year. Estimates 1997·98. 

11. 70 The Committee do not see any logic The recommendation 
in modifying the principles govern- of the Committee has 
ing interest on various Railway been made applicable 
Funds and, therefore, recommend in working out the 
that the balances in the various estimates for 1997·98. 
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 the General 
Revenues for Development Fund 
Works for the purpose of Budget 
Estimates for 1997-98. 



PART·II 
MINUTES OF THE SEVENTH SmING OF THE RAILWAY 
CONVENTION COMMITIEE (1998) HELD ON 27 JANUARY, 1999 

Seventh sitting of the Railway Convention Committee was held on 
Wednesday, the 27th January, 1999 in Committee Room 'C'. Parliament 
House Annexe from 1100 to 1130 hrs. . 

The following Members were present: 
Shri Dijoy Krishna Handique - Chairman 

Lok Sabha 
2. Shri V. Dhananjaya Kumar 
3. Shri Mullappally Ramachandran 
4. Shri Dashist Narayan Singh 

Rajya Sabha 
5. Shri Janardan Yadav 
6. Shri Md. Salim 
7. Shri Suresh Pachouri 

SECRETARIAT 

1. Shri R.C. Gupta-Deputy Secretary 
2. Shri S.S. Kalra-A.J.fistant Director 

2. The Committee took up for consideration the Memorandum furnished 
by the Ministry of Railways and the draft Report on 'Rate of Dividend for 
1998-99 and other ancillary matters' and adopted the same without any 
amendment/modification. 

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

•• ... .. .. .. . ... 
The Committee then adjourned. 
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