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INTRODUCTION

1, the Chairman of the Public Accounts Committee, as authorised
by the Committee, do present on their behalf this Seventy Fifth
Report of the Public Accounts Committee (Sixth Lok Sabha) on
paragraph 11 of the Report of the Comptroller & Auditor General

of India for the year 1975-76, Union Government (Railways) relat-
ing to import of Wheelsets.

2. The Report of the Comptroller & Auditor General of India for
the year 1975-76, Union Government (Railways) was laid on the
Table of the House on 13 June 1977. The Public Accounts Commit-
tee (1977-78) examined this paragraph at their sittings held on the
14 and 15 October 1977. The Committee, however, decided on 19
April 1978 that the consideration of the draft Report may be post-
poned and the same may Le placed before the Committee (1978-79).
The Committee (1978-79) considered and finalised this report at their

sitting held on 17 August 1978. The Minutes of the sittings form
Part II* of the Report.

3. A statement containing conclusions/recommendations of the
Committee is appended to this Report (Appendix II). For facility

of reference these have been printed in thick type in the body of
the Report.

4. The Committee place on record their appreciation of the
commendable work done by the Chairman and Members of the
Public Accounts Committee (1977-78) in taking evidence and obtain-
ing information in this Report.

5. The Committee place on record their appreciation of the
assistance rendered to them in the examination of this paragraph
by the Comptroller and Auditor General of India.

6. The Committee would also like to express their thanks to the
Chairman and Members of the Railway Board for the cooperation
extended by them in giving information to the Committee.

New DeLHI,

August 28, 1978
Bhadra 6, 1900(S)

P. V. NARASIMHA RAO,

Chairman,
Public Aeccounts Committee

*Not printed. One cyclostyled copy laid on the Table of the House and
five copies placed in Parljament Library.

(v)



REPORT
IMPORT OF WHEELSETS

Audit Paragraph

1.1. Wheelset is 3 wagon component supplied by the Railways
to the wagon builders for manufacture and supply of wagons. The
Railways procure their requirements of wheelsets partly by import
and partly from indigenous sources (M/s Tata Iron and Steel Com-
pany and the Hindustan Steel Limited, Durgapur). During 1975-76
the Railways incurred additional expenditure of Rs. 1.32 crores in
procuring 9,144 wheelsets from a French firm  Besides, the estima-
tion of production of wagons was on the high side. This led to
additional procurement of 9,144 wheelsets costing Rs. 10.63 crores
from a Japanese firm, which resulted in excessive inventory. The
purchases were financed through IDA credits. These cases are dealt
with in the succeeding paragraphs,

Purchase from French firm

1.2. For the requirements of wheelsets for 1974-75, global tenders
were invited by the Ministry of Railways (Railway Board) in Sep-
tember 1973 for 11,430 (20.3 tonne roller bearing) wheelsets with
an option to increase the quantity by 30 per cent.

1.3. The lowest acceptable tender was of a French firm at FF 2168
(Rs. 4.02226) fob. and FF 2600 c. & f. (Rs. 4,823.75) per
set. The French firm offered to commence delivery at the rate of
1,200 wheelsets per month beginning from 3 months of the place-
ment of the order and complete the supply within 13 months, It
also offered to supply 30 per cent of the optional quantity, if ordered
within the same period of 13 months. In response to the enquiry
of the Ministry of Railways (Railway Board) as to what extent it
could re-schedule deliveries making them quicker and in large
instalments, the firm offered delivery commencing within 24 months
of placement of order instead of 3 months as quoted earlier. It
further stated that if the order was placed for the total quantity
including 30 per cent optional quantity it would be able to maintain
delivery at the rate of 1.200 sets per month for the first two months
and thereafter at the rate of 1,500/1,600 sets per month and thus
complete the supnlies within 13 months.

1.4. In January 1974 the Tender Committee recommended place-
ment of the order on the French firm for 11,430 wheelsets with an
option to increase the quantity by 30 per cent, However, in March
1974 before the order was placed, it was felt that Rumanian firms
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might be interested in supplying this it on rupee payment basis.
The French firm had been asked to extend the validity of its offer
on five occasions, the last extension expiring on 27th March 1874,
Pending the possibility of supplies from Rumanian sources being
explored, an order was placed on the French firm on 26th March
1974 for 50 per cent of the tendered quantity, namely 5,715 wheel-
sets with the option to order an additional 30 per cent of the ten-
dered quantity, namely, 3,429 wheelsets during the currency of the
contract. The firm was also asked to keep its offer open for the
balance 50 per cent of the tendered quantity for four months. Ac-
cording to the Ministry of Railways (Railway Board) this was done
to safeguard Railways’ interests in case supplies from Rumania
were eventually found to be costlier. A formal contract was placed
on 11th April 1974, In terms of the contract the additional quantity
of 5,715 wheelsets (50 per cent of the original tender) was to be
ordered by 25th July 1974 and the optional quantity of 30 per cent
could be ordered before the end of November 1974.

1.5. While accepting the contract on 22nd April 1974, the firm
stated that it wag agreeing to the contract conditions about ordering
for additional quantity (5,715 numbers) and the optional quantity
of 30 per cent (3,429 numbers) of wheelsets to help the Indian Rail-
ways as one of its valued customers. It pointed out that no manu-
facturer could hold his prices firm from October 1973 to July 1374
taking into consideration the economic and financial crisis and the
energy cost of production of itg steel which had nearly doubled
during this period. It, therefore, hoped that the Railway Board
would arrive at an earlier decision than mentioned in the contract
in respect of the balance and optional quantities of 5715 and 3,429
wheelsets respectively as per relevant clauses of the contract and
if possible, before the middle of June 1974 so that it might reserve
Railways’ quantity in its production schedule to enable it to effect
deliveries already arranged.

1.6. On 5th June 1974 the Railway Board became aware that the
Rumanian firms were not in a position then to supply the wheelsets
required by the Indian Railways and ection was initiated by the
middle of June 1974 to order the balance quantity of 5,715 wheelsets
on the French firm. On 1st July 1974 the French firm informed the
Railway Board that it had requested for a decision on the order
for extra quantities being taken well before 25th July 1974. It wan-
ted a definite reply by return in respect of ordering of additional
quantities in this contract so that raw materials could be imme-
diately ordered. It further pointed out that in view of increoss2 in
costs of raw materials and labour, it would not be able to hold the
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price contract for a long period unless a positive communication
of Railways’ intention was received. It was decided on 22nd/24th
July 1974 to procure the additional wheelsets (5,715 sets) at the
existing contract price from the French firm. An order was placed

by telex on 24th July 1974 and a formal amendment to the contract
was issued on 26th July 1974.

1.7. The firm informed the Railway Board on 26th July 1974 that
the order by telex was received by it on that date. It declined to
accept the order for the additional quantity on the ground that the
acceptance of the contract was conditional to the Railwayvs’ ordering
the additional and optional quantities before the middle of Jurie 1974
as per its covering letter of 22nd April 1974, which according to the
firm, without doubt, modified its acceptance of the contract condition.
The firm, however, offered to execute the order at 35 per cent price
increase in case the same was agreed to before 1st August 1374.
Again on 1st August 1974, the firm reiterated that the Railwavs’ let-

ter of acceptance exercising the option had been received after the
expiry of the option.

1.8. After obtaining legal advice, the Railway Board informed
the firm on 31st July 1974 that the additional order for 5,715 wheel-
sets had been placed within the stipulated date i.e., 25th July 1974 and
that the firm was bound to execute the additional order at the price
stipulated in the contract. The firm was further advised on 6th
September 1974 that in the event of its failure to make supplies it
would be open to the Railway Board to make risk purchase and that
the firm would be liable for liquidated damages and extra expendi-
ture. In Octoher 1974 the firm repudiated its liability for supply-
ing the additional wheelsets ordered in July 1974 and further main-
tained that in consequence the option clause in the contract enabling

the Railway Board to order additional 30 per cent of the tendered
quantity was null and void.

19. In November 1974, the Railway Board invoked the option

clause of the contract to order 30 per cent of the number tendered,
namely 3,429 wheelsets.

1.10. In December 1974, the Railway Board considered floating
a risk purchase tender for procurement of 9,144 wheelsets (5,715
additional wheelsets plus 3,429 wheelsets against 30 per cent option)
to sustain the wagon building programme for 1974.75 and to main-
tain the continuity of wagon manufacture in 1975-76. The Legal
Adviser of the Board advised in April 1975 that, while the Railwav
Board could legally terminate the contract and resort to risk pur-

chase of stores not delivered by the firm within the stipulated
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Jperiod, both in regard to the additional and optional supplies order-
ed in July 1974 and in November 1974 respectively, it would be
advisable to arrive at a settlement with the firm inasmuch as there
was no arbitration clause in the contract, the firm was carrying on
business in a foreign territory and, consequently, litigation proceed-
ings and execution of a decree against the firm would be beset with
considerable difficulty. The Railway Board, however, decided, in
May 1975, to proceed with the risk purchase and face the difficulties
in realisation of the exira expenditure from the foreign firm. On
12th May 1975 global tenders were invited for fresh supply and
‘the orders for 9,144 wheelsets were cancelled on 29th May 1975 at
the risk and cost of the firm.

1.11. Before the global tenders were opened, the French firm,
on 21st June 1975, represented to the Railway Board that its in-
ability to supply the wheelsets at the price stipulated in the contract
of April 1974 was due to unprecedented inflation resulting in steep
rise in the cost of raw material and labour which, it pleaded, should
be deemed to be “Force Majeure”. It offered to make supplies pro-
vided the price (FF 2168) stipulated in the previous contract was
increased by half of the difference between the contract price and
‘the lowest f.0.b.,, price to be received against the forthcoming ten-
der, subject to a maximum ceiling of 35 per cent and a minimum
of 25 per cent.

1.12. The lowest tender received in response to the global tender
wasg from a Japanese firm, Yens 2.61,000 (Rs. 7.457.14) fo.b., per
wheelset. The difference between the quotation of the Japanese
firm and the price contracted for with the French firm in April
1974 worked out to Rs. 2,892.93 per set on the basis of the exchange
rate ruling on the date of opening of the tender, namely, 23rd June
1975. Half of this difference amounted to an increase of 31.69 per
cent over the contract price of April 1974 with the French firm.

1.13. At this point of time the Railway Board considered it ex-
pedient to arrive at a settlement with the firm. Orders were, there-
fore, placed for 9,144 wheelsets in August 1975 on the French firm
at a price of FF 2855 (Rs. 6,010.68) f.o.b., per set which entailed an
additional expenditure of Rs. 1.32 crores as compared to the con-
tract price of April 1974.

1.14. The Railway Board stated (November 1976) that due to
the energy crisis (which occurred according to the Railway Board
sometime in December 1973) there was world-wide inflation and
prices rose very steeply and that the rate allowed to the French
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firm on the basis of the negotiated settlement in August 1975, was
:31.69 per cent lower than the then prevailing market price.

1.15. It may be mentioned that the French firm which tendered
in October 1973 had kept its offer open till 26th March 1974 (by
agreeing to five extensions to the validity of its offer) when the
Railway Board conveyed acceptance of the offer. In its letter of
22nd April 1974 accepting the contract the firm mentioned inflation,
increased costs and the energy cost of production of its steel which
had nearly doubled in that period. It, however, agreed to maintain
the same price for the additional and optional quantities of wheel-
sets as per the contract but hoped for placement of orders by mid-
dle of June 1974. The firm also requested the Railway Board on
1st July 1974 for a reply in respect of ordering of additional quanti-
ties in the contract, so that raw materials could be ordered imme-
diately, without asking for a price increase due to inflation. The
Railway Board was aware by 5th June 1974 that no Rumanian firm
was interested in supplying this item. But the placement of the
order on 24th July 1874, a day before the last date, namely, 25th
July 1974, for its placement and which, according to the French
firm, was received by it on 26th July 1974 resulted in additional
oxpenditure of Rs. 1.32 crores in the re-purchase of the wheelsets
In August 1975 from the French firm.

1.16. It may also be mentioned that a Japanese firm on whom
an emergency purchase order for 4 thousand wheelsets had been
placed on 1lth April, 1974 (at the same time order for 5,715 wheel-
sets had been placed on the French firm) had supplied the wheel-
sets at the same price as in an earlier contract of 1973 and which
was lower than that of the French firm (Rs. 4,005.90 per set as
against Rs. 4.022.26 of the French firm).

Purchase from Japanese firm

1.17. The matter relating to the placing of orders for wheelsets
on the French firm had been under consideration of the Railway
Board since January 1974. In February 1974 it was considered by
the Railway Board that even if the orders were placed on the
French firm by the middle of March 1974, supplies of wheelsets
from the French firm could not be expected to reach the wagon
builders until September 1974 due to longer transit time required
for supplies from the Continent. It was also assessed that during
April 1974 to August 1974 supplies of wheelsets would be available
from the Hindustan Steel Limited at the rate of only 500 sets per
month as against the requirement of 1430 sets per month. This
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would result in stabling of a large number of wagons. Consequent-
ly, an emergency purchase order for 4 thousand Wwheelsets was
placed on a Japanese firm on 11th April 1974. It was treated as a
repeat order and the price payable was the same as in an earlier
contract of January 1973, namely, Yens 135,800 (Rs. 4,005.90) per
set stipulating delivery to commence from July 1974 at the rate of
500/1000 sets per month. The shipments against this contract were

completed by January 1975, except for 60 wheelsets which were
shipped in March 1975.

1.18. In July 1975, while deciding to place orders for 9,144 wheel-
sets on the French firm vide paragraphs 1.12 and 1.13, it was aleo
decided to procure the same number of wheelsets, namely, 9,144
from Japan to meet the requirements of 1976-77 wagon building
programme. Orders were placed on the same Japanese firm in
August 1975 on the basis of the tender received from it in response
to the global tender floated in May 1975 for risk purchase. The
price per set contracted for was Rs. 11,620 (landed price). The
deliveries were to be completed by May 1976.

1.19, The events leading to the ordering of 9,144 wheelsets for
the requirements of 1976-77 are briefly mentioned below:

In discussions held earlier with the Planning Commission
during December 1974, the Railway Board asked for Plan
allocations for procurement of a minimum of 10 thousand
wagons during 1975-76. The Planning Commission,
however, felt that the Railways had alreadv built up
capacity of rolling stock to move a traffic of over 225 mil-
lion tonnes and as such agreed to the acquisition of only
5,500 wagons (all types) during 1975-76. The Ministry
of Railways (Railway Board) submitted a memorandum
for decision of the Cabinet in April 1975 requesting for
additional allocation of Rs. 33 crores to sustain the wagon
production of about 11,500 numbers in 1975-76. In July
1975 the Planning Commission agreed for additional
funds of Rs. 25 crores during 1975-76 for maintaining
wagon production during 1975-76 at the level of 11,500
numbers as in 1974-75. The Railway Board, in May/ .
June 1975, without consulting the Planning Commission,
assumed that the wagon production in 1976-77 would also
be 11,500 numbers as projected for 1975-76 in April 1975
which was approved by the Planning Commission in
July 1975. Further the Tender Committee assumed in
June 1975 a level of production of 14,500 four-wheelers
during 1976-77 requiring procurement of 18,806 wheelsets
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and justifying placement of order for 9,144 wheelsets on
the Japanese firm over and above the order for 9,144
wheelsets on the French firm.

1.20. The table below indicates the anticipated wagon building
programme, the wheelsets required therefor and the wheelsets to
be imported, taking into account the indigenous availability of 5,406
sets per year (12X450 per month) from the Hindustan Steel Limit-

ed (HSL) and 675 sets from M|s. Tata Iron and Steel Company
(TISCO).

Estimare of Availability of wheelsets Difference of column
Wagon regire- opening likely total 5 and 2 to
production* ments of  stock indigenous he met by
— ———————vheelscts fon 1st supplier) import.
period number (203 tonne  April 175} from
of wagons* and dues HSL &
from eaclier  TISCO
imports
1(a) (b 2 3 4 5 6
‘Estimation made in Mav-June, 1975)
1975-76 11650 178273, 7784 5400 118:0 5068
F‘- or say f00
(TISLO!
1975-77 11650 14h62 .. 5400 5400 fBh2
14862
TortaL
‘Esttination male by Tender Committee in June 1973)
1975-76 11660 178277 10404
197677 14500 18807+ 4542

@ includes buffer stock  of 3,565 wheelsets,
*in trrms of fovr.wherlers

Increase in import requirements indicated by Tender Committee.

1.21. The estimations of the requirements of wheelsets for 1976-
77 as made by the Tender Committee in June 1975 were on the high
side for the reasons mentioned below:

(a) Wagon production estimates at a level of 14,500 numbers
during 1976-77 were not warranted on the basis of funds
availability, as at that stage the funds availability even
for 11,500 numbers could not be known. This resulted in
boosting up the import requirements of wheelsets by
4 542 sets vis-a-vis the assessment made earlier in May---
June 1975 assuming wagon production of 11,660 numbers
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for 1976-77. Actually the budget provision for 1976-77
was for 8,200 wagons only.

(b) The estimates for 1975-76 included provisioning of a
buffer stock of 3,565 wheelsets; no reduction in the ele-
ment of buffer stock was made by a reduction in the
number of wheelsets planned for acquisition in 1976-77
even though the procurement action had been advanced
by 4 months (normally for procurement of the require-
ments for 1976-77 tenders would have been floated around
October 1975 while on this occasion orders had been
placed in July-August 1975).

1.22. The comparative prices of wheelsets procured from the
three suppliers are given below:

(1) Indigenous (HSL) . . . Rs.3.580 per set
{(November 1975)

(ii* French firm . . . Rs. g.5000 per set (landed price-order of
July 1975).

(111) Japanese firm . . . Rs. 11.620 per set  (landed price.order
of July 1975).

1.23. A review of the stock and order position made by the Rail-
way Board in November 1975 disclosed that the requirement of
wheelsets for six months from October 1975 to March 1976 was 9,142
(including 3,176 as buffer stock) and for 1976-77 was 12,704 sets
making a total requirement of 21,846. As against this, the avail-
ability was 28,181 sets during this period (18,379 from imports and
8,100 sets from the HSL at 450 sets per month plus 1,702 wheelsets
in stock). In November 1975 the HSL informed the Railway Board
that it would increase its supplies to one thousand sets as against
450 sets per month. The Railways would, therefore, be left with
surplus wheelsets in 1976-77 to the extent of 6,335 in addition to the
buffer stock of 3,176 assuming that the HSL would continue to
supply at the previous rate of 450 wheelsets per month and 16,236
if it stepped up its supplies to one thousand sets per month as
promised. Consequently, in November 1975 the Railway Board ap-
proached the HSL to peg the supplies of indigenous wheelsets at 450
sets per month, as supplies at higher level would result in a size-
able number of imported wheelsets remaining unutilised during
1976-77. The HSL was also requested to regulate the supply of
20.3 tonne wheelsets at the committed level of 450 sets per month
and utilise its balance capacity for other types of wheelsets and
take up manufacture of loose wheels and axles for wagons which
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would otherwise have been imported, even though according to the-
HSL the production of loose wheels and axles was likely to lead
to idle labour and under-utilisation of machinery. The HSL, how-

ever, advised the Railway Board in November 1975 to curtail its
imports from abroad.

1.24. In view of the prospect of heavy unutilised stock and the
lower price of indigenous wheelsets, the Railway Board approached
the French and the Japanese firms in December 1975 for partial can-
cellation of the orders on them (3,644 or more sets on the French
firm and 6,444 or more sets on the Japanese firm). Both the firms,
however, declined. The French firm completed the supplies by the
due date namely, May 1976. The Japanese firm had manufactured
6,028 sets by that date and at the request of the Railway Board
agreed to postpone supply of the balance 3,116 wheelsets to March-
May 1977 instead of in May 1976. The Railway Board stated
(January 1977) that it was still continuing its efforts to cancel the:
unsupplied quantity of 3,116 wheelsets.

1.25. Consequently, the ordering of 9,144 wheelsets at a cost of
Rs. 10.63 crores (including foreign exchange of Rs. 6.82 crores) in
August 1975, based on an estimate of higher level of wagon produc-
tion for 1976-77 than that for the previous year and in advance of
the normal schedule of procurement resulted in excessive inventory
of 6.335 wheelsets over and above the buffer provision of 3,176 sets
as disclosed in the review made by the Railway Board in November
1975. This is based on supplies from the HSL being taken at 450
wheelsets per month. However, the supplies from the HSL exceed-
ed the estimates and were 8350 and 6,040 (estimated) wheelsets
during 1975-76 and 1976-77 respectivelv resulting in further inven-
tory build-up. The excessive import of wheelsets also entailed an
extra expenditure of about Rs. 7.35 crores on the basis of indigenous
price of Rs. 3580 per set as in November 1975.

1.26. The Railway Board stated (November 1976) that a review
of the availability and requirement of 20.3 tonne wheelsets made
on lst September 1976 disclosed a likely surplus of 4,297 wheelsets
over and above the buffer stock of 3,500 wheelsets on 1st April 1977.
This, however, does not take into account 3,116 wheelsets included
in the order on the Japanese firm, deliveries of which have been
deferred beyond April 1977.

1.27. The Railway Board further stated (November 1976) that it
estimated the total number of wheelsets to be imported for meeting’
the requirements upto 31st March 1977 as 19,400 sets, taking into-
account a production target of 11,660 wagons in 1975-76 and 14,500
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Wwagons in 1976-77 and a buffer stock of 3,565 wheelsets, and tha't,
orders were placed there-against only for 18,288 wheelsets i.e., 1,112
sets less than the estimated requirement. The Board also stated
that, as global tenders opened in June 1975 were on hand, it was
considered advisable to finalise the same to cover the requirements
of 1976-77 for which ordinarily tenders would have been floated in
October 1975. Tt stated that thig decision was taken to avoid any
increase in rates as prices were on the increase and there was no
indication that the HSL would be able to step up supplies in excess
of the committed level of 450 wheelsets per month,

1.128. The Board stated (January 1977) that it had already
agreed to raise the price of wheelsets supplied by HSL with effect
from 1st April 1976 to about Rs. 4,530 per set. Even if this enhanc-
ed rate is taken into account for supplies from the Japanese firm

after 1st April 1976, the extra expenditure would be about Rs. 7
‘crores.

1.29. It is noticed that the supplies from the HSL picked up
from June 1975 onwards and during the 6 months period from
April to September 1975 the HSL had supplied, 4,068 wheelsets
ie., an average of 678 sets per month, supplies during October 1975
being about 900 wheelsets. In November 1975, the HSL stated that
it was expecting to manufacture 1,200 wheelsets per month and
sustain and improve it further. \

{Paragraph 11 of the Report of the Comptroller and Auditor Ge-
neral of India for the year, 1975-76, Union Government (Rail-
ways]

1.30. At the instance of the Committee, the Ministry of Rail-
ways have furnished the following statement which indicates in
chronological order the movement of the file relating to acceptance
of the tender of the French firm by the Tender Committee on 10
January 1974 tiil the date the orders were actually placed on the
French firm:

——

81 Particulars Datc

No.

PRSERSE— B

1 Tender Committee recommendrd that contract for 11430 Nos. 10-1-1074
with option to order additional 30 per cent may be  placed
on M/s, Creusot-Loire, France

2 File sent by the Board to Minister of Railways . 14-1-1974
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S1. No. Particulars Date

3 M.R.minuted thatin view of the changing pattern in the price 13-2-1974
of this store inthe intrrnational market, would itnot be ad-
visable to goin for more quantity ? He also directed for ex-
tension of validity of the offer by three weeks,

4 Firm was requested to extend the validity of the offer upto  15-2-1974
9-3-1974. MR’s attention was drawn to option clause under
which quantity should be increased by 30 per cent MR was
requested to accord his approval tothe recommendation
as wheelsets were urgently required,

5 M.R. ordered for asecond look . . . . . . 15-2-1974

6 File resubmitted to M.R. recommending acceptance of the  16-2-1974
Tender Committee’s recommendations.

7 M. R. ordered that there is likely to be a gap in supply which 5-3-1074
will need emergent purchase. He desired a review asto
the quantityto beordered aginst the tender and against
emergent purchase,

8 Tirm was again asked to extend the validity of their offer upto 6-3-1974
30-3-1974

9 Papers were again submitted to M. R. for approval for placing 13-3-1974
the order.

10 M. R.directed that in view of the fact that Rumanian were  23-3-1974
showing interest in supplving wheelsets against rupee payment
contract for 50 per cent quantity (i.e, 5715 Nos,) may be
placed on the French firm).

11 Board decided to place order for 50 per cent of the tendered quan-  26-3-1974
rity {5715 Nos.) retaining the option to order additional 50
per cent of the tendared quantity during 4 months by which
time Rumania’s rate would be known,

12 Cable order for 5715 Nos. wheelsets placed on the French firm 26-3-1974
with option to keep the offer for the balance 50 per cent open
for 4 monthsi.e., 25-7-1974 and for additional 30 per cent
during the currency of the contract.

13 Formal contract placed on M/s. Creusot- Loire, France . 11-4~1974

1.31. It is seen from the above that although the Tender Com-
mittee made its recommendation in regard to the acceptance of
the offer of M/s. Creusot-Loire, France on 10-1-1974, the formal
contract was placed on the firm on 11-4-1974. The Committee ask
ed why could not a decision be taken earlier and whether a quick
and timely decision was not necessary keeping in view the need
for wheelsets of the wagon builders. The Ministry of Railways have
in a note, stated: ..

“In Januarv 1974 the Tender Committee recommended place-
ment of the order on the French firm for 11,430 wheelsets
with an option to increase the quantity by 30 per cent

2288 LS—2.
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The Tender Committee’s recommendations duly approv-
ed by the Board was forwarded to the Minister of Rail-
ways on 14-1-1974. On 13-2-1974, the Minister of Rail—
ways queried as under:

‘In view of the Changing pattern in the price of the
stores in the international market, would it not be pos-
sible to go in for more quantity?

This was examined on 15-2-1974 by the Board who requested
Minister of Railways to approve of the procurement as
recommended by the Tender Committee. It was stated
that the option clause as provided for by the Tender
Committee would be utilised, keeping in mind the inter-
national prices. Minister of Railways, however minuted
on 15-2-74 that ‘... . we should have a second look so as
to derive the maximum advantage to the Railways keep-
ing the price trends, our anticipated requirements and
plan funds in view’

The file was resubmitted to the Minister of Railways on
16-2-1974. The extended validity of the offer was expir-~
ing on this date. Board had observed that ‘.... I would
therefore, request for M.R’s consideration that the order
may be placed as recommended by the Tender Commit-
tee so as to make sure that the contract for the estimat-
ed requirement is placed within the validity period, tak-
ing advantage of the price offered’.

The Minister of Railways, however, observed on 5-3-1974
that ‘there is likely to be a gap of 3/5 months between
the requirement of the stores and its supplies. This is
bound to adversely affect delivery of wagons. I under-
stand that placement of another emergent order is under
consideration so as to ensure quick supplies to fill in the
gap. Keeping in view the proposed placement of the
emergent order, I would like that the firm should be
asked to rescheduled their deliveries by making the
same quicker and in larger instalments. In this back-
ground I would like the Board to review as to what
should be the quantum of supplies against this contract
and against the emergent supplies.’

The matter was reviewed by the Tender Committee and
placement of order for the tendered quantity i.e.,
11,430 Nos. together with an option for additional 30 per



13

cent quantity to be ordered at an appropriate time, was
recommended by the Tender Committee and with the
Board’s approval the file was submitted tc Minister of
Railways on the 13th March, 1974.

At this stage Minister of Railways decided (on 23-3-1974)
that order should be placed only for 50 per cent quantity
and for the remaining 50 per cent the possibility of get-
ting these wheels from Romania should be explored.
Romanian firm was asked to submit a quotation. To pro-
tect Railway’s interests while communicating acceptance
to the French company for the half quantiey viz. 5715
Nos. an option to order additional 30 per cent viz. 3429
was retained and they were asked to keep their offer
open for the balance 50 per cent quantity for 4 months,
i.e. upto 25th July, 1974

In view of the urgent requirement of these wheelsets,
various queries made by the competent authority were
promptly answered and file resubmitted for appropriate
order. In spite of this the decision could be taken only

in March, 1974.”

1.32. The Committee were informed during evidence that since
this tender was worth more than one crore rupees, it had got to
be approved by the Minister. As to the procedure followed in such
cases, the Chairman, Railway Board; stated in evidence:

“Our procedure, is after the Tender Committee recommends
it, it goes to the concerned Member, Finance Member
and the Chairman. In this case, the Chairman sent it to
the Minister on 14th January (1974).”

1.33. On being informed that the file was returned by the Mini-
ster on 13-2-1974, i.e., after a month, after raising some queries,
the Committee enquired whether the Minister had been reminded
to expedite the case, To this, the Chairman, Railway Board,
replied: '

“Normally, we do not write to the Minister. The Minister
must have been orally reminded.”

1.34. The Committee desired to know whether there was any.
thing in the papers put up to the Minister which could explain the
basis on which the Minister had queried that “In view of the
changing pattern in the price of the stores in the International
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market, would it not be possible to go in for more quantity”, The
Chairman, Railway Board, stated in evidence:

“We have no information on the files.”

1.35. In reply to a question whether this was Minister's own
idea, the witness stated:

“I presume it to be so. There is nothing in the files in this
regard...During the oil crisis in October, 1973, the
prices were spiralling and that may be the reason for this
query.”

1.36. When the Committee asked, in view of the fact that the
validity period was to expire on 29 January, 1974, what specific
steps had been taken by the Railway Board to see that the file was
disposed of at the earliest, the Chairman, Railway Board, has
replied:

“All that we would do is to remind the Special Assistant of
the Minister that the file is with him.”
He added:

“Practically every day the Director of Stores used to remind
him that some decision should be taken. Normally such
requests are not made in writing.”

From the chronological sequence as given in para 1.30 above,
it would be seen that after 13-2-1974 when the Minister had rais-
ed the first query, the relevant file moved between the Railway
Board officials and the Minister several times and ultimately on
23-3-1974, the Minister directed that in view of the fact that
Rumanians were showing interest in supplying wheelsets against
rupee payment contract for 50 per cent quantity (ie., 5715 Nos.)
might be placed on the French firm. The Minister had then minut-
ed as under on the relevant file:

“I had come across a letter from Rumania Consulate, who
have overlooked this tender, showing their willingness
to supply this store.

Now since there is a possibility of our getting wheelsets
against Rupees, we should place orders only for 50 per
cent against original French offer. This would enable us
to meet our immediate requirements and at the same
time help us in conserving foreign exchange in case we
can strike an advantageous bargain with Rumanians.
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The fact that the French are willing to expedite their deli-
veries and the lifting of oil embargo, I am sure, are fac-
tors which show that the prices are not going to firm up.’

1.37. During evidence the Committee enquired whether there
was anything on the file by which the Minister had come to the
conclusion that there was a possibilty of getting supplies from Ru-
mania. The Chairman, Railway Board stated:

“There has been no wheel supply from Rumania excepting
a letter which we have had from the Trade Represen-

tative (of Rumania) to participate in the supply of
wheels.”

He added:

“We knew that they never participated in our tenders, but
the Minister wrote on the file that we should find out
from either of them. Then on 28th May, 1974 our Embas-
sy informed us that the Rumanian firm were not inter-
ested in supplying wheels of this size.”

1.38. Giving details of the letter received from the Trade Re-
presentative of the Socialist Republic of Rumania in India, the Mi-
nistry of Railways have, in a note stated:

“A letter dated 15-3-1974 from the Trade Representative of
the Socialist Republic of Romania in India addressed to
the Director, Railway Stores, Railway Board was re-
ceived on 20-3-1974 from the Special Assistant to the
then Minister of Railways. In this letter the Trade Re-
presentative had regretted that they had overlooked the
advertisement of the tender and that they were very
anxious to quote against this tender on the basis of pay-
ment in Indian Rupee. They requested that we may wait
for a few days to enable them to submit the quotation.

In this letter there was no mention of the firm which were
in their view and no communication was received from
any other source. However, subsequently, Rumanian
Trade Representative in India, New Delhi, on receipt of
tender documents from the Railway Board forwarded the
same to M/s. Mecanoexport Import Bucharest.”

1.39. During evidence the Committee pointed out that the re-
ceipt of the letter addressed to the Director, Railway Stores,
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through the Minister appeared very unusual. To this, the Chairman
Railway Board, replied:

“The Counsellors do see the Minister and hand over letters.”

1.40. As to the action taken following receipt of the letter from
the Trade Representative of Rumania, the Member Mechanical
stated in evidence:

“On 27 March, a copy of the tender was sent to the Trade
Representative of Socialist Republic of Rumania reques-
ting them to submit their quotations early. They inform-
ed us that they had written to their principals for send-
ing quotations,

Under our letter of 17th April, the Trade Representative was
requested to submit the quotation as early as possible,
preferably by 30th April, 1974, Since the quotation was
not received from them within the due date, the Trade
Representative were again requested to take up the mat-
ter with their principals and see that the quotation is
definitely submitted by 15th May, 1974.

Simultaneously, our Embassy at Bucharest was asked to
contact the firm and ask them to submit the quotation
through their Trade Representative in India. The Em-
bassy was also asked to submit a report on the firm’s
capacity to manufacture and supply the wheels required
by us. Neither the quotation nor the acknowledgement
has been received from the Trade Representative.

Again, vide our letter dated 29th May, 1974, they were re-
quested to ensure that the quotation is sent to us by 10th
June, 1974, the latest, failing which we will presume that
they are no longer interested in the supply of wheels.

Our Embassy also had been reminded telegraphically. Then,
the reply came. The Second Secretary to the Embassy
of India discussed the matter with them. The relevant
extract of the report is:

‘This firm does not at present manufacture wheels of the
type required by you. Hence, they are not in a posi-
tion to quote their tender’”

N

141. The Committee enquired, since it was known that the
Rumanian firm had never supplied such type of wheels to India,
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what was the use of making an enquiry from them. A represen-
tative of the Railway Board stated:

“Rumania is one of the advanced countries. They have a
well-established railway. They make wheels for them-
selves. We were not in a position to know whether they
would be able to export the wheels.”

The Chairman, Railway Board added:

“When the Minister gave an order, we sent a document to
the Trade Commissioner. I don’t think on official side,
we could have taken any other action on it.”

1.42. The Committee desired to know whether the Railway Board
knew that the Rumanian firm had supplied these wheels to any
other country. The Chairman, Railway Board, stated:

“That we have no idea because they have not participated
in the past. In fact, the Minister who was in the foreign
trade knew about it. As officials, we cannot go over the
Minister.”

143. When asked whether during the period correspondence
was being exchanged with Rumanian firm and extension was sought
from the French firm for placing the order for the balance quantity,
the Chairman, Railway Board stated:

“We had asked the French firm to keep the offer open for
four months when we placed an order for 50 per cent of
the quantity; that is upto July . . . we told tehm to hold
their offer for the remaining 50 per cent in abeyance upto
25-7-74.”

1.44. The Committee were informed that the letter dated 28-5-74
from the Indian Embassay in Bucharest informing about the in-
ability of the Rumanian firm to supply wheels was received in the
Railway Board on 5-6-1974. Action was then initiated and the
bapers were resubmitted on 7-6-1974, suggesting that the order on
the French firm might be placed. The notings on the relevant file
reads as under:

“In view of our embassay report, there is no possibility of
getting wheelsets from Rumanian source and therefore
there does not appear to be any need to wait till 10th
June, the target date for submission of their quotation.
We may exercise our option and order the remaining 50
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per cent quantity, that is, 5715 wheels also on the French
firm who were the lowest amongst 6 bidders who quoted
for this item on global tender GP72. After placing an
orcer, we will advise the IDA so that there is no impedi-
ment for IDA financing this option. The Railway Board
has represented to the trade representative in India be-
cause there was no reply at all. Finally, we have to
give a warning either you reply or we will take it that
you are not interested.”

1.45. It is seen that the case had been put up to the Minister on
18-6-1974 and the Minister had returned the file on 22-7-197% with
the following note:

“I have no objection to our acting in accordance with the
proposition at (5 above). However, I came across a news
item in the Economic Times 23 days ago that there is
general recession in the New York market. In this back-
ground would it not be advisable to go in for fresh
tender? I think we should.”

1.46. While explaining the gap between the date the file was put
up to the Minister and the date on which the file was returned by
the Minister, the Chairman, Railway Board, informed the Com-
mittee during evidence that in between two written reminders had
been sent to the Minister. The reminder dated 3-7-1974 read as
under:

“In contract No. 74|RSFi962/9 dated 11-4-1974 placed on
M|s. Creusot-Loire, France, option was retained to order
additional 5,715 Nos. 20.3 tonne wheelsets at the same
rate, namely, FF 2,168 per Wheelset. This option is avail-
able upto 25-7-1974. This option had been retained to
explore the possibility of obtaining wheelsets in Rupee
payment from Rumania, but lately our Embassy in
Bucharest has advised that the Rumanian firm is not in
a position to supply these type of wheelsets at present.
Therefore, in file No, 73 RSFP|962{13 it was proposed that
the option may be exercised. This proposal had been
approved by the Board and was sent on 18-6-1974 to
M.R. for his approval. It may also be pointed out that
in April, 1974 Ministry of Finance and the World Bank
had approved of ordering additional 5,715 Nos. on the
French firm,
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As the period for exercising the option is nearing at hand,
SA|MR is requested to obtain M.R.s approval.

* * * *

We may exercise the option well in time say by middle of
this month if not earlier so that the communication
reaches the firm within the option date. The decision may
kindly be expedited.”

» * * *

1.47. The second reminder sent to the Minister of Railways on
15-7-1974 reads as under:

“In. contract No, 74 RSF|962/9 dated 11-4-1974 placed on Mis.
Creusot-Lorie, France, option has been retained to order
additional 5,715 Nos., 20.3 tonne wheelsets at the same
rate, namely, FF2, 168 per wheelset. This option is
available upto 25-7-1974. ID.A. have been critical of
our placing order only for the 50 per cent quantity and
have, in fact, asked that the order for the remaining 50
per cent may also be placed on the French firm. They
have further stated that unless order for the full tender-
ed quantity was placed on the French firm, they would
be unable to finance the emergency purchase of 4,600
wheelsets made from M]|s. Sumitomo Metal Industries,
Japan. Ministry of Finance have also stated that they
would not be able to provide free foreign exchange to
finance the emergency purchase of 4,000 wheelsets.

Board have approved of placement of additional order for
5,715 wheelsets on the French firm by exercising the
option and the file has been submitted to M, R. on 18-6-1974
for his approval. SAMR is requested to obtain M.R.’s
approval early so that option may be exercised within
the target date to avoid any possible complication as
regards the financing of emergency purchase already
made.”

1.48. After receipt of the file back from the Minister on 24-7-1974,
the Railway Board sent the following Telex on 24-7-1974 to the
French firm:

“In exercise of the option retained in clause 6(i) of
contract No. 74/RSF|962/9 dated 11-4-1974 additional
quantity of five thousand seven hundred and fifteen Nos.
20.3 tonne wheel-sets is hereby ordered on you on the
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same price terms and conditions. Formal amendment
to the contract shall follow.”

149 In response to this Telex, the firm sent the following Telex
‘dated 26-7-1974 expressing their inability to accept he order for
the additional quantity:

“Your Telex dated 24|25-7-1974 only received on 26th (stop)

contract acceptance was conditional on your ordering
under clauses 6/1 and 6|11 before middle of June as per
our covering letter of 22nd April which without doubt

modify.”

1.50. Extracts from the further correspondence exchanged bet-
ween the Railway Board and the French firm in regard to.the plac-
ing of order for additional quantity of 5,715 wheelsets are given

below:

“Railway Board Telex dated 31-7-1974
“Surprised to note contents of your Telex of 26th July. Our

option for the purchase of additional quantity of 5,715
numbers contained in our Telex dated 24/25th July, 1974
was exercised within the target date of 25th July, 1974
mentioned in clause 6(i) of the contract executed bet-
ween the parties. Your letters of 22nd April and 1st
July, 1974 cannot prevail against the said contract. There-
fore, we request you to execute the order for the addi-
tional quantity of 5,715 numbers which you are contrac-

tually bound to supply.”

Letter No. MTPL|PS-MVDP dated 1-8-74 from the French Firm,

“We confirm having received only on July 30th your letter

We

of July 26th, 1974 exercising the option under clause
6(i) of the contract. Kindly note that your signed letter
of acceptance exercising the option has been received
after the expiry of the option. In these circumstances
kindly please excuse us if we consider it not binding on
us. We further refer you to our two previous letters of
22nd April and 1st July, 1974, wherein we had specifically
called your attention to clause 6(i) and 6(ii) which have

been ignored by you.

have also received your telex of July 31st, the entire
contents of which are unacceptable to us, for the reasons
stated in the above paragraph and in our telex of July
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26th. Obviously we cannot start production of the addi-
tional quantity of 5715 until a fresh agreement is reached
with you about the price and deliveries of these sup-
plies.

However to help you out, and as gesture of goodwill we are
ready to discuss with you, with a delivery which will be
subject to our being able to procure the necessary raw
materials at the appropriate time.”

1.51. As is evident from the Audit paragraph the Railway
Board became aware on 5th June, 1974 that the Rumanian firms
were not in a position to supply the wheelsets. The French firm
had intimated before this that decision on placing the contract for
the balance quantity might be taken before the middle of June, 1974
but the decision was taken on 22nd|24th July, 1974. The Com-
mittee desired to know why did it take more than a month to de-
cide on placing the orders for the balance quantity. The Ministry
of Railways have, in a note, stated:

“In spite of several reminders no quotation was received
either from the Rumanian Trade Representative, New
Delhi or the firm. On 5th June 1974 Railway Board re-
ceived a letter from the Indian Embassy in Bucharest
stating that Ms. Mechano Export does not yet manu-
facture wheelsets of the type required by the Indian
Railways. Promptly a proposal was initiated on the T7th
June, 1974 that remaining 50 per cent viz., 5715 Nos.
should also be ordered on the French Company. This
proposal duly approved by the Board was submitted to
the Minister of Railways on 18-6-1974. Written reminders
were issued on the 4th July and the 15th July requesting
Minister of Railways to expedite the decision. Finally

on the 22nd July, 1974 Minister of Railways minuted as
under:

‘I have no objection to our acting in accordance with the
proposition at (5 above). However, I came across a
news item in the Economic Times 2|3 days ago that there
is general recession in the New York market. In this
background would it not be advisable to go in for fresh
tender I think we should’

This file was received by the Board on the 24th July, 1974
and in view of the fact that US based firms hardly res-
ponded to our global tenders for this type of items, it was
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decided by the Board to place order for 5715 Nos. same
day i.e. 24-7-1974, and a telex acceptance was issued to the
French firm.

While accepting the order for the 50 per cent quantity, the
French firm vide their cable dated 29-3-1974 had agreed
to our ordering 5715 Nos, with an option to order further
3429 Nos, during the currency of the contract? They had
agreed to keep their price offer open in respect of balance
5715 Nos. for four months as desired by us i.e., before
25-7-1974. In view of this although the firm had request-
ed us to take an early decision on the option quantity ie.,
by middle June, the contractual position remained un-
altered and the option could be validly exercised upto
25-7-1974.”

1.52. On 1st July, 1974 the firm had informed the Railway Board
that it had requested for a decision on ordering of the extra quanti-
ties being taken well before 25th July, 1974 and also wanteg a defi-
nite reply in the matter by the return of the post. The Committee
enquired what action had been taken by the Railway Board on this
letter of the firm and when? The Ministry of Railways have in a
note, stated:

“In their letter dated 1st July, 1974 the fiygm had stated as
under: bk

As per the contract, clause 6(i) states your intention of taking
up the balance quantity of 5715 Nos. wheelsets by 25th
July 1974, while clause 6(ii) is in respect of the option
quantity of 3429 Nos. wheelsets to be taken up during the
currency of the subject contract.

At the present rate of production the original contract quantity
of 5715 Nos. will be completely manufactured by the end
of September, 1974 at which time clause 6(ii) will cease to
be operative unless you are able to take up the balance
quantity of 5715 Nos. as per clause 6(i) before 25th July,
1974.

It would, therefore, be seen that even though the firm had re-
quested us to take an early decision on the option quantity,
the contractual position is that railways were empowered
to order the additional quantity by 25th July, 1974 remain-
ed unchanged.
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Firm’s letter of 1st July, 1974 had been received by the Railway
Board only on 16th July, 1974. At that juncture the file
had already been submitted to the Minister of Railways
and in fact a written reminder had been issued on 15th
July, 1974. On receipt of the file from the Minister on
24th July, 1974 telex acceptance was issued to the French
firm the same day.”

1.53. During evidence the Committee enquired as to what could
be the real cause for the non-acceptance of the order for the balance
quantity by the French firm. The Committee also wanted to know
whether the placement of order was late by one day or the terms of
the contract had been modified by the Railway Board as alleged by
the firm. The Chairman Railway Board, stated:

“Our feeling is that they were only trying to avoid the contract
because the prices had gone up. They understood clearly
that the date was only 25th July. They knew it, but in the
covering letter they said that they would appreciate it
if orders could be placed by the middle of June. But even
after June we had been corresponding with them. They
are only trying to evade the issue. We took legal opinion
and consulted the World Bank also because we had to
consult the World Bank about our going in for a risk pur-
chase on their account since the contractual obligation was
not met. All of us, including the World Bank understood
the date to be 25th July.”

1.54. In a note furnished to the Committee, the Ministry of Rail-
‘ways have stated:

“The firm’s inability to accept the orders for tie balance quan-
tity and the option quantity appeared to be principally
due to the rather unusual circumstances of rapidly rising
raw material and labour cost brought about by severe in-
flation. An extract from the firm's letter dated 21st June,
1975 is reproduced below which explains the thinking of
the firm.

‘The difficulties of supplying further quantities beyond the
original contract quantity are due, in our opinion, to
many factors but principally due to the rather unusual
circumstances rapidly rising raw material and labour
costs brought about by unprecedented inflation of the last
year or so, We are of the opinion that these difficulties
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should be viewed as a form of ‘force majeure’ in that such
difficulties could not have been foreseen by anybody as

was indeed the case.”

1t is difficult to state at this stage as to what would have been
the firm’s reaction in case order for the balance and
option quantity was placed immediately after the 5th

June, 1974

1.55. The Committee pointed out that when the Railway Board
was aware of the energy crisis in December, 1973 and consequential
steep rise in prices and also in the context of the firm’s repeatedly
telling that 1t would not be able to hold the contracted price for
long, would it not have been prudent and in the interest of the
Railways to take decision on additional and optional quantities well
before the target date in the contract. In a note on the subject, the
Ministry of Railways have stated:

“The administration took all possible action to expedite the
decision regarding ordering the optional and the addi-
tional quantities as may be seen from the following:

(1) on 5-6-1974 we became aware that the Romanian firm
does not yet manufacture wheelsets of the type requir-
ed by us and promptly on 7-6-74 a proposal was initiat-
ed to place the order on the French firm.

(ii) The file had been submitted to the Minister of Rail-
ways on 17-6-74 and since the last date for exercising
the option was getting closer, written reminders were
jissued on 3-7-74 and again on 15-7-74, apart from
personally urging Special Assistant/Minister of Rail-
ways, Director Railway Stores’ noting dated 3-7-1974
on the reminder is reproduced below:

“We may exercise the option well in time—say by
middle of this month, if not earlier, so that the com-
munication reaches the firm within the option date.
The decision may kindly be expedited.”

Order could, however, be placed only after receiving the
approval of the competent authority.”

1.56. According to the Audit paragraph the delay in placing the
orders first after January, 1974 on receipt of the Tender Committee’s
recommendations and later after 5th of June, 1974 when it became
clear that no supplies could possibly be had from Rumania has.
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resulted in avoidable expenditure of Rs. 1.32 crores. The Committee
asked how did the Railway Board justify this avoidable expendi-
ture, The Ministry of Railways have, in a note, stated:

“Ministry of Railways have endeavoured to the uimost ex-
tent to avoid the delay in placing the orders first and
while exercising the option. This delay, however, has
not altered the legal position in that the option was exer-
cised within the validity date and the firm was bound to
honour this option as they had agreed at the time of
acceptance of the initial order. This view of the Ministry
has not only been endorsed by the Legal Adviser but has
also been accepted by the Ministry of Finance and the
IDA (World Bank) when they approved the issue of the
risk purchase tender against the firm’s default.

When the risk purchase tenders were opened, the alterna-
tives before the Ministry of Railways were to go through
the process of risk purchase and place order on the
Japanese firm for the full quantity and seek recovery of
the extra expenditure of Rs. 2.64 crores from the French
firm or to come to some amicable settlement with the
French firm. Initially though the firm had come up with
the plea that they received the option order late and
could not supply the option quantity without a price in-
crease, at a later stage they pleaded inability due to un-
precedented inflation resulting in steep rise in the cost of
raw material and labour which the firm pleaded, should
be deemed to be “force majeure”. The firm also offered
to supply the option quantity if the contract price is
increased by half of the difference between the contract
price and the lowest FOB price to be received against the
forthcoming tender (risk purchase tender) subject to a
maximum ceiling of 35 per cent and a minimum of 25
per cent.

The Ministry of Railways, after obtaining legal advice, where-
in it was stated that, it would be advisable to arrive at a
settlement with the firm inasmuch as there was no
arbitration clause in the contract the firm was carrying
on business in foreign territory and consequently litiga-
tion proceedings and execution of a decree against the
firm would be beset with considerable difficulty, consi-
dered it expedient to arrive at a settlement with the firm
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on the basis of the offer which they had made prior to the
opening of the risk tenders, This meant agreeing to a
price increase of 31.69 per cent over the contract price and
meant additional expenditure of Rs. 1.32 crores only,

At this time due to steep rise in prices as a result of oil crisis
several contractors asked for increase to compensate them
for steep rise. In fact M.M.T.C. obtained a substantial
increase in cost on a concluded contract with the Govern-
ment of Poland. Similarly, against one of our contracts
for supply of axles and tyres, Kolmex Poland came up
with a request for price increase. In consultation with the
Ministry of External Affairs, the Ministry of Railways
reached an amicable settlement to give 70 per cent in-
crease in axles and 34 per cent increase in tyres.”

1.57. The Audit para points out that after the firm had declined
to accept the order for the additional quantity of the wheelsets in
July, 1974, the Legal Adviser of the Board advised in April, 1975
that, it would be advisable to arrive at a settlement with the firm
inasmuch as there was no arbitration clause in the contract, the
firm was carrying on business in a foreign territory and, conse-
quently, litigation proceedings and execution of a decree against
the firm would be beset with considerable difficulties. The Rail-
way Board, however, decided in May, 1975 to proceed with the risk
purchase and face the difficulties in realisation of the extra expendi-
ture from the foreign firm. Subsequently, however, the Railway
Board changed its stand and considered it expedient to arrive at a
settlement with the firm. The Committee desired to know what
material factors contributed to this volte face on the part of the Rail-
way Board between April, 1975 when risk purchase was decided
upon and August, 1975 when it was decided to make a settlement
with the defaulting firm. In a note, the Ministry of Railways have
stated:

“Floating of the risk tender was very necessary as this alone
could establish the international market price of this
item. Although the French firm had made several at-
tempts for reaching a settlement, their best offer
(21-6-75) came only when they knew that Ministry of
Railways may go through with the risk purchase. The
risk purchase tender was opened on 23-6-1975.
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Relevant extracts of the Tender Committee note are reproduc-
. ed below which explain the background under which the
amicable settlement wag recommended:

“The following facts, however, merit special mention:

(i) The tender (GP-72) was floated on 19-9-1973 and
opened on 31-10-1973. The original offer of the firm
was valid upto 29-1-1974. Since the tender could not
be finalised within the period of wvalidity, the firm
was placed only for 50 per cent quantity, viz., 5715
Nos, and the firm was requested to give us 4 months'
on 11-4-1974,

(ii) The tender was floated for 11,430 Nos. However, order
was placed only for 50 per cent quantity viz. 5715 Nos.
and the firm was requested to give us 4 months’
option to order the remaining 50 per cent quantity.
Although our request for giving the said option was

outside the frame work of the tender, the firm

readily agreed, :

(iii) Should we decide to go ahead with the risk purchase
an amount of Rs. 264 lakhs approximately will have
to be recovered from the firm. Legal Adviser is of
the opinion that it may not be prudent to litigate
with a firm not based in India and even if we secure
a decree its execution in a foreign country will pre-
sent considerable difficulty, He has, therefore, sug-
gested for consideration whether it would not be
advisable to hammer out an amicable settlement.

(iv) The price increase of 31.69 per cent now being asked
by the firm is the lowest of the various price increases
that they have been asking for since July 1974, as
referred to in para 7.2 above.

(v) An amicable settlement with Mls. Creusot-Loire may
ensure their continued participation in our future
tenders resulting in a good all-round competition,
considering that there are limited suppliers of this
item in the world.

The Tender Committee have taken the above facts into consi-
deration and are of the view that instead of seeking a
legal solution, the balance of advantage may be in our
favour if we reach an amicable settlement by agreeing

2288 L.S—3.



to increase the price to the mid point between the old
contract price and the acceptable price against the global
tender. This would mean additional liability of about
Rs, 132 lakhs for 9144 Nos. wheelsets as against additional
amount of Rs. 264 lakhs by ordering on the lowest ten-
derer (Sumitomo) against global tender at the risk and
cost of Creusot-Loire.  Although we have withheld
Rs. 115 lakbs, the recovery of Rs. 264 lakhs can be en-
forced only through a decree in a court of law. Legal
Agdviser is of the opinion that execution of the decree in
a foreign country will present considerable difficulty.

Considering the above aspects and subject to International
Development Association and Ministry of Finance ap-
proval, the Tender Committee recommends an amicable
settlement with M/s. Creusot-Loire in which case there
will be no need for risk purchase...”

159, In regard to the 5715 wheelsets ordered on the French firm
in March, 1974, the Committee desired to be furnished with the
contractual delivery schedule and the actual supply position as also
the details of the liquidated damages if any, levied for delayed sup-
plies. The Ministry of Railways have furnished the following note
in this connection:

“The contractual delivery schedule and the actual delivery
made are tabulated helow:

Date Delivery Scheduled- Actual Delivery-

cum-Total cum--Total

July, 1974 . . . 1200 1200 1019 1019
August, 1974 . 1200 2400

Sept. 1974 . 1500 3900 1200 2219
Oct., 1974 . . . 1500 5400 381 2600
November, 1974 . 315 5715 B9 4459
December 1974 . .. .. . 3459
January. 1975 .. .. 1 500 4059
February, 1975 .. . 665 5624

November, 1975 . . .. 94 5718

r—— + s o < et e—— .
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A sum of F'F. 692,881.31 (Rs, 12-51 lakhs) has been recovered
from the firm towards liquidated damages and the extra
ocean freight paid on delayed shipment. The firm have
made » representation that the delay has occurred due to
non-availability of vessel. This is under examination.”

1.60, The Committee enquired when was the recovery of liqui-
dated damages actually effected. The Ministry of Railways have
stated:

“Chief Acounts Officer in London had advised in his letter
dated 28-6-1976 that FF 692,881.31 (Rs. 1251 lakhs) ap-
proximately had been withheld by him against contract
No. 75|RSF|962(7.”

1.61. The Ministry of Railways have further stated:

“A representation against the recovery was received from the
firm in September, 1976 wherein the firm had pleaded
that delay in shipment was due to non-availability of
vessel. The comments were sought from out forwarding
agents Mjs. Schanker & Co. and RALondon. Their re-
marks have since been received and the matter is under

examination.”
Assessment of the requirements of wheelsets

1.62. The Committee have been informed that as per the normal
practice, the requirements of wheelsets for wagon production during
a particular year were reviewed around the middle of the previous
year to assess the quantity to be imported due to long lead time
involved in arranging components. During evidence the Chairman,
Railway Board, stated:

“Normally we have a rolling-stock programme two years in
advance. We estimate our requirements of wagons to be
built in the coming year and we calculate the number of
wheels required and, after allowing for the indigenous
capacity, the remaining is put up for procurement by
import through the World Bank credit. That has been
the practice till now.”

He added: o

“...in working out the Five Year Plan the wagon require-
ments are calculated on the basis of two accounts: one is
the additional account for the additional traffic anticipat-

ed and the other is the replacement account for the
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wagons which are over-aged. Both these are grouped
together and we have what we call the advance rolling-
stock programmes’ for three years. We make triennial
rolling-stock programmes because the wagon builders
themselves take 18 to 24 months to build the wagons.
Normally we place orders about 18 months to two years
in advance, After the total tonnage is estimated by us,
we have the figure of what we call the ‘turn-rounds’.
The turn-round of the wagons is based on the actual per-
formance of the turn-round of our wagons as from the
time they are loaded to the time they are re-loaded.
The whole time is taken as a cycle and from that we
derive the number of wagons required. Once we decide
on that, we decide the type of wagons required for various
commodities, After this exercise is done the calculation
in regard to wheels etc. is more or less an arithmetical
exercise.”

1.63. In the same context the Member Engineering stated:

“The number of wagons which we should buy is cleared by
Planning Commission in the month of January for the
financial year just following whereas wheels involving
imports are to be processed about 8 or 9 months earlier.
Near about August, we invite tenders. We try to finalise
and place orders round about September/October. We
give 6 month time for importer to import the wheels.
When we order the wheels, at that stage, what is the
exact amount which the Planning Commission will allo-
cate for the wagons is not clear. We have to exercise our
judgment on that basis.”

1.64. The Committee enquired whether the Annual Plans for the
Railways were prepared after consulting all the concerned Minis-
tries, The Chairman, Railway Board, stated:

“It used to be a broad consultation that we had at the begin-
ning of the Five Year Plan. Individual exercises as to how
many wagons should be ordered that year and how many
locomotives are to be ordered etc. was being left to the
Railways. But lately, because of the constraint on re-
sources, there has been a little more pruning of our re-
quirements by the various Ministries and the Planning
Commission because the funds are ultimately to come
through the Planning Commission and the Finance
Ministry.”
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The Member Englneeﬁhg added:

“Ag far as the annual plan is concerned, we tentatively decide
in the month of May or June for the works, rolling stock
plan and machinery, as to what should be the ceilings for
the next year, so that the Railway Board and the Railways
can plan their work accordingly.”

1.85. In reply to g question whether the Planning Commission
and the Ministry of Finance were consulted before preparing the
annual plan for the year 1875-76, the Member Engineering stated:

“Having consulted the Planning Commission for the Five
Year Plan, we consult them for the annual plan in the
month of November-December and the Ministry of
Finance in the month of January preceding to the year
relating to the Budget. By the end of January everything
is finalised for the budget.”

1.66. In regard to the role of the Planning Commission in such
consultations, the witness stated: )

“It is monitoring all the time with reference to the five
year plan, In the month of November-December when
they held discussions with us, they see, if there can be
any cut or increase under any particular plan head.”

1.67. Explaining the position regarding the estimation of wagon
requirements of the Railways for the Fifth Plan, the Chairman,
Rajlway Board, stated during evidence:

“When the draft Fifth Plan was drawn up, we set up two
Working Groups, one for passenger and another for goods,
and it was estimated that we would have to move 335
million tonnes of traffic. But the railways felt that the
figure was on the high side and reduced it to 280 million
to 300 million tonnes. In consultation with the Planning
Commission, a draft plan was worked out and the total
mvesiment for this period was estimated at more than
Rs. 3,000 crores. This was not likely to happen. In the
draft plan it was estimated that we wi'l have the rolling
stock to move this traffic, about 1,09,000 wagons. Then it
was reduced from 1,09,000 to 77,000 wagons. So, every year
we were planning to have 11,000 to 12,000 wagons. In De-
cemtier 1974, the Planning Commission felt that the re-
sources position was rather tight and since there was some
inbuilt capacity in the railways, the plan for 1975-76 be
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reduced to 6,000 wagons, which was not accepted either
by the railways or the wagon industry, We were always
thinking that it should not be less than 11,000 to 12,000
wagons per annum to keep the industry going as well as
to build the capacity needed at the end of the Fifth Plan.
When it was reduced to 6,000 there was a very
big agitation in West Bengal against the cutting
down of the wagon building programme. The Rail-
ways also felt that this money was very little. So,
a Cabinet paper was made in April, 1973 bring-
ing out all our requirements. In that paper we
projected that for 1975-76 we may be permitted to do up
to 11,000 wagons, in 1976-77 about 14,000 wagons and in
1977-78 about 18,000 wagons, so that the total of 77,000
wagons would be built within the Plan period. It was
the view of the railways that mere funds should be allot-
ted for wagon building. Simultaneously, the Minister for
Heavy Industry also intervened and desired tnat the
wagon building industry should not be killed and that we
should give sufficient orders to that industry. Since a
Cabinet meeting was not possible, or was not considered
necessary, an inter-Ministerial meeting was held, consist-
ing of the Minister for Industries, Minister for Railways
and the Deputy Chairman of the Planning Commission,
where the funds required by the railways for 1975-76 was

discussed.”

1.88. Tn the note for Cabinet referred to in the above para, the
Railway Board had put up the following proposals in relation to the
outlay on wagons:

“11.1. Wagons: The outlay of Rs. 36 crores for wagons within
the overall outlay of Rs, 123 crores under Rolling Stock
during 1975-76 would enable procurement of only 5,500
wagong (in terms of four wheelers) and the bulk of these
will be on replacement account. To enable the procure-
ment being maintained even at the low level of 1974-75
(11,500 wagons), an additional sum of Rs. 33 crores would
be necessary. Procurement in subsequent years will also
have to be further stepped up to 15000 wagons in 1976-77,
18,000 wagons in 1977-78 and 21,000 wagons in 1978-79
to enable the overall procurement of 77,000 wagons.”

1.69. The ‘Record Note’ of discussions on the note for the Cabinet
held on 2-5-1975 at g meeting between the Ministers of Railways,
Industry and Civil Supplies and Deputy Chairman, Planning Com-
mission for discussing the position of wagon availability on the Rail-
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wWays, further procutement of wagonas snd funds theréfor, shows that
fitter alia the following decisions were taken:

“() The current rate of production of wagons i.e. about 10,000
wagons per year ih terms of 4-wheelers by Wagon Indus-
try will continue quring 1975-76.

(ii) The Railway Board will carry out an exercise on review
of projects including new lineg provided in the Fifth Plan,
reallocate priorities and endeavour to locate savings to
the extent possible.”

1.70. The Chairman, Railway Board had stated in evidence that
even in that meeting of Ministers “we felt that we should be per-
mitted to have 11,000 wagon in 1975-76 and 14,500 in 1976-77”. Re-
ferring to this observation, a representative of the Planning Com-
mission stated in evidence:

“According to our records and our understanding of the situa-
tion, the position is as follow:

There was a discussion on the requirements of wagons for
the period 75-76 Discussions were held sometime in
December 74. At that time the resource position of the
railways was extremely tight. As the Chairman ex-
plained, normally the Planning Commission does not
look into very great details about the individual require-
ments in terms of wagons and so on. In view of the
very acute position of the resources for 75-76, a little
detailed examination was done in the Annual Plan dis-
cussion, The capacity of the Railways was then assess-
ed at about 225 million tonnes of originating traffic and
in so far as the expected movement during that parti-
cular year was not envisaged to be higher than this
level, it was felt that the addition of wagons by way of
augmenting the fleet could perhaps wait for another
year. Therefore, we have agreed that something like
5500 wagons could be procured during that particular
year. However, the Railway Board felt that there are
likely to be difficulties and therefore in that light, it
was suggested that they could come up with another
paper fully explaining as to why more number of wa-
gons would be needed during 1975-76. Consequent to
this, a paper was prepared in the form of a Cabinet note.
However, this matter was not taken up in the Cabinet.
But there were discussions at the Ministerial level and
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at the official level. During those discussions, it wag ge-
nerally agreed that partly taking into account the
apprehensions of the Railway Board and partly on ac-
count of its implications on the wagon building indus-
try, some additional provisions might be made for 1975-76.
An additional budgetary allocation of Rs. 25 crores was
made for the purpose. In the paper that was presented
by the Railway Board, they had made an estimate of
requirements of wagon for the subsequent years also.
The presentation was that something like 77,000 wagons
would be needed to0 be procured over a period of five
years starting from 1974-75 to 1978-79 i.e., the Fifth Five
Year Plan period. The Planning Commission had, how-
ever, felt that this figure was probably a little too high.
It was perhaps based on a conservative assessment of
the efficiency or potential for improvement in the Rail-
way system itself. To our understanding, no final view
was taken with respect to this 77,000 wagons to be pro-
cured over the five year period. The primary emphasis
wag with respect to the number of wagons to be pro-
cured in 1975-76, it was originally put at 5,500. But in the
light of subsequent discussions and the apprehensions
of the Railway Board that this might create some diffi-
culties, this was increased by another six thousand or
s0. But no final view was taken about the programme
for future years.”

171 When the Committee pointed out that although the Rail-
way Board’s demand of enhancing the number of wagons to be pro-
suced during 1975-76 was agreed to, the amount sanctioned was only
Rs. 25 crores against Rs. 33 crores asked for by the Railway Board,
the Chairman, Railway Board stated:

“This was supposed to be made up by the Railways by reallo-
cation of the resources.”

172 The representative of the Planning Commission added in
this connection:

“For the additional rolling stock programme covering both
wagons and locomotives, an amount of Rs, 43 crores was
proposed. In the course of the discussion, it was felt that
more number of wagons will be needed. However, an
additional amount for budgetary support of Rs. 25 crores
was sanctioned. It was said to be for Rolling Stock pro-
gramme. In other word, a degree of flexibility was left
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* to the Railways to distribute this amount between wagons
and locomotives, It was also mentioned that the Rail-
- ways, out of the earlier allocation, would be able to find
Rs. 10 crores for this purpose by cutting out something
else. In effect they have Rs. 35 crores of money against
Rs. 43 crores, which the Ministry had asked, which was
Rs. 33 crores for wagons and Rs. 10 crores for locomotives,
We had not said that out of this Rs. 35 crores, so much
should be spent on wagons and so much on locomotives.”

1.73. In regard to the requirements for 1976-77, the representa-
tive of the Planning Commission added:

“As far as 1976-77 is concerned, the paper that was submitted
in April, 1975 was primarily for the purpose of reviewing
the demand for 1975-76. But that paper also contained cer-
tain projections for the future years. Projection for 1976-
77 in that paper was 14,500 wagons. However, the discus-
sion were primarily about 1975-76 and no detailed view
was taken about the subsequent programme partly for the
reason that the Planning Commission had felt that the
kind of projections made were capable of significant im-
provement and partly because it would be very difficult to

take a final view in regard to the allocation for 1976-77 so
much in advance.”

sses

1.74. When the Committee asked whether the Planning Commis-
sion had accepted the Railway Board’s projection in regard to wagon
requirements for 1976-77, the Chairman, Railway Board, stated:

“I agreed with my colleague that it was agreed specifically for
1975-76. With respect to future, there was no agreement.
But the whole plan was in front of us. The Railway Mi-

nistry was charged with the responsibility of moving the
traffic.”

He added:

“There was no particular discussion about 1976-77....The dis-
cussion was confined only to 1975-76 and the immediate
need for finding some money. As far as Railway Ministry
is concerned, we take advance procurement on the overall

plan.”
1.75. In the same context the Member Engineering stated:

“The Planning Commission gave a final figure about the num-
ber of wagons to be made in the month of January. In
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January 1973, they had given this figure for 1875-76. In
January 1976, also like that, they gave the figure for
1976-77 that wagons had to be ordered two years ahead.
Wagons had to be ordered in advance and - therefore
planning for wheels had to be done to match wagons. So,
an advance action had to be taken on best possible judge-
ment.” :

He added.

“This figure for budget is given in the month of January, three
months before the commencement of the production year.
Rolling stock like wagon, certainly, cannot be produced
within three months; it takes two years to produce the
wagon on placement of order. As far as wheelsets are
concerned, the import cycle itself takes at least nine
months. We have to do advance planning using our judg-
ment. There is no alternative.”

1.76. From the information made available to the Committee it
i8 seen that the actual production of wagons by the established
wagon manufacturers against orders placed by the Ministry of Rail-
ways from time to time was as shown in the table below:

Year Actual production in terms of four Wheelers
1972-73 10,834
1973-74 . ‘ 12,198
1974-75 . - 10,959
1975-76 . . . 12,176
1976-77 . : - 1082

1.77. Since the actual production of wagons over the years hover-
ed around 12,000 woagons, the Committee desired to know how the
stimate of 14,500 wagons for 1976-77 was projected and whether this
was a routine decision or something abnormal. The Chairman, Rail-

way Board, stated:

“It was not an abnormal decision at all. Normally we plan for
wagon production in April-May of the previous year and
we do process the wagon orders by July-August. Simul-
taneously we do process the free-supply items. I would
only submit that there was nothing abnormal in taking in
May 1975 the projections for 1976-77. But what wag abnor-
mal was when the orders for 1975-76 were cut down to
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0,000 in Jsnuary, 1975 at the instance of the Planning
Commission; it was abnormal and there was a crisis. That
was the only abnormal thing for which we went to the
Cabinet and the meeting was held. .. ... In that additional
funds were sanctioned. That was a little abnormal. .. ... "

1.78. Aceording to the Audit paragraph, the Railway Board, in
May|June 1975, without consulting the Planning Commission, assum-
ed that the wagon production in 1976-77 would also be 11,500 num-
bers as projected for 1975-76 in April 1975 which was approved by the
Planning Commission in July 1975. However, the Tender Committee
had assumed in June, 1975 a level of production of 14,500 four
wheelers during 1976-77 requiring procurement of 18,806 wheelsets
and justifying placement of order for 9,144 wheelsets on the Japa-
nese firm over and above the order for 9,144 wheelsets on the French
firm. During evidence the Committee enquired whether the Tender
Committee was authorised to make estimation of the wagon pro-
duction also and what was the basis for increasing the estimate to
14,500 wagons. The Chairman, Railway Board, stated:

“The Tender Committee normally does not decide the number
of wagons to be ordered or the wheelsets to be ordered.
It is the function of the Railway Board. This point about
14,500 was discussed fully; it is in the minutes of the Ten-
der Committee’s proceedings.”

1.79. In reply to a question as to why did the Tender Committee
discuss at all when it was not the function of that Commiftee, th¢
Chairman, Railway Board stated:

“They were asked to. The tender was available and they
were discussing how much should be ordered or should
not be ordered. It was a conscious decision of the Board—
every Member of the Board.”

1.80. From the extracts of the relevant notings in the Railway
Board's file regarding the projection of anticipated production of
14500 four wheelers during 1976-77, it is seen that the estimates of
the requirements of 20-tonne wheelsets were worked out on the
basis that 11,500 wagons would be produced in 1975-76 and more or
less the same level of production of wagons wos assumed for the
year 1976-77. It had been brought out in the notings that “It has
been clarified from Planning Directorate that the anticipated pro-
duction for 1976-77 indicated bv them to the IDA mission for th>
next credit necotiations is 14,500 Four wheelers. The requirement
of 20-tonne wheelsets has been reviewed on that basis”. The Financial



38

Cominissioner had however recorded on 3.6.1875 as under, on tke
relevant file:

May pend for a couple of weeks so that the availability of
funds in 1975-76 is known for certain. In the meantime
we may process the case on the assumption that we shall
procure as many wagons as we did in 1974-75. Require-
ment of wagons in 1976-77 could also be assumed at the
same level but keep the option for ordering additional
wheelsets to match the production of 14,500 four-wheeler
units.”

1.81. In regard to the estimation of the wagon requirements and
the corresponding requirements of 20-tonne wheelsets, the Ministry
of Railways have, in a note, explained:

“In May|June, 1975, the requirements of 20-T wheelsets for
wagon production during 1975-76 and 1976-77 were worked
out by the Railway Board. In working out these require-
ments, two alternative levels of production were assumed
for 1976-77. These were as under:

Alternative 1

1976-77—11660 Four wheelers (This is the same level as in
1974.75 and 1975-76).

The import requirement as per this alternative worked out
to 14,865 wheelsets.

Alternative I1

1976-77—14,500 Four wheelers (Projected increased produc-
tion to achieve the Fifth Plan target of 77000 FW units).

The import requirements as per this alternative worked out
to 19,400 wheelsets.

It was initially considered (on 3rd June 1975) that the re-
quirements of wheelsets for 1976-77 production be ordered
corresponding to production of 11,660 wagons with an op-
tion clause to order the additional quantity of wheelsets
corresponding to wagon production of 14,500 wagons. On
the recommendations of the Tender Committee made on
28th June 1975 to order the full quantity of 18,288 wheel-
sets, Railway Board considered the alternative of ordering
14,865 Nos, with an option to order balance 3,424 later and
decided with the approval of the Minister to order the
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total quantity straightaway without incorporating any op-
tion clause in the contract. This was because of the ex-
perience of the previous contract where exercise of the
option clause led to contractual difficulties.

The production level assumed for 1976-77 was based on the
following considerations:

)]

There was a need to plan progressively higher rate of
wagon production during 1976-77 and onwards with a
view to get a total of 77,000 wagons in the 5th Plan
period which was considered necessary for meeting the
traffic requirements,

(ii) During Ministry of Railway’s discussions with IDA Mis-

(iif)

sion in March|April, 1975 for IDA credit for 1975-76,
production level of 14,500 wagons during 1976-77 was
accepted. In these discussions, representatives of Mi-

nistry of Finance and Planning Commission were pre-
sent,

The actual availability of funds for the year 1976-77
would have been known from the Planning Commission
only in January, 1976 and on account of the long lead
time (over one year) involved for procuring wheelsets
through import, it was not at all desirable to defer till
January, 1976 the purchase of wheelsets required for
1976-77 wagon production. Deferment of purchase of
wheelsets to a date after January, 1976 would have re-
sulted in stock out and large scale stabling of wagons.
In the absence of indication of funds, it is the normal
practice to initiate procurement action for long lead
items on the basis of requirements of Rolling Stock. In
this case, the requirements of 77,000 new wagons during

5th Plan period, warranted requirements of 14,500 wagons
during 1976-77.”

1.82. Referring to the statement of the Ministry of Railways that
the production level of 14,500 four wheelers in 1976-77 was based on
the need for planning progressively higher rate of production during
1976-77 and onwards with a view to get a total of 77,000 wagons in
the Fifth Plan period, the Committee asked whether this estimation
had been accepted by the Planning Commission and if so, when. In
a note, the Ministry of Railways have stated:—

“....The requirements of wagons for the revised traffic level
anticipated worked out to 77,000 wagons. The Memo-
randum for the Cabinet indicating estimated requirement



40

of wagons at 77,000 was also sent to the Planming Commis-
gion. While the gverall estimate of 77,000 wagons was not
specifically accepted by the Planning Commission, in July,
1975, they agreed to provide additional funds to the extent
of Rs. 25 crores for wagons during 1975-76.”

1.83. It is observed that the Planning Commission had stated in
December 1974 that the Railways had already built up capacity of
rolling stock for carrying 225 million tonnes of traffic and that the
Railways could do with the acquisition of 5,500 wagons during
1975-76. In July 1975, the Planning Commission had agreed for
additional fund which was adequate for maintenance production of
11,500 wagons only during 1975-76. The Committee therefore asked
m view of this and also when there was no indication about the
availability of funds for 1976-77 how could the production level of
14500 wagons during 1976-77 as assumed in May-June 1975 be con-
sidered as justified. The Ministry of Railways have, in a note, stated:

“Although the availability of funds for 1976-77 was not known
in May-June 75 when the requirements of 20-ton roller
bearing wheelsets were worked out for the anticipated
production during 1975-76 and 1976-77, a production level
of 14,500 wagons during 1976-77 was assumed on the basis
of procuring in the Fifth Plan Period Railways’' revised
requirements of wagons. Wagon production during
1976-77 and onwards had to be planned at a higher level
as otherwise it would not have been possible for the Rail-
ways to procure the then estimated requirements of 77,000
wagons in the 5th Plan Period.”

1.84¢. The Committee also asked how could the commitment for
purchase of wheelsets be made without prior approval from the
Planning Commission regarding allocation of funds etc. In this con-
nection, the Ministry of Railways have stated:

“Against the wagon orders placed by the Ministry of Railways
on the wagon builders, it is the contractual responsibility
of the Minitstry of Railways to arrange wheelsets as a
free supply item to them to match their production re-
quirements. Accordingly, along with the provision for
wagons full requirement of free supply items are also
provided for in the rolling stock programme. This is ade-
quate authority to enter into advance commitment. The
procurement action for wheelsets in this case was taken
for only part of the wagon orders which had already been
placed against which deliveries were expected before
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31-3-1977. It is normal practice that prior approval from
the Planning Commission regarding allocation of funds is
not obtained for entering into advance commitments for
procurement of rolling stock or free supply items with
long lead time. The procurement action is initiated for
such items on the basis of requirements of rolling stock
and subsequently when the funds allotment is found to
be inadequate, action is taken either to defer the deli-
veries or set off over stocks, if any, against the future
requirements.”

1.85. The Committee were informed that during 1976-77. the actual
wagon production was 11,932 wagons in terms of four wheeler units.
15,450 numbers 20-Ton wheelsets were used during 1976-77 in
wagon production requiring this type of wheelsets. In this context
it is to be seen that the estimation made by the Tender Committee
in June, 1975 placed the requirement of wagons for 1976-77 at 14,500
four wheeler units and those for wheelsets at 18,506 numbers.

1.86. The Committee called for the Minutes of the Tender Com-
mittee proceedings which estimated the requirements of wagon and
wheelsets. Extracts of notings from the relevant files, as furnished
by the Railway Board are given in Appendix 1. The proceedings of
the Tender Committee inter alia reveal that:

(i) The tender GP-75 had been floated as a risk tender against
Creusot-Loire, France after obtaining IDA’s permission.
The Tender Committee recommended placement of the
order for 9144 No. Wheelsets on the lowest tenderer viz.
M/s. Sumitomo Metal Industries, Japan.

(ii) Before the opening date of the tender, M/s, Creusot-Loire,
France had requested for a settlement of dispute by in-
creasing the previous contract price (FF 2168) bv half
of the difference between the contract price and the
lowest FOB price to be received against the tender GP-75.
The Tender Committee recommended that instead of
seeking a legal solution the balance of advantage will be
in Railways’ favour if a settlement was reached with the
French firm by offering 31.69 per cent price increase, and
subject to the acceptance by the competent authority the
purchase from the Japanese firm could be deemed as a
straight purchase to cover 1976-77 requirements. The
requirements for 1976-77 had been worked out on the
assumption that 14,500 wagons would be acquired during
that year.
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{ili) In regard to the quantity of wheelsets required the then
Additional Member Finance had noted ag under:

“On another file F.C. had suggested that, pending clarifica-
tion of the position regarding availability of funds for
1975-76, we may assume that we shall procure 11,500
wagons in 1975-76 as we did in 1974-75, and require-
ments of wagons in 1976-77 could also be assumed at the
same level but an option kept for ordering additional
quantities to match the production of 14,500 wagons.
The additional funds for 1975-76 asked for have not yet
been allotted and I understand that the total allotment
may be for only about 10,000 wagons. In the circum-
stances, we should for the present consider ordering
only 14,865 of 20-ton wheelsets with an option of 3,424.
If 18,288 wheelsets are ordered as recommended by the
Tender Committee, we will end up with some quan-
tity—equal to about 4 months consumpton—in excess
of the requirements, and this would have to be kept as
buffer stock.”

(iv) The then Member Mechanical had then recorded the fol-
lowing note:—

“Ordering 14,865 wheel-sets with an option of 3,424 as sug-
gested by AMF, will require discussions with the lowest
tenderer for his agreement to this mode of purchase.
This may create complications as happened in the pre-
vious case and will result in serious deleys. 3,424
wheel-setg is not such a large quantity and may be treat-
ed as a buffer stock.

There has been an acute shortage of wheel-sets resulting
in stabling of wagons and, as such, it is most necessary
to arrange for the supplies urgently. The Tender Com-
mittee recommendations, under the circumstances, may
be approved for the full quantity of 18288 wheel-sets
and the case referred to IDA immediately so that CRB
and FC may be able to pursue this case further during
their visit to U.S.A.”’

{v) While agreeing with the Member Mechanical the then
Chairman, Railway Board had minuted as under:—

“Wheelsets have been in short supply and the full quantity
as recommended by the Tender Committee should be
purchased. The IDA’s clearance can be obtained in the
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usual way and if the IDA need any clarification this
can be given by Mission if really required.”

(vi) The Minister of State for Railways, with which the Minis-
ter of Railways agreed, had recorded the following note:—

“We have not been able to procure wheelsets indigenously
and this has pushed us to the foreign markets. We should
go in for full quantity of 18,288 wheelsets because of
the fear that prices may go up and deliveries may get
delayed.”

1.87. As to the assessment of the requirements of wheelsets made
-during the years 1972-73 to 1975-76 and to what extent the re-
quirements were met from indigenous sources and from imports, the
Ministry of Railways have, in a note, stated:

“The requirements for the year 1972-73 were reviewed in
July|August, 1971. It was considered that there would be no
need for imports as the indigenous anticipated receipts
@600 per month and the pending import orders would
meet the requirements of 20-ton wheelsets for all the
outstanding wagon orders. Actual receipts from indi-

genous sources during 1972-73 was 4670 and imports 1400
Nos.

Consequent to placement of substantially large wagon orders
during the first half of 1972, the requirements for 20-ton
wheelsets for period upto 31-3-1974 were reviewed in July|
August 1972. This review indicated that teking into ac-
count indigenous availability of 20-ton wheelsets @7000
per year, 11700 Nos. of 20-ton wheelsets would need to
be imported for wagon production upto 31-3-1974. Import .
orders were placed for 11750 Nos. in January 1973. Actual
supplies during 1973-74 had been 5083 from indigenous
sources and 11550 from imports.

The requirements of 20-ton wheelsets needed for wagon pro-
duction in 1974-75 were worked out in Junel[July 1973 bas-
ed on anticipated production of 12569 wagons (FWs) and
anticipated indigenous supplies of 8000 wheelsets and it was
estimated that 14859 wheelsets should be imported to meet
the wagon production requirements fully. However, while
calling the tender, this quantity was reduced to 11430
Nos. with a view to stipulate the option elause to order
extra to the extent of 30 per cent (i.e., 3429 Nos.) after
watching the actual performance of all wagon builders.

2288 LS—4
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Against the tender, the firm order was placed on a French
firm for 5715 wheelsets with the option to order the ba-
lance 5715 Nos. and also an additional 30 per cent of the
tendered quantity (namely 3429 ‘wheelsets), However,
when the option were exercised for ordering the balance
50 per cent (5715) and 30 per cent (3429), thé firm did not
accept the additional orders. '

When the coverage of requirements against the tender for
11430 was under consideration, it became apparent in Feb.
1974 that even if the order was finalised by the middle of
March 1974, supplies of wheelsets from the French firm
could not be expected to reach the wagon builders til}
September 1974 due to longer transit time required for
supply from the Continent. Consequently, an emergency
purchase order for 4000 wheelsets was placed in April 1974
on repeat order basis on the Japanese firm.

Actual supplies during 1974-75 had been 6709 wheelsets from
indigenous sources and 9159 wheelsets from import.

Requirements of 20-ton wheelsets for wagon production of
12000 FW units during 1975-76 were reviewed in Nov. 1974.
It was considered that taking into account the indigenous
availability @ 450 wheelsets per month, due from import
and the option to order additional 5715 4 3423 wheelsets
on the French firm, fresh import at that stage was not
necessary. During the meeting held between the Railway
Board and the Planning Commission in Jan 1975, drastic
reduction in the funds allotment for wagon production
became apparent. Review in February, 1975, indicated
that for the reduced level of wagon production (6000 FW
uhits) during 197576, requirements of 20-ton wheelsets
would be fully met by indigenous supply a 450 Nos. per
month and the pending import orders even if additional
quantities of 5715 + 3429 are not supplied by the French
firm.

When the allocation of additional funds by the Planning Com-
mission to maintain the level of productlpn in 1975-76 at
the level of 11500 four wheeler wagons (i.e. 1974-75 level)
became apparent, requirements of 20-ton wheelsets up to
31-3-1977 were reviewed in June/July 1975 for wagon pro-
duction of 11500 FW units during 1975-76 and 14500 FW
units durmg 1976-77. Considering mdxgenous supply of
11475 wheelsets during the 2 years (10800 Nos. from HSL,
675 from TISCO) requirements to ‘be imported were
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assessed as 19400 wheelsets. However the import order
was placed for 18288 only. Supply of 8728 and 6048 wheel-
sets was received during 1975-76 ahd 1876-77 respectively
from indigenous sources and 9966 and 5862 wheelsets
during these two years respectively from import.”

1.88. According to the Audit paragraph the estimations of the
requirements of wheelsets for 1976-77 as made by the Tender Com-
mittee in June, 1975 were on the high side as (i) the wagon produc-
tion estimates at a level of 14,500 numbers during 1976-77 were not
warranted on the basis of funds availability, and (ii) no reduction
in the element of buffer stock was made by a reduction in the num-
ber of wheelsets planned for acquisition in 197677 even though the
procurement action had been advanced by 4 months. The Com-
mittee enquired why no reduction was made in the element of buffer
stock when the procurement action had been advanced. The Minis-
try of Railways, have, in a note, stated:

“The term ‘buffer stock’ in this case include:

(i) the wheelsets issued to the wagon builders for wagon
which are under different stages of work wuntil the
assembled wagons are delivered ie, work-in-process.
Bare minimum work-in-process requirements is  one
month’s consumption, as in the wagon builders’ assembly
line, the wheelsets have to be available at least one
month ahead of the planned delivery of the wagons.

(ii) the number of wheelsets in transit, after they are inspec-
ted at HSL/received in docks, until they are received in
the wagon builders’ premises. In the case of imported
wheelsets, the time taken for mounting the roller bear-
ing axle boxes has also to be added. The average
transit time is about a month.

(iii) in addition to the work-in-process a free stock of at least
one month’s requirement must be available with the
wagon builders to meet temporary fluctuations in pro-
duction, delay in arrival of successive allotments etc.
which are normal contingencies.

With stocks less than three months, we have experienced
stabling of wagoas and disruption of production. Thus,
the requirement of 3565 wheelsets representing three
months’ consumption though termed as ‘Buffer Stock’ was
part of the firm requirements for the relevant period.
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' Hence, the question of reducing this part of the require-

ment merely because the ordering has been advanced by
four months, does not arise.

It may also be appreciated that the term “buffer stock’ as
considered in this case is different from the concept of
‘buffer stock’ normally considered for depot stock iters,
where it represents an additional quantity over and above
the period’s requirements, to meet unforeseen increases in
consumption, allowance for lead time etc.”

Production by HSL

1.89. According to the Audit Paragraph the Railway Board had
explained that the order for 18,288 wheel-sets i.e. 1,112 sets less than
the estimated requirements for 1975-76 and 1976-77 was placed to
avoid any increase in rates as prices were on the increase and
there was no indication that the Hindustan Steel Ltd. would be able
to step up supplies in excess of the committed level of 450 wheelsets
per month. The Committee desired to know what was the methodo-
logy followed for assessing the indigenous capacity for wheelsets
and whether in these assessments the socio-economic conditions, the
prices and the need for developing the indigenous industry were
taken into considemation. The Chairman, Railway Board stated in
evidence:

“We have had a projection from the Durgapur Steel Plant
which only supplies these wheelsets. It was discussed at
the Secretary level.”

He added:

“Whatever the Durgapur Stee] Plant can produce, the assess-
ment is there and we have a Liaison Inspector over there
and every quarter it is discussed at the Joint Plant Com-
mittee meetings and the Stee] Plant is very closely associa-
ted wifth us.”

1.90. The Committee enquired whether there was any system of
periodical review of the production programme of wheelsets by the
"Durgapur Steel Plant and if there was such a system did not the
Railway Board know prior to July, 1975 (when it was decided to
procure wheelsets from Japan for 1976-77 requirements) that the
‘Durgapur Steel Plant would be increasing the production. The
Ministry of Railways have, in a note, stated: —
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“Regular meetings were being held by the Ministry of Rail-
ways with the representatives of HSL. Meetings were
held on 8-1.73, 7-5-73, 23-4-74 and 9-9-74. During these
meetings representatives of HSL. were being asked to
increase their production, particularly of 20.3 tonne wheel-
sets. In the meeting held on 9-9-74, the Supdt. Wheels &
Axles Plant, Durgapur stated that production could be
expected at the rate of 700 to 800 Nos. per month although
their commitment should be deemed at the level of 600
Nos. per month i.e. 450 Nos. of 20-T, 100 Nos. of 12-T and
50 Nos. of 10-T per month basis. On being enquired, Rail-
way Board confirmed that higher production of 20-T wheel-
sets upto the level of 700 to 800 per month as envisaged
by HSL would be acceptable to the Railways.

In line with this understanding, Chairman, Railway Board, in
his D.O. letter dated 10-10-74 addressed to Secretary,
Department of Steel, requested for the consideration of
Secretary Steel whether 5000 wheelsets could be supplied
between October 1974 and March 1975 and 7,500 during the
period April—Sept. 1975. In his reply dated 15-1-75
Secretary Steel regretted his inability to supply wheelsets
as asked for by the Chairman, Railway Board and com-
mitted to supply only 3600 wheelsets during the
period April—Sept. 1975. Further, he promised to revert
to the subject in 6 to 8 weeks’ time. In his subsequent
D.O. letter dated 17-3-1975 addressed to Chairman, Rail-
way Board, Secretary Steel advised that he had the ques-
tion of likely production of DSP examined and due to
various constraints, the plant cannot commit supplying
wheelsets exceeding 3,600 wheelsets during the period
April—Sept. 1975.

It would be seen from the above that the indication given to
the Ministry of Railways was that only 450 wheel-sets of
20-T per month could be expected from HSL. Imports
were finalised in August 1975 on this basis.

However. in the past emergency period, supplies from Durga-
pur started picking up particularly from Oct. 75 onwards.
Supplies from DSP at a higher level would have meant
accumulation of inventories on the Railways. Therefore,
a review was made in Nov. 75 to assess the extent to which
supplies from DSP can be accommodated and simultane-
ously a decision was taken to ask the French and Japanese
firms to accept cancellation/deferment of supplies.”
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'191. In another note, the Ministry of Railways have stated:

“The actua] supplies from HSL during 1973-74 were 5,080 (425
Nos. per month) and during 1974-75, 6,260 Nos. (520 Nos.
per month). During April and May 1975, HSL supplied
348 and 380 Nos. respectively.

Therefore, in July 1975 when the tenders were under finalisa-
tion, there was no indication whatsoever that HSL would
be increasing the production.”

1.92. In the same context the Department of Steel have, in a note,
state;

“Periodical meetings to review production programme of
wheel-sets by Hindustan Steel Limited were held between
Railways and Hindustan Steel Limited (DSP) at the level
of Controller of Stores (BI), Eastern Railways, Calcutta
on a monthly basis where the production programme of
wheel-sets was indicated by the plant to the Railways
alongwith actual supplies on month to month basis. The
allocation of wheelsets to wagon builders and the Railway
workshops was done on the above basis. This system of
monthly review was in vogue during 1974-75 and still
continues. In addition, from time to time there have been
meetings between the Hindustan Steel Limited and the
Railway Board to review the production programme of
wheel-sets. In this connection, it is pertinent to point out.
that COS (BI), Eastern Railways, is the co-ordinating
agency between the producers and the users of wheel-sets.
The monthly meetings have been held at his level regularly
and occasional meetings have also been taking place bet-
ween Hindustan Steel Limited and the Railway Board. It
is relevant to draw attention to the discussions held on
9-9-1976 at Railway Bhavan New Delhi when the Railways
were given clear indications that the Hindustan Steel
Limited would be increasing the production of wheel-sts
particularly of 20.3 RB sets and that Railways would
accept the increased supplies (vide para 1.1 and 3.0 of Item
2 of the minutes of the meeting—reference 72/RSP/962/
HSL/1 dated 5-10-72)."°

1.93. Referring to the Railway Board’s contention that even the
commitment made by the Steel Secretary in March, 1975 was for 450
wheel-sets only, the Department of Steel have, in a note, stated:

‘““However, even admitting that the railways went by the
committed figures, it may be mentioned that the commit-
ments were valid for the period April—September 1875
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only and not beyond this period, while even prior to
September’75, production had pickeéd up and the despatches
to the Railways were much higher.”

1.94. In regard to the trends of production at the Durgapur Steel
Plant, during the relevant period thé Department of Steel, have, in a
note, stated:

“Railways were fully aware of the improving trends of produc-
tion of wheel-sets at Durgapur Steel Plant which were made
known to COS (BI), Eastern Railway, in the regular
monthly meetings. Apart from this, a Resident Inspector
of the Railway Board (RDSO) stationed at Durgapur used
to get regular information from DSP in the matter of
production and despatches of various types of wheel-sets.

The contention of the Railway Board is that the Durgapur
Steel Plant witnessed dramatic improvement in the pro-
duction of wheelsets as a result of emergency. The emer-
gency was enforced in June, 1975 while the production had
actually picked up from June, 1974 itself as will be evident
from the following figures—

Period 20—T Wheel-sets per menth (average)
Dceember 75 to May 74 . 282 Nos.
June 24 to March 75 . 667 Nos.
April 75 to Sept. 75 . 772 Nos.
October 75 to March 56 . 1028 Nos.

Thus, irrespective of the commitment made, the production of
20-T wheel-sets had gone up. It would not be fair to say
that it had not been brought to the knowledge of the
Railways, as explained above. Thé& higher despatches
made to the Railways must also be within their know-
ledged.”

1.95. The figures as furnished by the Department of Steel regard-
ing the total production of wheelsets at Durgapur Steel Plant. and
despatches to the Railways during the years 1974-75, 1975-76 and
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1976-77 are given in the table below: »
PRODUCTION DESPATCH

197475 1975-76  1976-77 1974-75  1975-76 1976-77

April . . . 317 701 - 1088 209 464 1275
May . . . 393 770 1108 623 524 970+
June . . . 610 8og 829 506 753 844
July . 822 914 1020 825 799 99G:-
August . 831 1129 650 600 810 8i1c-
September . 716 954 858 416 71 1030
October . . . 706 1043 1009 695 974 915.
November . . . 680 1228 881 630 1045 846--
December . . . 615 1230 1045 560 1063 8og
January . . . 768 1235 826 600 930 872
February . 6go 1009 472 764 1020 876
March . . . 859 1301 583 676 750 618
ToTAL . 8,007 12,323 10369 7,104 9,7¢3 10,888

1.96. It is seen from the above that the total production of wheel-
sets (of all categories) showed considerable increase from the month
of June, 1974 vis-a-vis the production in the months of April and
May 1974. Similarly the despatches of wheelsets to the Railways i
the relevant period normally June, July, August, 1975 did show
noticeable improvement when compared to the immediately preced-
ing months of April and May 1975.

1.97. Commenting on the Department of Steel’s statement that
the production of wheel-sets at Durgapur Steel Plant had picked up
from July 1974, the Ministry of Railways have in a note stated:

“Department of Steel have also stated that the production had
actually picked up from June, 1974 itself. While we are
not aware of the production figures the despatch figures
detailed below do not bear this out in that despatches were-
erratic and there was a steep decline in despatches in
March and April 1975 viz., 348 and 380 wheel-sets only:
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Month No. of 20 Ton Wheelset despatched by HSL
1974 1975 1976
June . . . . . 340 630 750
July . . . . . 770 590 750
August . . . . . 510 670 710
September . . . 440 550 750
October . . . . . 620 goo 400
November . . . . . 650 990 560
December . . 470 910 70
January . . . . . 470 862 190
February . . . . . 670 690 200
March 590 850 50
April 348 770 9o
May 480 758 250
ToaAL . . . . . 5258 5150 4860
Average . . . . . 522 763 405

1.98. The Ministry of Railways have further stated as under:

“Department of Steel have furnished average production
figures for this wheel set for the period between December,
1973 to March 1976. The despalch figures are more rele-

vant and the average of despatch figures are shown below
in juxtaposition:

20 T. Wheclset 20 T. per month
Period per month (average)
(average) despatches

production

Dec. 73 to May 74 . . 282 nos. 328
June 74 to March 75 . . . 667 nos.

553
April 75 to Sept. 75 . 772 nos. 528
October 75 to March 6 . 1028 nos, 864

It would, therefore, be seen that the real break through in
production was achieved after October, 1975 and not in
June, 1974 as argued by the Department of Steel.”

1.99. The Committee desired to know what were the total des-
patches of wheelsets from the Durgapur Steel Plant to the Railways
in the months of July and August, 1975. A representative of the
Department of Steel informed the Committee in evidence that the
total despatches during the months of July and August, 1975 were 799

and 810 wheel-sets respectively and out of these supplies 708 and 732
numbers were of 20 tonne wheelsets.
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1.100. The Committee enguired whether the Railway Board had
ascertained from the Hindustan Steel Limited or Steel Authority of
India Ltd. the production programme and deliveries of wheelsets
from the Durgapur Steel Plant from Sepiember, 1975 onwards (as
the earlier commitment by the Secretary, Department of Steel was
for the period April—September, 1975) and at least programme of
supplies for 1976-77 for which procurement decision was taken in
July-August 1975. The Committee also asked how could the Rail-
way Board assume in July-August, 1975 while placing the orders for
1976-77 that production and supply of wheelsets from Durgapur Steel
Plant either during October 1975—March, 1976 or from April 1976
onwards would continue to remain at the level of supplies upto
September, 1975 viz,, 450 Nos. per month. In a note, the Ministry
of Railways have stated:

“It was not the practice to specifically, enquire from Durgapur
Steel Plant or the Ministry of Steel regarding the likely
supplies by the DSP before finalising each and every
import. These assessments were based on the perform-
ance of DSP who were supplying about 450 Nos. of 20.3
tonne wheel-sets per month.

In spite of constantly urging the officials of DSP in the periodi.
cal meetings no commitment for higher rate of supply was
forthcoming and, therefore, in his letter dated 10-10-1974
addressed to Secretary, Ministry of Steel and Mines,
Chairman, Railway Board urged that DSP may be asked to
supply 5,000 wheelsets during the period October 74—March
75 and 7,500 Nos. during the period April 75 to Sept., 75.
This request had been made at the highest level with a
view to ascertaining the best that DSP could do. In two
communications received from Secretary, Department of
Steel dated 15-1-75 and 17-3-75 the Secretary, Department
of Steel stated that he can commit supplies only at the
level of 600 Nos. per month, of which 450 Nos. would be
of 20.3 tonne variety. In view of this categorica] indica-
tion there was no reason for the Ministry of Railways to
expect any significant increase in the supplies,

It was in this background, therefore, that it was not considered
necessary to make a special reference to the Department
of Steel before finalising the arrangement for 1976-77. It
might be submitted that Department of Steel did not give
any indication that they were going to increase production
in a significant manner.”
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1.101. The Committee enquired whether the Durgapur Steel Plant
had written any letter to the Railways during 1975-76 about the
production of wheelsets in the Plant, A representative of the
Department of Stee] stated:

“There is a monthly coordination meeting held by a senior
officer who is designated as Controller of Stores who is

stationed in Calcutta. So, the information was completely
available.”

-

1.102. The Chairman, Railway Board stated in evidence:

“HSL sends us letters periodically giving us the detailed posi-
tion of supplies of wheelsets to Railways.”’

1.103. The relevant extracts from a letter No. J.22011/4]{73-DUR,
dated 9-5-1975 from the Joint Secretary, Department of Steel to the
Member Mechanical Railway Board, which has been made available
to the Committee, are given below:

“We have been informed by the Durgapur Steel Plant that they
do not have adequate ordeérs for wheelsets from the Rail-
ways. As on the 11th April, 1975, the pending orders from
the Railways with the Durgapur Steel Plant were 800 sets
for 20 tonnes wheelsets and 250 sets each for 12 tonne and
10 tonne wheelsets. The order had further come down to
400 sets of 20 tonnes wheelsets by the 26th April, 1975. The

Plant authorities have reported that, in spite of a request
from them for more orders from the Railways, they have
had no reply.”

1.104. During evidence the Committee enquired whether the Rail-
way Board had written any letter to the Hindustan Steel Ltd. in
regard to the production of 20 tonne Wwheelsets after the earlier
exchange of correspondence between the Chairman, Railway Board
and the Steel Secretary. To this the Chairman, Railway Board
replied in the negative.

1105. In reply to another question whether in view of the marked
difference between the prices of indigenous and imported supplies
of wheelsets, the need for conserving foreign exchange and the desir-
ability of increasing the indigenous production any attempt was

made to make enquiries from the Hindustan Steel Litd,, the Chairman,
Railway Board stated:

“The trend was considered in May.”
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1.106. On being pointed out that there was improvement in the
months of June, July and August, the witness added:

“Very slightly. We have to view it in the background of a
production capacity of 40,000. If Durgapur had been pro-
ducing wheels, we would not have been importing wheels
and saving Rs. 20 crores. Then whatever Durgapur pro-
duced we did not peg it down to 400. We accepted what-
ever they produced. Even though we said 450, right from
January we have been accepting more than 450.”

1.107. To a question whether the supplies from the Durgapur Steel
Plant had been under-estimated, the Chairman, Railway Board,
stated:

“One can call it an under-estimate. We estimated it on a
certain basis.”

1.108. During evidence the Committee asked whether it would
not have been desirable if the Tender Committee had recommended
placement of order for a smaller quantity and had retained an option
to order more wheelsets at a later date. The Chairman, Railway
Board, stated:

“There was no option in this tender. Suppose we did not take
this tender and another tender had been there, there would
have been criticism. I am only saying that a conscious
decision was taken whatever has been the performance.
Upto May in the last year if you take Durgapur’s perform-
ance there has never been production much in excess of
whatever we have assumed. That was the background in
which decision was taken.”

1.109. On being pointed by the Committee that care was taken to
protect the interests of wagon builders by ordering more wagons but
no such effort was made to consider the position of the indigenous
wheelsets industry, the Chairman, Railway Board, stated:

“We did not see socio-economic conditions.”

1.11Q. According to the Audit paragraph a review of the stock and
order position made by the Railway Board in November, 1975 had
revealed that taking into account the availability and requirements
of wheelsets for the year 1976-77, the Railway Board will be left with
a surplus to the extent of 6,335 wheelsets even if the Durgapur Steel
Plant continued to supply at the previous rate of 450 wheelsets per
month. The Committee enquired what was the occasion for the Rail-
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way Board to review the stock and order position of wheelsets in
‘November, 1875. In a note, the Ministry of Railways have stated:

“Compared to an average supply of about 500 Nos. of 20 ton
wheelsets per month during the period April—September,
1975, HSL stepped up supplies in October 75 to 900 Nos. In
the monthly progress meetings held at Calcutta during
September 1975 and October, 1975, they had indicated that
they would be supplying 1000/1100 Nos. of 20 ton wheel-
sets. Therefore, a review was made in November, 1975 to
assess the extent to which supplies in excess of the earlier
committed level of 450 per month from HSL could be
accommodated.””

1.111. The Committee enquired whether the increased production
plan of the Hindustan Steel Ltd. was based on any understanding
given by the Railways in that it should concentrate on maximising
production of 20 ton wheelsets and whatever they could supply
over the earlier commitment of 450 sets per month would be accept-
able to the Railway Board. The Department of Steel have, in a note,
stated:

“In the meeting on 23-4-74 (vide Item 2 of the Minutes—Ref.
72|RSF|962/HSL|1 dated 10-5-74) the Railway indicated
their requirement of 20.3 T.R.B. Wheelsets during 1974-75
as 20.000 Nos. It was also pointed out by the Railways that
over and above order for 5000 Nos. of 20.3 T.R.B. wheelsets
for 1874-75, the Railways were prepared to place further
order to cover DSP’ production of 1974-75 (Item—6 of the
minutes of the above meeting).

During the meeting of 9-9-74 clear indications were also given
by the Railways that increased production of 20.3 T.R.B.
wheelsets at the level of 700 to 800 sets per month would

be acceptable to the Railways.

Also during the deliberations (July and August 1975) of the
JPC Sub-Committee which was constituted to examine
the prices of wheelsets, the Railway projected still
increased demand of wheelsets to the extent of 30,000 Nos.
—75 per cent of which were spelt as 20.3 T.R.B. category.
These figures were placed by the Railways at the Com-
mittee against Hindustan Steel Limited’s query on 24th
July, 1975.”
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1.112. It is seen from the Audit Paragraph that in November, 1975,
the Railway Board approached the Hindustan Steel Ltd. to peg the
supplies of indigenouys wheelsets at 450 sets per month and also
requested that manufacture of this item might be regulated and the
balance capacity of the plant utilised for manufacture of other types
of wheels and axles. Explaining the circumstances leading to
imposition of restrictions on the production of 20 ton wheelsets by

the Hindustan Steel Ltd., the Ministry of Railways have, in a note.
stated:

“During the discussions held on 25-11-1975 between the repre-
sentatives of Hindustan Steel Ltd. and the Railway Board,
it was impressed upon the HSL's representatives that due
to substantial curtailment of wagon production programme
during 1976-77 a sizeable quantity of imported wheelsets
would remain unutilised by the end of 1976-77 and if HSL
supplies at a level higher than 450 Nos. per month, it
would make matters worse. They were requested to supply
20 ton wheelsets at the level of 450 nos. per month and
utilise their balance capacity for the supply of 22.9 tonnes
and BEML wheelsets as well as loose wheel and axles.”

1.113. During evidence the Chairman, Railway Board stated:

“We requested them to regulate the 20 tonnes supplies. I must
say that they responded as soon as they could de. Our
objective was that they cut down 20 tonnes and give us
the other items. So they did give the other items to us.
So, the moment they could cut from 20 tonnes supplies,
they cooperated with us. They said: ‘All right, we
appreciate that the moment we could cut in, we will cut
in.” In 1976-77 in addition to giving us 20 tonnes wheel
sets, they gave us other types of wheel sets, which we
would have imported if they had not given us.”

1.114. When the Committee asked whether the imposition of
restrictions on the manufacture of 20 tonnes wheelsets created any

problem for the Durgapur Steel Plant, a representative of
the Department of Steel stated:

“The bulk of the production of Durgapur is 20 tonnes. If
you do not take that production and utilise it, the men have
to remain idle.”

1.115. In the same context the representative of the Department
of Steel stated:

“fhe railways asked us to manufacture loose wheels and loose
axles. Durgapur wheel and axle plant is originally de-
signed and laid out for producing assembled wheel sets,
and not loose items. This is an important thing. Subse-
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quently, we were asked to diversify and make loose items.
It means our Assembly Section, where these wheels and
axles are put together, the section where it subsequently
goes for spinning test, minor rectification, inspection and
subsequently for mounting of the axle box, all those sec-
tions had to remain under-utilized on this account, which
means about 200 people.”

1.116. It is understood that the Railway Board had in January
1977 cancelled order for 1500 Nos. of wheelsets out of the 3116
wheelsets and postponed delivery schedule of 1616 wheel sets
due to be supplied by the Japanese firm. In this context,
the Committee asked whether it was not indicative pf the fact that
the estimation of wagon production for 1976-77 and the wheelsets
was on the high side and the supplies from the Hindustan Steel
Ltd., had been under-estimated.

In a note, the Ministry of Railways have stated:

“When requirements of 20 ton wheelsets for wagon produc-
tion during 1976-77 was estimated in May/June 1975, the
forecast for wagon production in 1976-77 was 14,500
wagons in terms of four wheeler units. It was consi-
dered necessary to raise produdtion during 1978-77 to
this level to get a total of 77,000 wagons in the 5th Plan
period, failing which it would not be possible to meet the
traffic requirements fully. This level of production was
projected in the memorandum submitted by Ministry of
Railways in April '75 for the Cabinet meeting and also
in the Ministry of Railways’ discussions with IDA Mission
in March/April, 1975 for IDA credit for 1975—77. Under
these circumstances, adoption of 14,500 FWs as anticipated
production for 1976-77 was not on the high side. It could
not be foreseen at that time (May/June 1975) that the
financial constraints wculd continue and that the Plan-
ning Commission would be making a drastic reduction in
the wagon production target for 1976-77. This was known
only in January, 1976.

The actual supplies of 20 ton wheelsets from HSL during
1973-74 and 1374-75 were only 5080 and 6260 respectively.
During these periods, despite repeated requests at dif-
ferent levels, HSL. were not able to raise their production
substantially. During this period there was large scale
stabling of wagons with wagons builders due to inade-
quate availability of wheelsets. In response to a reference
made to Secretary, Steel, he informed us in Jan. “75 and
again in March 75 that HSL could not be ccmmitted for
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supplies in excess of 450 wheelsets per month. At that
time, neither they gave any clear indication to us about
their plans to raise the production nor could we imagine
(based on their previous performance) that they will be
able to achieve a dramatic improvement in their per-
formance. Under these circumstances, adoption of 450 per
month (May/June 1975) as estimated supplies from HSL,
cannot be considered an under-estimate.”

1.117. The Audit paragraph mentions that ordering of 9.144
wheelsets in August, 1975 on the basis of higher estimation of wa-
gon production during 1976-77 resulted in excessive inventory of
6335 wheelsets over and above the buffer provision of 3176 sets.
This excess inventory increased because of increased supply from
the Hindustan Steel Ltd. This excess import also entailed extra ex-
penditure of Rs. 7.35 crores. The Committee asked how did the
Railway Board justify placement of order of 9144 wheelsets in
August, 1975. The Ministry of Railways have, in a note stated:

“The figure of excessive inventory of 20-ton wheelsets as re-
ferred to by the Audit is based on the review made by the
Railway Board in November, 1975. The review assumed
wagon production of 11500 wagons in terms of 4-wheelers
per year during 1975-76 and 1976-77. Since actual produc-
tion during these years was 12176 and 11982 wagons res-
pectively. and the delivery of 3116 Nos. wheelsets due
from Japanese firm was deferred beyond 1-4-1977 (1500
Nos. ot which was subsequently cancélled) the actual in-
ventory as on 1-4-77 wag considerably reduced in spite of
excess supplies from HSL to the extent of 3598 Nos. The
stock of 20 ton wheelsets as on 1-4-77 was 6148 wheelsets.
The excess inventory was only 2972, after setting aside a
buffer provision of 3176 wheelsets. But for the excess
supplies of 3598 wheelsets from HSL during 1975-76 and
1976-77 (vis-a-vis the estimated receipts of 10800 wheel-
sets corresponding to 450 wheelsets per month) there
would have been no excess inventory as on 1-4-77.

The requirements of 20T wheelsets for wagon production dur-
ing 1975-76 and 1976-77 to be arranged though imports
were estimated as 19400 in May/July 1975 and against
this import orders were placed in August 1975 only for
18288 Nos.—9144 Nos. each on French and Japanese firm.
The requirements to be imported were worked out taking
into account Ministry of Steel’s indication that HSL can-
not be committed to more than 450 wheelsets per month.
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On this basis the import ordering of 18288 wheelsets in

August 1975 (including the 9144 sets on the Japanese
firm) was justified.”

Emergency Purchase Order on Japanese Firm

1.118. The Audit para mentions that on 11th April, 1974 (at the
same time the first order for 5,715 wheelsets had been placed on the
French firm) an emergency purchase order for 4,000 wheelsets was
placed on a Japanese firm (M/s Sumitomo Metal Industries). This
was treated as a repeat order and the price payable was the same
as in an earlier contract of January, 1973. The Committee asked
whether the Railway Board had invited any quotation from the
Japanese firm for the emergency purchase and if not, what was the
occasion for the Japanese firm to offer supply at the earlier contract

price of January, 1973. In a note, the Ministry of Railway have
stated:

“Global Tender GP 72 was opened on 30th October, 1973. The
lowest ofter was from M/s Cruset Loire, France at C&F
Calcutta rate of $591. M/s Sumitomo were the next (for
6000 Nos.) at C&F Calcutta rate of $665.37 (Yen 176.077).
It became apparent to M/s Sumitomo that they would not
get any order against this tender and, they on their own,
on 30th November, 1973 oftered to supply 6000 wheelsets
on their last contracted rate namely f.o.b. Japan Yen
135,800. In January 1974 the Tender Committee held the
view that the revised offer of Sumitomo cannot he enter-

tained and recommended placement of order on the lowst
French tender.”

1.11Y. The Committee enquired how was the quantity of wheel-
sets for the emergency purchase determined and during what period
of manufacture of wagons by the wagons builders were the 4000
wheelsets intended to be delivered for which repeat order was placed
on the Japanese firm in April, 1974. The Ministry of Railways have
stated:

“In Februaryv. 1974 it appeared that even if order is placed on
on the French firm during March 1974, the supplies from
this source could not be expected to reach the wagon
builders until September, 1974 due to longer transit time
from the continent. A projection of the likely availabi-
lity of the wheelsets (both from Durgapur and from the
French firm) as well as the likely requirement was made
and it was apparent that there would be a large scale

2288 LS—5
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stabling of wagons during the period May 1974 to Jan-
uary 1975, In order to overcome the stabling of wagons,
an emergent purchase of 2,894 wheelsets seemed neces-
sary. In this background considsring that the shipments
from Japan would take less time, Sumitomo were asked
whether their offer of November 1973, for supply of wheel-
sets on repeat order basis, was available. On 26.2.1974,
Sumitomo advised that their offer was still open but for
a reduced quantity of 4,000 Nos. only. They also stated
that first consignment will be ready for shipment by
20.6.1974 at the rate of 500/1000 Nos. per month provided
the Japanese National Railways inspection is not insisted
upon and the inspection is entrusted to the firm itself.
However, the Board insisted upon inspection by the JNR
and acceptance cable for 4,000 Nos. was issued on 27.3.1974.
Jt was also held that thé extra provision of 1106 wheel-
sets (4000-2894) would provide cushion in case of any slip-
page in supply on the part of French firm. Detail of the
wheelsets as received in the Indian Ports from the two
sources is given below month-wise: —

Month From From
French  Japanese
firm firm
July, 74 . . . . . .. 500
August, 74
September, 74 . . . 1019 1150
October, 74 . . . . . .. 100
November, 74 . . . 1200 1300
December, 74 . . . 381 300
January, 75 . . . 859 480
February, 75 . . . . . .. 110
March, %5 . . . . . 1500 6o
April, 75 . . . . . 665
November, 75 . . . 91

It would be seen from the above that the emergency purchase made
from Sumitomo was indeed very helpful in reducing the inci-
dence of stabling of wagons.”



61

1.120. It is noted from the Audit paragraph that in response to
the global tender invited in May, 1975 for purchase of 9,144 wheelsets
at the risk and cost of the French firm the offer of the Japanese firm
(M/s. Sumitomo Metal Industries) was the lowest namely Rs. 7,457.14
f.o.b., per wheelset. After arriving at a settlement with the French
firm orders were placed on that firm for the supply of 9,144 wheelsets
at a rate of Rs. 6.010.68 f.0.b. per wheelset. Simultaneously the Rail-
ways had placed an order on the Japanese firm for supply of addi-
“tional 9.144 wheelsets to cover the requirements of 1976-77. The
price settled with the French firm was lower than the price quoted
by the Japanese firm in the tender. The Committee enquired why
could not the order of August, 1975 for 9,144 wheelsets relating to
the requirements of 1976-77 be also placed on the French firm whose
negotiated rate was cheaper than the price quoted by the Japanese
firm. In a note, the Ministry of Railways have stated:

“The French firm offered to supply the wheelsets at the nego
tiated price only for the disputed quantity which they
were required to supply under the previous contract i.e.
9144 Nos. In view of the rising prices in the world market,
which is borne out by the fact that the French firm quoted
higher rates than Sumitomo in the Risk Tender, the
French firm would not have agreed to supply the require-
ments of 1976-77."

1.121. The Committee desired to know if any further orders had
been placed on the Japanese firm after the order of 9144 wheelsets
placed in August 1975. From the information made available to the
Committee it is seen that apart from the orders for the supply of
Axles the following 3 orders for the supply of wheels have been
placed as per details given below:

Contract No. z;nd Date V Quantity”™ 'l:oml f. ;J. b,
Value (Rs)
1. 76/Rs (WTA)-78/W/874 3835 1,20,58,587,00
VIII dated 25-10-76.
2. 76/RS(WTA)-78W/874/ . . . 324 10,19.053.00 [~
X dated =29-11-19%6.
3. 77/RS(WTA)-85/W/874/ . . . 7856  2,67,76,502.00

XIX dated 19-5-1977

1.122. The Committee were informed that these orders were placed
on the Japanese firm on the basis of their offers being the most com-
petitive against global tenders invited by the Ministry of Railways.
The Committee enquired whether the orders placed in these three
cases were for quantities for which tenders were floated. They also
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desired to know the details of variations, if any, and the financial
magnitude thereof. In this connection, the Ministry of Railways
have furnished the following details:

Item No. Quantity; Quantity Increase/
Tender No. tendered included decrease Value Remarks
in the of the
contract quantity
WTA-78 3020 Nos. 3335 Nos. (+)315Nos.  9,90.360 The quantity
(1) was increased
as  desired by
the Railways.
WTA-85 5707 Nos. 7856 Nos.  (-+)2149Nos. %3,25,041  Railways ad-
(3) vised addi-
tionl quan-
tities  subse-
quently,

1.123. The Committee note that for the requirements of
wheelsets for 1974-15, the Ministry of Railways had floated a tender
on 19-9-1973 for supply of 11,430 wheelsets with an option to increase
the quantity by 30 per cent. In response to this tender the lowest
offer received was from a French firm (Creusot Loire) who had
offered to supply the wheelsets at the rate of Rs. 4,022.26 F.O.B.
per set. Initially this offer of the French Firm was valid upto
29-1-1974. On 10-1-1974 the Tender Committee had recommended
that contract ofr 11,430 wheelsets with option to order additional
30 per cent may be placed on M/s. Creusot Loire, France. The rele-
vant file containing the recommendations of the Tender Committee
and the decisions of the Railway Board was sent on 14-1-1974 by
the Board to the Minister o Railways, who was the competent
authority for the approval of such proposals involving expenditure
of more than a crore of rupees.

1.124. The Committee find that after the file had been submitted
to the Minister of Railways on 14-1-1974 for necessary orders, the
file shuttled between the Railway Board and the Minister for more
than two months. In between the Minister had raised several
queries and asked for special reviews in regard to the quantity of
wheelsets to be procured against the tender. At one stage even
the French firm had been asked to reschedule their deliveries by
making the same quicker and in larger instalments. It has been
stated during evidence that meanwhile a letter dated 15-3-1974
from the Trade Representation of the Socialist Republic of
Rumania in India addressed to the Director, Railway Stores, Rail-
way Board had been received by the Minister directly. In this
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letter the Trade Representation had regretted that they had over-
looked the advertisement of the tender and that they were very
anxious to quote against this tender on the basis of payment in
indian rupees. They had also requested the Railway Board to wait
for a few days to enable them to submit the quotation. However,
since the tender could not be finalised within the period of validity,
the French firm was asked to keep their offer open on as many as
five occasions. Ultimately on 23-3-1974, the Minister of Railways
directed that order should be placed on the French firm for 50 per
cent quantity (5715 Nos.) and for the remaining 50 per cent., the
possibility of getting these wheelsets from Rumania should be
explored.

1.125. On 26-3-1974, the Railway Board sent a cable order for
50 per cent of the tendered quantity (5715 Nos.) retaining the
option to order additional 30 per cent of the tendered quantity
viz., 3429 wheelsets during the currency of the contract and also
asking the firm to keep the offer for the balance 50 per cent open
for four months, i.e., upto 25-7-1974 to which the firm had agreed.
The formal contract was placed on the firm on 11-4-1974. On
27-3-1974 a copy of the tender had also been sent to the Trade Re-
presentation of the Socialist Republic of Rumania requesting them
to submit their quotations early. Simultaneously the Indian em-
bassy at Bucharest was asked to contact the firm and request them
to send the quotation. After a lapse of more than two menths
intimation was received on 5-6-1974 that there was no possibility
of getting wheelsets from Rumanian source. Action was then
initiated and papers were resubmitted to the Minister on 18-6-1974
suggesting that orders for the optional quantity of 30 per cent (3429)
and additional quantity of 50 per cent (5715) might be placed on
the French firm before the farget date, namely, 25-7-1974. This file
was returned by the Minister only on 22-7-1974. While agreeing
with the proposals put up by the Railway Board for placing fur-
ther orders on the French firm, the Minister had in his note added
the following rider:

‘‘However, I came across a news-item in the Economic Times
2/3 days ago that there is general recession in the New
York Market. In this background would it not be ad-
visable to go in for fresh tender? I think we should.”

1.126. The file was received by the Board on 24-7-1974, i.e., just
one day before the date till when the French firm had been asked
to keep open their offer for supply of additional quantity of wheel-
sets. On the same date the Board had decided that ‘‘in view of the
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fact that US based firms hardly responded to our global tenders for
this type of items” orders for 5715 numbers of wheelsets be placed
on the French firm. A telex acceptance was issued to the French
firm on 24-7-1974, which the latter claimed to have received only
on 26-7-1974, i.e, a day after the last date for receipt of orders for
additional quantity was over. Though, according to the Railway
Board the order had been placed within the stipulated time, the
firm repudiated this claim. In short they declined to accept the
order as the same had in their opinion been delayed. After pro-
tracted correspondence the Railway Board were obliged to cancel
this order as well as the order for 30 per cent of the tendeed quan-
tity, viz., 3429 Nos. placed in November, 1974, at the risk and cost
of the firm. The Committee find that against the tender floated
subsequently for the purchase of (57154 3429=9144) wheelsets at
the risk and cost of the French firm, the price quoted by the Japa-
nese firm, whose tender was the lowest, was Rs. 4757 per wheelset
as compared to the price of Rs. 4022 per set quoted by the French
firm in their original tender. However, before global tenders had
been opened, the French firm offered to make supplies provided
the price stipulated in the previous contract was increased by half
of the difference between the contract price and thke lowest f.o.b.
price to be received against the forthcoming tender, and the Rail-
way Board as an' expediency agreed to place the order again on
the French firm. But this vascillation (from 5-6-1974 to 24-7-1974)
resulted in an additional expenditure of Rs. 1.32 crores for the
Railways. The Committee are distressed to find that the delay
in placing the orders first after January 1974 on receipt of the
Tender Committee’'s recommendations and later after 5th of June
1974 when it became clear that no supplies could possibly be had
from Rumania has resulted in an avoldable expenditure of Rs. 1.32
crores.

1.127. Initially, in the context of the inflationary trends in the
international market, following the oil crisis and the urgent require-
ments of the wagon builders the Minister had shown anxiety for
ordering a larger number of wheelsets and also for expediting
their supplies. As a matter of fact the French firm had once been
asked at the instance of the Minister, to reschedule their deliveries
so as to make them quicker and in larger instalments. Later on,
however, the Minister appears to have had second thoughts and
favoured the placement of an order on a Rumanian firm because
he felt supplies could be forthcoming against rupee payments.
After directing that order for only 50 per cent of the tendered
quantity might be placed on the French firm, he had desired that
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the possibility of getting the balance supply from a Rumanian
firm against rupee payment might be explored. In fact it would
appear from the evidence of the Member Mechanical, Railway
Board, that special efforts were made to procure an offer from the
Rumanian firm. It needs to be pointed out in this context that
the Rumanian firm had never before participated in any offer for
the supply of wheelsets to the Indian Railways and this was a
well-known fact. When asked why did not the Railway Board bring
this fact specifically to the notice of the Minister, the Chairman,
Railway Board stated in evidence: “In fact, the Minister who was
in the foreign trade knew aboutit... ... . .. As officials, we cannot
go over the Minister”. Thus, since the Minister had sa desired a
belated request from the Rumanian firm for participation in the
tender was taken into account and inquiries were made to ascertain
if the Rumanian firm was in a position to make competitive offers
for the wheelsets, even though it was known before hand that the
Rumanian firm could not meet the Railways’ requirements.

1.128. Subsequently, after it was known that the Rumanian firm
was no longer in the picture, the Railway Board put up the proposals
that the order on the French firm for the balance requirement of
the Railways for the wheelsets-might be placed. The decision of the
Minister was not available for more than a month despite two writ-
ten reminders from the Railway Board. Thereafter he agreed to the
reminders from the Railway Board. Thereafter he agreed to the
proposals of the Railway Board but returned the file just 2 days
before the target date. At that point of time, the Railway Board
took a decision to place the order for the balance quantity on the
Frenck firm. Even then the peculiar predicament in which the
Railway Board found itself could not be averted. Since the die had
been cast and the order had been delayed, the Railway Board had
to suffer an avoidable excess expenditure of Rs. 1.32 crores.

1.129. From the foregoing paragraphs it is clear that the Minister
had evinced unusual interest in the processing of this case. After
14-1-1974, when the file was originally put up to him, the Minister
had on 13-2-1974, i.e., after about a month, minuted that it might
be considered whether it would not be advisable to go in for more
quantity (the extended offer was due to expire on 16-2-1974). On
15-2-1974 when the Railway Board requested the Minister to accord
his approval to the recommendations as the wheelsets were urgent-
ly required, the Minister ordered for a second look. The file was
then resubmitted to the Minister on 16-2-1974 recommending
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acceptance of Tender Committee's recommendations but on 5-3-1974,
ie., after about 20 days the Minister returned the file and asked
for a review of the quantity to be ordered against the tender. Om
13-3-1974, the file was resubmitted to the Minister for approval and
after 10 days the Minister directed that in view of the fact that
Rumanians were showing interest in supplying wheelsets, contract
for 50 per cent quantity only might be placed on the French firm.
This whole exercise took more than two menths.

1.130. Further the exploration of the Rumanian seurce for the
supply of wheelsets was only an exercise in futility as it was well
knewn that the Rumanian firm had never participated in any
earlier tender enquiry for this item. However, since the Minister
had so ordered, the formalities of supplying tender documents and
awaiting for the response of the Rumanian firm were undertaken
which inevitably led to further delay. And even though the inti-
mation about the inability of the Rumanian firm to supply any
wheelsets was received on 5-6-1974 and the file kad been put up to
the Minister on 18-6-1974, the Minister passed orders on this file
only on 22nd July 1974 and the file came down on 24th July, 1974,
i.e, just one day before the date on which the extended offer was
due to expire. The Committee do not find any justification for the
delay at varieus stages. The peculiar manner in which the case
has been handled at the Minister's level and at other levels render
their intentions quite unclear to say the least. Under the circums-
tances the Committee recommend that this whole case may be re-
ferred for investigation to a specially constituted Judicial authority,

which alene can adequately review the deeds of a Minister and
others.

1.131. It is a little intriguing to note in this connection that in
April 1975 when he Legal Adviser of the Railway Board had recom-
mended that it would be advisable to arrive at a settlement with
the firm, the Railway Board did not like this advice and decided
to proceed with the risk purchase and face the difficulties in realis-
ation of the extra expenditure from the French firm. Later on,
however, after having floated the risk purchase tender and on re-
ceipt of a representation from the firm, the Railway Board consi-
dered it expedient to arrive at a settlement with the firm. The
ratipnale for this volte face is incomprehensible keeping in view
that in April 1975 the Railway Board had deliberately not accepted
the advice of the Legal Adviser for the settlement with the firm.
The explanation given for tkis change in the Railway Board’s
posture at a later stage is hardlv convincing.
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1.132. A direct consequence of the belated placement of order
on the French firm was (i) an emergency purchase order for 4,000
wheelsets on M/s. Sumitomo Metal Industries, Japan on 11-4-1974
and (ii) procurement in advance of 9414 wheeisets from the same
Japanese firm (M/s. Sumitomo Metal industries) against the re-
quirements for the year 1976-:7. The emergency purchase of course
did not lead te any financial loss pecause the price contracted for
each wheelset was lower than the French offer, but inasmuch
as the emergency purchase was for an extra quantity of wheelsets
without corresponding reduction in the order over French firm it
resulted in higher inventory. So far as the advance procurement
for the year 1976-77 is concerned, the Committee find that just at
the point of time wlien a settlement was being reached with the
French firm, the Railway Board had also on hand the Japanese
offer for supply ot 9144 wheelsets received in response to the risk
tender floated earlier. What the Railway Beard did was that in
July 19715, while deciding to place orders for 9144 wheelsets on the
French firm, they also decided to procure the same number of
wheeisets namely, 9144 from Japan to meet the requirements of
1976-77 wageon building programme. The Committee find that as
per the normal practice the order for their requirements of wheel-
sets for the year 1976-77 should have been processed by the Railway
Board by September/October 1975. It appears that Railway Board
felt ebligated to the Japanese firm to place order on them.

1.133. It is to be noted that since it had been decided to purchase
9144 wheelsets from the French firm at a negotiated rate, there
was no need for taking further action at that point of time on the
risk purchase tender, under which the Japanese had quoted a rate
which was 31 per cent higher than the rate negotiated with the
French firm. There is no indication to suggest whether the French
firm had then been asked to quote for the additional 9144 wheelsets
for which the order was placed on the Japanese firm. The Japanese
offer in the context of the then prevailing circumstances cannot,
therefore, be considered entirely unexceptionable. Further, the
manner in which the requirements of the wheelsets for 1976-77 were
calculated before placing the order on the Japanese firm also ap-
pears to be un-understandable.

1.134. It is seen that the requirements of the wheelsets for
1976-77 had been worked out on the basis of a projection of the
anticivated production of wagons during 1976-77 at 14,500 four
wheelers. The Committee find that the estimation of the wagon
requirements for 1976-77 had neither been approved by the Plan-
ning Commission nor had it been finally adopted by the Railway
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Board themselves at that point of time. The only pesitive indi-
cation in regard to the total wagon requirements for 1976-77 was
that during the Ministry of Railways' discussions with IDA Mission
in March/April 1975 for IDA ‘credit for 1975-76, the production
level of 14,500 wagons during 1976-77 had been accepted. In these
discussions the representatives of the Ministry of Finance and Plan-
ning Commission were also stated to be present. In the light of the
procedure normally followed in such cases the wagon requirements
for each year were being discussed by the Raillway Board with the
Planning Commission alongwith the Annual Plan in the months of
November-December of the preceding year. Thus the estimations
regarding the wagon production for the year 1976-77 would have
come up for discussion with the Planning Commission only in
November/December 1975.

1.135. It is to be noted in this connection that in December 1974,
when the wagon requirements for 1975-76 were placed before the
Planning Commission, the Planning Commission had felt that the
resources position was tight and hence the wagon requirements of
the Railways for 1975-76 might be reduced from the level of 11,500
to 5,500 four wheelers. Since the Railway Board were not satisfied
with this cut and insisted on larger allocation of funds se that the pro-
duction level of wagons in 1975-76 could at least be maintained at
the level of 1974-75 production, they were asked by the Planning
Commission to prepare a note for the Cabinet on the subject. This
note was discussed among the concerned Ministers on 2nd May 1975
when it was decided that the current rate of production of wagons
i.e., about 10,000 wagons per year in terms of 4-wheelers be conti-
nued in 1975-76. An additional budgetary allocation of Rs, 25
crores was made for the purpose. In this meeting no final view of
the requirements for 1976-77 was, however, taken. Keeping in view
the thinking of the Planning Commission at the time it was pre-
sumptuous on the part of Railway Board to take it for certain that
their projected requirements of 14,500 four wheelers for 1976-77
would be acceptable to the Planning Commission.

1.136. In fact, as is evident from the records made available to
the Committee, the thinking in tke Railway Board itself was that
even during 1976-77, the wagon production will be of the same level
as achieved in the earlier years of 1974-75 and 1975-76, i.e., about
11,000 to 12,000 wagons. Therefore, for the assessment of the re-
quirements of wheelsets during 1976-77, the figure of wagon pro-
ductlon was unjustifiably assumed as 14,500 four wheelers. It
would appear that the requirements of the wagons were deliberately
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highly inflated with a view to make sure that the maximum num-
ber of wheelsets required for these wagons were procured against
the Japanese offer of 9144 wheelsets then pending before the Rail-
way Board. It is interesting to recall that in regard to the quan-
tity of wheelsets required, the then Additional member Finance had
noted as under on the relevant file:

““On another file Financial Commissioner had suggested that,
pending clarification of the position regarding availability
of funds for 1976-77, we may assume that we shall pro-
cure 11,500 wagons in 1975-76 as we did in 1974-75 and
requirements of wagons in 1976-77 could also be assumed
at the same level but an option kept for ordering addi-
tional quantities to match the production of 14,500 wagons."

On this noting of the Additional Member Finance, the then Member
Mechanical of the Railway Board had minuted as under:

“Ordering 14,865 wheelsets with an option of 3424 as suggest-
ed by Additional] Member Finance will require discus-
sions with the lowest tenderer for his agreement to this
mode of purchase. This may create complications as

happened in the previous case and will result in serious
delays.”

This would clearly show that the Railway Board’s assessment of
their requirements for wagons and wheelsets was both unrealistic
and unwarranted.

1.137. The Committee further find that in their estimations of
the requirements of wheelsets for 1976-77, the Railway Beoard failed
to make a realistic assessment of the quantity of wheelsets that
could be supplied by the Hindustan Steel Ltd. It has been stated
that when the allocation of additional funds by the Planning Com-
mission to maintain the level of production in 1975-76 at the level
of 11,500 four wheeler wagons (i.e. 1974-75 level) became apparent,
requirements of wheelsets upto 31-3-1977 were reviewed in June/
July, 1975 and considering the likely supply of wheelsets during the
two years of 1975-76 and 1976-77 to be received from the Hindustan
Steel Ltd. as 10800 (450x24) numbers only, the requiremnts to be
imported were assessed as 19400 wheelsets. However, the import
order was placed for 18288 only. Thus in June/July 1975, while
assessing the guantity of wheelsets expected to be supplied by the
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Hindustan Steel Ltd. the Railway Board de not appear to have made
any conscious effort to ascertain from the Hindustan Steel Ltd. as
to what extent they would be able to meet the Railways’ demand
either in the remaining months ef 1975-76 or during 1976-77.

1.138. The basis on which the Railway Board appear to have con-
cluded that supplies of this item from the Hindustan Steel Ltd.
would continue to be at the rate of 450 per month till the end of
1976-77 was a communication from the Steel Secretary received in
March, 1975. In this communication the Steel Secretary had indi-
cated that for the period April, 1975 to September, 1975 the Hindus-
tan Steel Ltd. could not commit itself to a supply exceeding 3600
sets out of which 2700 sets will be of 20 tonne wheelsets. In reply
to 2 query from the Commitiee the Railway Beard have stated that
‘it was not the practice to specifically enquire from Buargapur Steel
Plant or the Ministry of Steel regarding (ke likely supplies by the
Plant before finalising each and every impert. These assessments
were based on the performance of Durgapur Steel Plant who were
supplying about 450 Nos. of 20.3 tonne wheelsets per month.”” In
the same context the Raillway Board have stated that. ‘It might be
submitted that Department of Steel did neot give any indication
that they were going to increase production in a significant manner.”

1.139. It is thus to be seen that in arriving at the total figure of
supnlies to be expected from the Hindustan Steel Ltd. the Railway
Board have placed complete reliance on the commitment made by
the Steel Secretary in March 1975. The fact that this commitment
was valid for a limited period extending only upto September 1975
was completely ignored. Besides, all other pointers towards a likely
step up in the monthly production of wheelsets at Durgapur Steel
Piant were overlooked. It is seen that regular meetings were being
held by the Ministry of Railways with the representatives of the
Iindustan Steel Ltd. to review the production of wheelsets at Durga-
pur. In one such meeting held on 9th September, 1974 the Supdt.
Wheels and Axles Plant, Durgapur had stated that production could
be expected at the rate of 700 to 860 numbers per month although
their commitment should be deemed at the level of 600 Nos. per
month. The Railway Board had then given indication for accepting

the increased supplies.

1.140. According te the Department of Steel. Railways were fully
aware of the improving trends of production of wheelsets at Durga-
pur Steel Plant which were made known to the representatives of
the Railways in the regular monthly meetings held in Calcutta.
Apart from this, a Resident Inspector of Railway Board stationed at



71

Durgapur used to get regular information from the Durgapur Steel
Plant in the matter of production and despatches of various types of
wheelsets. According to the Department of Steel irrespective of the
commitments made for supply, the production of the wheelsets had
gone up from June 1974 onwards. This is corroborated by the fact
that except in the months of April and May 1975 when the despatches
of wheelsets from the Durgapur Steel Plant were exceptionally low
the monthly despatches from June 1975 onward were well above the
committed figure of 450 per month.

1.141. As per the Railway Beard’s own calculations the average
despatches during the period June 1974 to March 1975 and April 1975
to September 1975 were 553 and 528 numbers per month vis-a-vis the
committed quantity of 450 sets per month. Further, from a letter
issued by the Department of Steel in the month of May 1973, it is
seen that the Durgapur Steel Plant had complained that they did not
have adequate orders for wheelsets from the Railways and had
acenrdingly regquested for more orders from the Railways. During
evidence the Chairman, Railway Board had also conceded that in the
relevant period, i.e, in the months of June, July and August 1975,
the desnatches from the Durgapur Steel Plant had shown improve-
ments even though he called them ‘slight’. All these facts inexor-
ably lead the Committee to conclude that the Railway Board over-
looked the prospects of better production at Durgapur Steel Ilant
and without making any specific enquiries in regard to the likely
supplies from the Plant during the next one and a half year, tnok
the monthly ficure of 450 sets for granted. It is significant to note
that when the Committee pointed out that the care was taken to
protect the interest of wazon builders by orderine more wagons but
no such effort was made to consider the position of the weelset indus-
try. the Chairman, Railway Board admitted: “We did not see socio-
economic condition.”

1.142. This under-estimation of the capability of the Durgapur
Steel Plant to produce more wheelsets coupled with the highly
inflated assessment of the wagon nroduction during the yvear 1976-77
led the Rallwavs to make incorrect estimation of the import require-
ments of whkeelsets for the vear 1976-77. Just 2 months after the
placement of orders in Augzust 1975 on the Japanese firm for supply
of 9,144 wheelsets, the Railway Board found in Nevember 1975 that
the production prospects of the Durz~pur Steel Plant had brightencd.
This strengthens the doubt that the placement of order on the
Japanese firm was to placote them The Durgrpur Plant had then
come forward with an offer to step up the supply of wheelsets from
a mere 450 to one thousand sets per month. A review of the stock



72

and order position had then revealed that the Railway Board would
be left with surplus wheelsets in 1976-77 to the extent of 6,333 in
addition to the buffer stock of 3,176 assuming that the Durgapur Steel
Plant would continue to supply at the previous rate of 450 wheelsets
per month and 16,236 if the plant stepped up its supplies to one
thousand sets as promised. Frantic efforts were then made to cancel
the outstanding import orders as also to persuade the Durgapur Steel
Plant to regulate their preduction of wheelsets in such a manner that
their monthly despatches did not exceed the earlier committed figure
of 450 wheelsets. The Committee were informed by the Department
of Steel that Durgapur Wheel and Axle Plant “is originally designed
and laid out for producing assembled wheelsets and not loose items’’.
‘‘The bulk of production is 20 tonnes’’ wheelsets. The imposition of
restriction would have resulted in underutilisation of the production

capacity rendering manpower idle. The strategy of the Ratlway
Board is indefensible.”

1.143. As has been pointed out in the Audit paragraph the order-
ing of 9144 wheelsets at a cost of Rs. 10.63 crores (including foreign
exchange of Rs. 6.82 crores) in August 1975, based on an estimate
of higher level of wagon production for 1976-77 than that for pre-
vious year and in advance of the normal schedule of procurement
resulted in excessive inventory of 6335 wheelsets over and above the
buffer provision of 3176 sets. The Railway Board have explained
that with the deferment of the delivery of 3116 numbers of the
Japanese wheelsets beyond 1.4.1977 (1510 numbers of which had since
been cancelled) the excess inventory had been reduced to only 2972
sets. Nevertheless this is an admission of the fact that the require-
ments of wheelsets had been highly inflated for reasons best known
to the Railway Board. This over-estimation of the needs has to be
considered in the context of enormous difference between the price
of imported wheelsets and those procured indigenously. The price
differential in the indigenous supply from the Durgapur Steel Plant
(Rs. 3580 ner set in November 1975) and the imported supplies from
Japan (R. 11620 per set tender price—order of July 1975) is <o wide
that on a singzle set less imported. the Railways could have saved
as much as Rs. 840 in foreign exchange. The total infructuous
expenditure involved in unnecessary imvports would thus run into
several crores of rupees. The loss suffered bv the Durgapur Steel
Plant by reculating their production of the wheelsets according to
the wiches of the Railway Board. which has not been separately
assesied would also be considerable.

1.144. The Committee cannot but noint out that the Railway
Board ordered import of 9144 wheelsets from the Japanese firm in
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August 1975 on the basis of an inflated assessment of the needs and
requirements of the Railways without making a proper assessment
of the production capability of the indigenous source of supply. 1t
causes concern to the Committee that subsequently Durgapur Steel
Plant were asked by the Ministry of Railways to regulate their pro-
duction so that monthly despatches did not exceed 450 wheelsets.
It is regrettable that the Railway Board took no care to negotiate in
August, 1975 with the Japanese firm for arranging a lesser quantity
of wheelsets nor did they consider it desirable to limit the immediate
imports to a more realistic level and to retain an option for ordering
further supplies in case of need. The Committee recommend that
the matter may be investigated by an independent high powered
body ‘to ascertain the true facts and to fix responsibility for the vari-
ous lapses that have come to light.

P. V. NARASIMHA RAO

New DELHI; Chairman

August 28, 1978 Public Accounts Committee
Bhadra 6, 1900 (Saka)




APPENDIX 1
(See paragraph 1.86)

Extract of votings in the files of the Railway Board in regard to
Tender Committee proceedings.

Extracts of notings taken from page 7-14/n of file No. T4|RSFP|962|1¢

1. Under consideration on this filec are offers received against
global tender GP-75 (opened on 23.6.75) for the procurement of 9144
Nos. 20.3 tonne wheelsets, This tender has been necessitated due
to failure of the French firm M/s. Creusot-Loir> to supply to optional
quantity of 9144 Nos. ordered on them. IDA’s prior permission was
obtained for invitation of global tender at the risk and cost of the
French firm.

1.1. Five offer (1 from Japan. 1 from South Korea and 3 from
Europe) have been received. Abstract of the quotations, based on
the exchange rate ruling on the date of tender opening, is kept at
p.6/n.

1.2. Offers were sent to RDSO for technical appraisal and their
comments are at S. No. 52.

2. The lowest offer (both on FOB and C&F basis) has been receiv-
ed from M/s. Cumitomo Shoji Kaisha, Jspen. at unit FOB Osake/
Kobe port price of Y261,000 (Rs. 7.457.14).

2.1. The firm’s offer is strictly to the tender specification and
drawings without any deviation. They have, however, stated that—

(a) Pressfitting per Imm of wheel scat shall be 400-520 Kg. as
per IRS Specn. R-19-67. -

(b) Radius of the edges of outside dia of the boss (r: 10mm)
and insider dia of rim of the wheel are estimated dimen-
sions for rolling and when wheel is machined after rolling
the radii of the edges shall be left as they are, so they need
not be finished to the described dimension. (As per IRB's
drawing No. SK69601 Note 4 for BG 22.9 tonn~ wheelscts).

RDSO have confirmed that the above is acceptable provided they
dress up the edges to avoid sharp edpes. The firm have since con-
firmed this. Therefore, firm’s offer is technically acceptable.

74
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2.2. This item was last purchased in April 74 at unit FOB price
of FF 2168 (Rs. 4564.21) from M|s. Creusot-Loire, France. The lowest
rate now obtained is 63.58 per cent higher than the last purchase
rate.

3. Taking into consideration that recognised wheelsets manufac-
turers have participated and also the trend of prices as revealed in
the recently finalised tenders for similar items, the Tender Com-
mittee recommend acceptance of the lowest rate of Y261,000
(Rs. 7,457.14),

4. The firm desires 100 per cent payment at sight by irrevocable
and confirmed Letter of Credit. As those payment terms have
already been accepted in earlier contracts (WTA-71, WTA-72, WTA-
73 & WTA-74), we may agree in this case also.

4.1. Inspection may be antrusted to the Second Secretary
Embassy of India, Tokyo, Japan.

5. M's. Sumitomo Shoji Kaisha have quoted on behalf of their
manufacturers M|s. Simitomo Metal Industries, Japan. Formal
order may be placed on M|s. Sumitomo Metal Industries. Other terms
and conditions shall be as applicable in the previous contract, viz.,
No. 74|RSF{962|18 dated 6-2-1975.

6. If purchase of the above 9144 Nos. is to be deemed at the risk
and cost of M|s. Creusot-Loire, France, the extra expenditure of
about Rs. 264 lakhs, that we would have to pay in purchasing these

wheelsets from Japan, will have to be recovered from M!'s, Creusot-
Loire.

6.1. It may be pointed out that at our instance C.A.O./London
has already withheld approximately Rs. 115 lakhs out of the bills
submitted by the firm for shipments already made against the con-
tract of the initial quantity of 5715 wheelsets.

7. Although the earlier contract on M/s. Creusot-Loire has been
terminated for processing the risk purchase and the firm has been
~ advised that purchase of 9144 Nos. at their risk and cost is being
processed, the firm vide their letter dated 21-6-75 (i.e., before the
opening of the risk purchase tender) have requested that they may

" be granted an increase in the price taking into consideration the
fact that their inability (to supply the wheelsets) has been purely
due to the rather unusual circumstances of rapidly rising raw
material and labour costs brought about under unprecedented infla-
tion. They have further requested that these unusual conditions
could not be foreseen by anybody and should be deemed as “Force
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Majeure”. They have proposed that the previous contract price
(FF 2168 FOB) be increased by half of the difference between the
contract price and the lowest unit FOB price to be received against
GP-75, subject to a maximum ceiling of 35 per cent over their con-
tract price and subject, however, that the increase is not than
25 per cent.

7.1, On the basis of the lowest rate received from Sumitomo in
GP-75 it would mean that M]|s, Creusot-Loire are asking for the
price to be increase from FF 2168 to FF 2855, i.e., an increase of
about 31.69 (half of 63.38 per cent).

7.2. It may perhaps be pertinent to point out that—

(i) in their telex dated 26-4-76 they had asked for a price
increase of 35 per cent while refusing to accept the order
for 5,715 Nos. placed under the option clause;

(ii) subsequently, in November 1974 they asked for a price
increase of 65 per cent;

(iii) in their proposal of 13-2-75, the firm had offered to supply
the first slab of 1750 Nos. without any price increase, the
second slab of 3700 Nos. with a price increase of 60.5 per
cent. If the supply of next 3694 Nos. was insisted upon,
they wanted a price increase of 77.6 per cent for that
quantity, in which case, however, the price increase appli-
cable for the second slab of 3700 Nos. would be 49.4 per
cent. On the basis of this proposal the average price
increase for 9144 Nos. including 1750 at the contract rate,
worked out to 51.5 per cent,

We have been consistently turning down their requests for price
increase as the contract originally entered into was on firm price
basis.

8. The following facts, however, merit special mention: —

(i) the tender (GP-72) was floated on 19-9-73 and opened on
31-10-73. The original offer of the firm was valid upto
29-1-74. Since the tender could not be finalised within
the period of validity, the firm was asked to extend their
offer on five occasions which they readily agreed and the
order was placed on 11-4-1974

(ii) The tender was floated for 11,430 Nos. However, order
was placed only for 50 per cent quantity, viz.,, 5715 Nos.
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and the firm was requested to give us 4 months’ option to
order the remaining 50 per cent quantity, Although our
request for giving the said option was outside the frame-
work of the tender, the firm readily agreed.

(iii) Should we decided to go ahead with the risk purchase an
amount of Rs. 264 lakhs approximately will have to be
recovered from the firm L.A. is of the opinion that it may
not be prudent to litigate with a firm not based in India
and even if we secure a decree, its execution in a foreign
country will present considerable difficulty. He has, there-
fore, suggested for consideration whether it would not be
advisable to hammer out an amicable settlement.

(iv) The price increase of 31.69 per cent now being asked by
the firm is the lowest of the various price increases that
they have been asking for since July 1974, as referred to
in para 7.2 above.

(v) An amicable settlement with Mls. Creusot-Loire may
ensure their continued participation in our future tenders
resulting in a good all-round competition, considering that
there are limited suppliers of this item in the world.

8.1. The Tender Committee have taken the above facts into consi-
deration and are of the view that instead of seeking a legal solu-
tion, the balance of advantage may be in our favour if we reach an
amicable settlement by agreeing to increase the price to the mid
point between the old contract price and the acceptable price
against the global tender. This would mean additional liability of
about Rs. 132 lakhs for 9144 Nos. wheelsets os against additional
amount of Rs. 264 lakhs by ordering on the lowest tenderer (Sumi-
tomo) against global tender at the risk and cost of Creusot-Loire.
Although we have withheld Rs. 115 lakhs, the recovery of Rs. 264
lakhs can be enforced only through a decree in a court of law. L.A.
is of the opinion that execution of the decree in a foreign country
will present considerable difficulty.

9. Considering the above aspects and subject to IDA and MOF's
approval, the Tender Committee recommends an amicable settle-
ment with Mls. Creusot-Loire in which case there will be no need
for risk purchase.

10. Requirement of this item for 1976-77 has been reviewed. The
net quantity to be imported after taking into account procurement
of 9144 Nos. as proposed above, based on a production level of
14,500 FWs during 1976-77. the recuirement would be 10,260 Nos.
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Normally, for 1976-77 requirements, we would have floated a global
tender around October 1975. Now that offers against GP-75 are in
hand, Tender Committee are of the view that we may take advan-
tage of the price and cover our 1976-77 requirements to the extent
of 9144 Nos. on the lowest tenderer against GP-75 viz. M|s. Sumi-
tomo, Japan.

11. Delivery Schedule.

11.1. M|s. Sumitomo have stipulated that wheelsets will be ready
for shipment within 2-1/2 months after receipt of the order at the
rate of 1200 sets per month for the first two months and at 1500/1600
sets per month thereafter.

11.2. MJs. Creusot-Loire have stipulated delivery of 1200 wheel-
sets two months ,after receipt of the order and at the rate of 1500/
1700 sets per month thereafter.

12. Fund position :

12.1. Bulk of the shipments by the two suppliers woul& be made
during 1975-76 and the spill over will go into 1976-77,

It is hoped that with the availability of additional funds it will
be possible to find funds for making payments against these ship-
ments.

13. Summary : The tender—GP-75—has been floated as a risk
tender against Creusot-Loire after obtaining IDA’s permission. The
Tender Committee recommend placement of the order for 9144 Nos.
wheelsets on the lowest tenderer viz. M|s. Sumitomo at unit FOB
price of Yen 261,000 (Rs. 7,457.14). The value of the contract will
be as under:—

‘iY FOB valueofgigy Nos, wheelsets @ 261,000 Y 2,586.584.000
per unit

‘it Ad1 15 per cent anproxly, freight  and Y 357.987.600
1]"";;1;;\““(':1}7 value . . Y 2.744.571.600
(Rs. 784 16 lakhs.)

13.1. Before the opening date of the tender, M!s. Creusot Loire
have requested that previous contract price (FF 2168) be increased
by half of the difference between the contract price and the lowest
unit FOB price to be received against GP-75, as a basis of an amic-
able settlement of the dispute. On the basis of the results of GP-75,
enhanced rate would work out to FF 2855 i.e. 31.69 per cent price
increase. Tender Committee after taking various facts of the case
into consideration, are of the view that instead of seeking a legal
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solution, the balance of advantage will be in our favour if we reach -
an amicable settlement and place order on Creusot-Loire on single
tender basis. Besides Board and M.R.’s approval, this will also
need concurrence of Ministry of Finance and IDA. The value of
the contract will work out as under :—

(1) FOBvalue ofg144 Nos. wheelsets @ FF 2855 FF 26,106,120
per  unit.,

(ii) Add 20 per cent approxly for freight insp. FF g5.221,2204
& insurance

Total CIF  valu- FF 31,327,344

for Rs. 659-52 lakka
13.2. In case the amicable settlement with Creusot-Loire, as
proposed above, is accepted by the competent authority, then the
purchase from Sumitomo can be deemed as a straight purchase to

cover our 1976-77 requirements instead of at the risk and cost of
Creusot-Loire.

14. The total CIF value of the two orders will work ou! to
Rs. 1443.68 lakhs (Rs. 784.18 lakhs plus Rs. 659.52).

15.1. The validity of M/s. Sumitomo’s and M/s. Creusot-Loire’s
offers expircs on 2(-8-75 and 7-8-75, respectively.

Sd/- V. (. Paranjape S8df- €. B, Lal, Sd/- N. D. Radhakrisknan
D.R.S D.M.E. JDFS) N
28-6-75 28-6-75 28-6-75.

The proposals, if approved, will require the clearance of Ministry
of Finance and I.D.A.

The requirements indicated in para 10 are based on procurement
of 11,660 wagons in 1975-76 and 14,500 wagons in 1976-77. IDA have,
however, accepted the figure of 5,500 wagons only in 1975-76 and in
their letter to Ministry of Finance listing the points for negotiatiomn,
they have indicated that the proposed credit is being processed for
$ 110 million ( inclusive of requirement of 20,000 wagons in the two
vears (5500414500) and that this amount is the ceiling for assistance
in the Rly. sector. They have apparently not accepted the higher
foreign exchange requirement, inclusive of 24500 wagons in the two
years, indicated to them, even though we had told them that addi-
tional funds in this regard were being sought for. This being so, the
requirement of foreign exchange for procurement of wagons in
1975-76 in excess of 5500 Nos. may have to be obtained under Bilate-
ral/Free Resources. This aspect would have to be specifically
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explained to MOF (DEA), who are separately being informed of
this in our comments on points for negotiations indicated by DDA.

Sdj- JD.F. (L&F)
30-6-75.

In regard to the quantity required, on another file F.C. had sug-
gested that, pending clarification of the position regarding avail-
ability of funds for 1975-76, we may assume that we shall procure
11,500 wagons in 1975-76 as we did in 1974-75, and requirements of
wagons in 1976-77 could also be assumed at the same level but an
option kept for ordering additional quantities to match the produc-
tion of 14,500 wagons. The additional funds for 1975-76 asked for
have not yet been allotted and I understand that the total allotment
may be for only about 10,000 wagons., In the circumstances, we
should for the present consider ordering only 14,865 of 20 ton wheel-
sets with an option of 3424. If 18,288 wheelsets are ordered as
recommended by the Tender Committee, we will end up with some
quantity—equal to about 4 months consumption—in ecxcess of the
requirements, and this would have to be kept as buffer stock.

2. In view of the special features of this case, it may be advan-
tageous to discuss it in all the aspects informally with 1.D.A. before
a final decision is made. As it happens, a mission is going to
Washington this week to negotiate a further credit from ILD.A. and
we may take the opportunity to hold the proposed informal discus-
sion before taking a final decision.

Sd.- AMF.
1-7-75.

Ordering 14,865 wheel-sets with an option of 3,424 as suggested
by AMF, will require discussion with the lowest tenderer for his
agreement to this mode of purchase. This may create complications
as happened in the previous case and- will result in serious delays.
3,424 wheel-sets is not such a large quantity and may be treated as
a buffer stock.

2. There has been an acute shortage of wheel-sets resulting in
stabling of wagons and, as such, it is most necessary to arrange for
the supplies urgently. The Tender Committee recommendations,
under the circumstances, may be approved for thé full quantity of
18,288 wheel-sets and the case referred to IDA immediately so that
CRB and FC may be able to pursue this case further during their
visit to US.A.

Sdj- M.M.
1-7-1975.
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Wheel-sets have been in short supply and the full quantity as
recommended by the Tender Committee should be purchased. The
IDA’s clearance can be obtained in the usual way and if the IDA
need any clarification this can be given by Mission if really required.

Sd|- C.R.B.

1-7-1975.

M.R. desires that M.S.R. may also kindly comment at his
earliest convenience,

Sd|-P.S. to MR.
1-7-1975.

We have not been able to procure wheel-sets indigenously and
this has pushed us to the foreign markets. We should go in for

full quantity of 18,288 wheel-sets because of the fear that prices
may go up and deliveries may get delayed.

Sd|- M.S.R.
- 2-7-75
1 agree with M.SR,
Sd/- K. P. Tripathi M.R. Sd|- C.R.B.
2-7-15 2-7-75.



APPENDIX 11
CONCLUSION S/RECOMMENDATIONS

Si. No. Para No. Ministry concerned Recommendations
1 2 3 4
1 F.123 Raijlwavs The Committee note that for the requirements of wheel-sets for

1974, the Ministry of Railways had floated a tender on 13-9-1973 for
supply of 11.430 wheel-sets with an option to increase the quantity
by 30 per cent. In response to this tender the lowest offer received
was from a French firm (Creusot Loire) who had offered to supply
the wheel-sets at the rate of Rs. 4,022.26 F.O.B. per cent. Initially this
offer of the French Firm was valid upto 29-1-1974. On 10-1-1974 the
Tender Committee had recommended that contract for 11,430 wheel-
sets with option to order additional 30 per cent may be placed on
M|s. Creusot Loire, France. The relevant file containing the re-
commendations of the Tender Committee and the decisions of the
Railway Board was sent on 11-1-1974 by the Board to the Minister
of Railways, who was the competent authority for the approval of
such proposals involving expenditure of more than a crore of rupees.

2 1.124 Do. The Committee find that after the file had been submitted to the

z8



Minister of Railways on 14-1-1974 for necessary orders, the file shut-
tled between the Railway Board and the Minister for more than
two months. In between the Minister had raised several queries and
asked for special reviews in regard to the quantity of wheel-sets to
be procured against the tender. At one stage even the French firm
had been asked to reschedule their deliveries by making the same
quicker and in larger instalments. It has been stated during evi-
dence that meanwhile a letter dated 15-3-1974 from the Trade Re-
presentation of the Socialist Republic of Rumania in India addressed
to the Director, Railway Stores, Railway Board had been received
by the Minister directly. In this letter the Trade Representation had
regretted that they had overlooked the advertisement of the tender
and that they were very anxious to quote against this tender on the
basis of payment in India rupees. They had also requested the Rail-
way Board to wait for the few days to enable them to submit the
quotation. However, since the tender could not be finalised within
the period of validity, the French firm was asked to keep their offer
open on as many as five occasions, Ultimately on 23-3-1974 the
Minister of Railways directed that order should be placed on the
French firm for 50 per cent quantity (5714) and for the remaining 50
per cent the possibility of getting these wheel-sets from Rumania
should be explored.

On the 26-3-1974, the Railway Board sent a cable order for 50 per
cent of the tendered quantity (5715) Nos. retaining the option to
order additional 30 per cent of the tendered quantity viz. 3429 wheel-
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sets during the currency of the contract and also asking the firm to
keep the offer for the balance 50 per cent open for four months, i.e.,
upto 25-7-1974 to which the firm had agreed. The formal contract was
placed on the firm on 11-4-1974. On 27-3-1974 a copy of the tender
had also been sent to the Trade Representation of the Socialist Re-
public of Rumania requesting them to submit their quotations early.
Simultaneously the Indian Embassy at Bucharest was asked to con-
tact the firm and request them to send the quotation. After a lapse
of more than two months intimation was received oa 5-6-1974 that
there was no possihility of getting wheel-sets from Rumanian source.
Action was then initiated and papers were resubmitted to the
Minister on 18-6-1974 suggesting that orders for the optional quanti-
ty of 30 per cent (3429) and additional quantity of 50 per cent (5715)
might be placed on the French firm before the target date, namely,
25-7-1974. This file was returned by the Minister only on 22-7-1974.
While agreeing with the proposals put up by the Railway Board for
placing further orders on the French firm, the Minister had in this
note added the following rider:

“However, I came across a news-item in the Economic Times
2/3 days ago that there is general recession in the New
York Market. In this background would it not be advis-
able to go in for fresh tender? I think we should.”
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The file was reccived by the Board on 24-7-1974 i.e., just one day
before the date till when the French firm had been asked to keep
open their offer for supply of additional quantity of wheel-sets. On
the same date the Board had decided that “in view of the fact that
US based firmg hardly responded to our global tenders for this type
of items” order for 5715 numbers of wheel-sets be placed on the
French firm. A telex acceptance was issued to the French firm on
24-7-1974, which the latter claimed to have received only on 26-7-1974,
i.e., a day after the last date for receipt of orders for additional
quantity was over. Though, according to the Railway Board the
order had been placed within the stipulated time, the firm repu-
diated this claim. In short they decline to accept the order as the
same had in their opinion been delayed. Aiter protracted corres-
pondence the Railway Board were obiiged to cancel this order as
well as the order for 30 per cent of the tendered quantity wviz. 3429
Nos. placed in November, 1974, at the risk and cost of the firm. The
Committee find that against the tender floated subsequently for the
purchase of (571543429=9144) wheel-sets at the risk and cost of the
French firm, the price quoted by the Japanese firm, whose tender was
the lowest, was Rs. 7457 per wheel-set as compared to the price of
Rs, 4022 per set quoted by the French firm in their original tender.
However, before global tenders had been opened the French firm
offered to make supplies provided the price stipulated in the previous
contract was increased by half of the difference between the con-
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forthcoming tender. and the Railway Board as an expediency agreed
to place the order again on the French firm. But this vascillation
(from 5-6-1974 to 24-7-1974) resulted in an additional expenditure of
Rs. 1.32 crores for the Railways. The Committee are distressed to
find that the delay in rlacing the orders first after January 1974 on
receipt of the Tender Committee's recommendations ang later after

of the wagon builders the Minister had shown anxiety for ordering
a larger number of wheelsets and also for expediting their supplies.
As a matter of fact the French firm had once been asked at the
instance of the Minister, t, reschedule their deliveries so ag to make
them quicker ang in larger instalments. Latey on, however, the
Minister appears to have had second thoughts and favoured the pla-
cement of an order on 3 Rumanian firm because he felt supplies
could be forthcoming against rugee payvments. After directing that
order for only 50 Fer cent of the tendered quantity might be placed
on the French firm, he had desired that the possibility of getting the
balance supply from 4 Rumanian firm against rupee payment might
be explored. In fact it would appear from the evidence of the Mem-
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ber Mechanical. Railway Board that special efforts were made to
procure an offer from the Rumanian firm. It needs to be pointed out
in this context that the Rumanian {irin had never before participated
in any offer for the supply of wheelsets to the Indian Railways and
this was a well-known fact. When asked why did not the Railway
Board bring this fact specifically to the notice of the Minister, the
Chairman, Railway Board stated in evidence: *“In fact, the Minister
who was in the foreign trad: knew about it. ... ...As officials, we can-
not go over the Minister.” Thus, since the Minister had so desired a
belated request from the Rumanian firm for participation in the
tender was taken into account and inquiries were made to ascertain
if the Rumanian firm was in a position to make competitive offers
for the wheelsets, even though it was known before hand that the
Rumanian firm could not meet the Railways' requirements.

Subsequently, after it was known that the Rumanian firm was
no longer in the picture, the Railway Board put up the proposals
that the order on the French firm for the balance requirement of
the Railways for the wheelsets might be placed. The decision of
the Minister was not available for more than a month despite two
written reminders from the Railway Board. Thereafter he agreed
to the proposals of the Railway Board but returned the file just
2 days before the target date. At that point of time, the Railway
Board took a decision to place the order for the balance quantity
on the French firm. Even then the peculiar predicament in which
the Railway Board found itself could not be averted. Since the
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die had been cast and the order had been delayed, the Railway
Board had to suffer an avoidable excess expenditure of Rs. 1.32
crores.

From the foregoing paragraphs it is clear that the Minister had
evinced unusual interest in the processing of this case. After 14th
January. 1974. when the file was originally put up to him, the Minis-
ter had on 13th February. 1974 ie, after about a month, minuted
that it might be considered whether it would not be advisable to
go in for more guantity (the extended offer was due to expire on
16th February. 1974). On 15th February, 1974 when the Railway
Board requested the Minister to accord his approval to the recom-
mendations as the wheelsets were urgentlv reguired. the Minister
ordered for a second look. The file was then resubmitted to the
Minister on 16th Februarv. 1974 recommending acceptance of Tender
Committee’s recommendations but on 5th March, 1974, ie., after
ahout 20 davs the Minister returned the file and asked for a review
nf the quantity to bhe ordered against the tender. On 13th March,
1874, the file was resubmifted to the Minister for approval and after
10 davs the Minister directed that in view of the fact that Rumanians
wera chowing interest in sunnlving wheelsets contract for 50 per
cent quantitv only misht be placed on the French firm. This whole
exercicse tnok more than two months,
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Further the exploration of the Rumanian source for the supply
of wheelsets was only an exercise in futility as it was well known
that the Rumanian firm had never participated in any earlier tender
enquiry for this item. However, since the Minister had so ordered,
the formalities of supplying tender documents and awaiting for the
response of the Rumanian firm were undertaken which inevitably
led to further delay. And even though the intimation about the
inability of the Rumanian firm to supply any wheelsets was re-
ceived on 5th June 1974 and the file had been put up to the Minis-
ter on 18th June, 1974, the Minister passed orders on this file only
on 22nd July, 1974 and the file came down on 24th July, 1974, ie.
just one day before the date on which the extended offer was due
to expire. The Committee do not find any justification for the delay
at various stages. The peculiar manner in which the case has been
handled at the Minister’s level and at other levels renders their
intentions quite unclear to say the least. Under the circumstances
the Committee recommend that this whole case may be referred for
investigation to a specially constituted judicial authority, which
alone came adequately review the deeds of a Minister and others,

It is a little intriguing to note in this connection that in April
1975 when the Legal Adviser of the Railway Board had recom-
mended that it would be advisable to arrive at a settlement with the
firm, the Railway Board did not like this advice and decided to pro-
cced with the risk purchase and face the difficulties in realisation of
the extra expenditure from the French firm. Later on, however,
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after having floated the risk purchase tender and on receipt of a
representation from the firm, the Railway Board considered it expe-
dient to arrive at a settlement with the firm. The rationale for this
volte face is incomprehensible keeping in view that in April 1975
the Railway Board had deliberately not accepted the advice of the
Legal Adviser for the seltlement with the firm. The explanation
given for this change in the Railway Board’s posture at a later
stage is hardly convincing.

A direct consequence of the belated placement of order on the
French firm was (i) an emergency purchase order for 4,000 wheel-
sets on M/s Sumitomo Metal Industries, Japan on 11-4-1974 and
(ii) procurement in advance of 9414 wheelsets from the same Japa-
nesc firm (M!s Sumitomo Metal Industries) against the require-
ments for the vear 1976-77. The emergency purchase of course did
not lead to any financial loss because the price contracted for
each whevlset was lower than the French offer, but inasmuch as
the emergency purchase was for an extra quantity of wheel-sets
without corresponding reduction in the order over French firm it
resulted in higher inventory. So far as the advance procurement
for the vear 1976-77 is concerned, the Committee find that just at
the point of time when a settlement was being reached with the
French firm, the Railway Board had also on hand the Japanese offer
for supply of 9144 wheelsets received in response to the risk tender
floated earlier. What the Railway Board did was that in July 1975,
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while deciding to place orders for 9144 wheelsets on the French firm,
they also decided to procure the same number of wheelsets namely,
9144 from Japan to meet the requirements of 1976-77 wagon build-
ing programme., The Committee find that as per the normal prac-
tice the order for their requirements of wheelsets for the year
1976-77 should have been processed by the Railway Board by Sep-
tember|October 1975. It appears that Railway Board felt obligated
to the Japanese firm to place order on them,

It is to be noted that since it had been decided to purchase 9144
wheelsets from the French firm at a negotiated rate, there was no
need for taking further action at that point of time on the risk pur-
chase tender, under which the Japanese had quoted a rate which
was 31 per cent higher than the rate negotiated with the French
firm. There is no indication to suggest whether the French firm
had then been asked to quote for the additional 9144 wheelsets for
which the order was placed on the Japanese firm. The Japanese
offer in the context of the then prevailing circumstances cannot,
therefore, be considered entirely unexceptionable.  Further, the
manner in which the requiremnts of the wheelsets for 1976-77 were
calculated before placing the order on the Japanese firm also
appears to be un-understandable.

It is seen that the requirements of the wheelsets for 1976-77 had
been worked out on the basis of a projection of the anticipated
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production of wagons during 1976-77 at 14,500 four wheelers. The
Committee find that the estimation of the wagon requirements for
1976-77 had neither been approved by the Planning Commission
nor had it been finally adopted by the Railway Board themselves at
that point of time. The only positive indication in regard to the
total wagon requirements for 1976-77 was that during the Ministry
of Railways’ discussions with IDA Mission in March/April 1975 for
IDA credit for 1975-76, the production level of 14,500 wagons during
1976-77 had been accepted. In these discussions the representatives
of the Ministry of Finance and Planning Commission were also
stated to be present. In the light of the procedure normally followed
in such cases the wagon requirements for each year were being
discussed by the Railway Board with the Planning Commission
alongwith the Annual Plan in the months of November-December
of the preceding year. Thus the estimations regarding the wagon
production for the year 1976-77 would have come up for discussion
with the Planning Commission only in November/December 1975

It is to be noted in this connection that in December 1974, when
the wagon requirements for 1975-76 were placed before the Planning
Commission, the Planning Commission had felt that the resources
position was tight and hence the wagon requirements of the Rail-
ways for 1975-76 might be reduced from the level of 11,500 to 5,500
four wheelers. Since the Railway Board were not satisfied with
this cut and insisted on larger allocation of funds so that the pro-
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duction level of wagons in 1975-76 could at least be maintained at
the level of 1974-75 production, they were asked by the Planning
Commission to prepare a note for the Cabinet on the subject. This
note was discussed among the concerned Ministers on 2-5-1975 when
it was decided that the current rate of production of wagons i.e.
about 10,000 wagons per year in termg of 4wheels be continued
in 1975-76. An additional budgetary allocation of Rs. 25 crores was
made for the purpose. In this meeting no final view of the require-
ments for 1976-77 was, however, taken. Keeping in view the think-
ing of the Planning Commission at that time it was presumptuous
on the part of Railway Board to take it for certain that their pro-
jected requirements of 14,500 four wheelers for 1976-77 would be
acceptable to the Planning Commission.

In fact, as is evident from the records made available to the
Committee, the thinking in the Railway Board itself was that even
during 1976-77. the wagon production will be of the same level as
achieved in the earlier years of 1974-75 and 1975-76, i.e. about 11,000
to 12,000 wagons. Therefore, for the assessment of the require-
ments of wheelsets during 1976-77, the figure of wagon production
was unjustifiably assumed as 14,500 four wheelers. It would appear
that the requirements of the wagons were deliberately highly
inflated with a view to make sure that the maximum number
of wheelsets required for these wagons were procured against
the Japanese offer of 9144 wheelsets then pending before the Rail-
way Board. It is interesting to recall that in regard to the quantity
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of wheelsets required, the then Additional Member Finance had note;
as under on the relevant file:

“On another file Financial Commissioner had suggested that,

pending clarification of the position regarding availability
of funds for 1375-76, we may assume that we shall procure
11,500 wagons in 1975-76 as we did in 1974-75 and require-
ments of wagons in 1976-77 could also be assumed at the
same level but an option kept for ordering additional
quantities to match the production of 14,500 wagons.”

this noting of the Additional Member Finance, the then

Member Mechanical of the Railway Board had minuted
as under:

“Ordering 14,865 wheelsets with an option of 3424 as suggested

by Additional Member Finance will require discussions
with the lowest tenderer for his agreement to this mode
of purchase. This may create complication as happened
in the previous case and will result in serious delays.’’

This would clearly show that the Railway Board's assessment of
their requirements for wagons and wheelsets was both unrealistic
and unwarranted.

Railwavs The Committee further find that in their estimations of the re-
- quirements of wheelsets for 1976-77, the Railway Board failed to
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make a realistic assessment of the quantity of wheelsets that could
be supplied by the Hindustan Steel Ltd. It has been stated that when
the allocation of additional funds by the Planning Commission to
maintain the level of production in 1975-76 at the level of 11,500
four wheeler wagons (i.e. 1974-75 level) became apparent require-
ments of wheelsets upto 31-3-1977 were reviewed in June/July 1975
and considering the likely supply of wheelsets during the two years
of 1975-76 and 1976-77 to be received from the Hindustan Steel Ltd.
as 10800 (450x24) numbers only, the requirements to be imported
were assessed as 19400 wheelsets. However, the import order was
placed for 18288 only. Thus in June/July 1975, while assessing the
quantity of wheelsets expected to be supplied by the Hindustan
Steel Ltd. the Railway Board do not appear to have made any con-
scious effort to ascertain from the Hindustan Steel Ltd. as to what
extent they would be able to meet the Railways’ demand either in
the remaining months of 1975-76 or during 1976-77.

The basis on which the Railway Board appear to have concluded
that supplies of this item from the Hindustan Steel Ltd. would con-
tinue to be at the rate of 450 per month till the end of 1976-77 was
a communication from the Steel Secretary received in March 1975.
In this communication the Steel Secretary had indicated that for
the period April 1975 to September 1975 the Hindustan Steel Ltd.
could not commit itself to a supply exceeding 3600 sets out of which
2700 sets will be of 20 tonne wheelsets. 1n reply to a query from the
Committee the Railway Board have stated that ‘it was not the
practice to specifically enquire from Durgapur Steel Plant or the
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Ministry of Steel regarding the likely supplies by the Plant before
finalising each and every import. These assessments were based on
the performance of Durgapur Steel Plant who were supplying about
450 Nos. of 20.3 tonne wheelsets per month.”” In the same context
the Railway Board have stated that ‘It might be submitted that
Department of Steel did not give any indication that they were going
to increase production in a significant manner.”’

It is thus to be seen that in arriving at the total figure of sup-
plies to be expected from the Hindustan Steel Ltd. the Railway
Board have placed complete reliance on the commitment made by
the Steel Secretary in March 1975. The fact that this commitment
was valid for a limited period extending only upto September 1975
was completely ignored. Besides, all other pointers towards a likely
step up in the monthly production of wheelsets at Durgapur Steel
Plant were overlooked. It is seen that regular meetings were being
held by the Ministry of Railways with the representatives of the
Hindustan Steel Ltd. to review the production of wheelsets at Durga-
pur. In one such meeting held on 9-9-1974 the Superintendent
Wheels and Axles Plant, Durgapur had stated that production
could be expected at the rate of 700 to 800 numbers per month
although their commitment should be deemed at the level of 600
Nos. per month. The Railway Board had then given indication for
accepting the increased supplies.
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According to the Department of Steel, Railways were fully aware

of the improving trends of production of wheelsets at Durgapur

Steel Plant which were made known to the representatives of the
Railways in the regular monthly meetings held in Calcutta. Apart
from this, a Resident Inspector of the Railway Board stationed at
Durgapur used to get regular information from the Durgapur Steel
Plant in the matter of production and despatches of various types
of wheelsets. According to the Department of Steel irrespective of
the commitments made for supply, the production of the wheelsets
had gone up from June 1974 onwards. This is corroborated by the
fact that except in the months of April and May 1975, when the des-
patches of wheelsets from the Durgapur Steel Plant were excep-
tionally low, the monthly despatches from June 1975 onward were
well above the committed figure of 450 per month.

As per the Railway Board’s own calculations the average des-
patches during the period June 1974 to March 1975 and April 1975
to September 1975 were 553 and 528 numbers per month vis-a-vis
the Committed quantity of 450 sets per month. Further, from a
letter issued by the Department of Steel in the month of May 1975,
it is seen that the Durgapur Steel Plant had complained that they
did not have adequate orders for wheelsets from the Railways and
had accordingly requested for more orders from the Railways.
During evidence the Chairman, Railway Board had aiso conceded
that in the relevant period, i.e, in the months of June, July and
August 1975, the despatches from the Durgapur Steel Plant had
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shown improvements even though he called them ‘slight’. All these
facts inexorably lead the Committee to conclude that the Railway
Board overlooked the prospects of better production at Durgapur
Steel Plant and without making any specific enquiries in regard to
the likely supplies from the Plant during the next one and a half
year, took the monthly figure of 450 sets for granted. It is gignificant
to note that when the Committee pointed out that the care was
taken to protect the interest of wagon builders by ordering more
wagons but no such effort was made to consider the position of the
wheelset industry, the Chairman, Railway Board admitted: “We
did not see socio-economic condition.”

This under-estimation of the capability of the Durgapur Steel
Plant to produce more wheelsets coupled with the highly inflated
assessment of the wagon production during the year 1976-77 led the
Railways to make incorrect estimation of the import requirements of
wheelsets for the year 1976-77. Just 2 months after the placement
of orders in August 1975 on the Japanese firm for supply of 9144
wheelsets, the Railway Board found in November 1975 that the
production prospects of the Durgapur Steel Plant had brightened.
This strengthens the doubt that the placement of order on the
Japanese firm was to placate them. The Durgapur Plant had then
come forward with an offer to step up the supply of wheelsets from
a mere 450 to one thousand sets per month. A review of the stock
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and order position had then revealed that the Railway Board would
be left with surplus wheelsets in 1976-77 to the extent of 6,335 in
addition to the buffer stock of 3,176 assuming that the Durgapur Steel
Plant would continue to supply at the previous rate of 450 wheelsets
per month and 16,236 if the plant stepped up its supplies to one
thousand sets as promised. Frantic efforts were then made to cancel
the outstanding import orders as also to persuade the Durgapur
Steel Plant to regulate their production of wheelsets in such a
manner that their monthly despatches did not exceed the earlier
committed figure of 450 wheelsets. The Committee were infermed
by the Department of Steel that Durgapur Wheel and Axle Plant “is
originally designed and laid out for producing assembled wheelsets
and not loose items”. ‘The bulk of production is 20 tonnes’ wheel-
sets. The imposition of restriction would have resulted in under-
utilisation of the production capacity rendering manpower idle. The
strategy of the Railway Board is indefensible.’

As has been pointed out in the Audit paragraph the ordering of
9144 wheelsets at a cost of Rs. 10.63 crores (including foreign ex-
change of Rs. 6.82 crores) in August 1975, based on an estimate of
higher level of wagon production for 1976-77 than that for the pre-
vious year and in advance of the normal schedule of procurement
resulted in excessive inventory of 6335 wheelsets over and above
the buffer provision of 3176 sets. The Railway Board have explained
that with the deferment of the delivery of 3116 numbers of the
Japanese wheelsets beyond 1-4-1977 (1500 numbers of which had
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since been cancelled) the excess inventory had been reduced to only
2972 sets. Nevertheless this is an admission of the fact that the
requirements of wheelsets had been highly inflated for reasons best
known to the Railway Board. This over-estimation of the needs has
to be considered in the context of enormous difference between the
price of imported wheelsets and those procured indigenously. The
price differential in the indigenous supply from the Durgapur Steel
Plant (Rs. 3580 per set in November 1975) and the imported supplies
from Japan (Rs. 11620 per set tender price—order of July 1975) is
so wide that on a single set less imported the Railways could have
saved as much as Rs. 8040 in foreign exchange. The total infructuous
expenditure involved in unnecessary imports would thus run into
several crores of rupees. The loss suffered by the Durgapur Steel
Plant by regulating their production of the wheelset: according to
the wishes of the Railway Board, which has not been separately
assessed would also be considerable.

The Committee cannot but point out that the Railway Board
ordered import of 9144 wheelsets from the Japanese firm in August
1975 on the basis of an inflated assessment of the needs and require-
ments of the Railways without making a proper assessment of the
production capability of the indigenous source of supply. It causes
concern to the Committee that subsequently Durgapur Steel Plant
were asked by the Ministry of Railways to regulate their production
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so that monthly despatches did not exceed 450 wheelsets. It is
regrettable that the Railway Board took no care te negotiate in
August, 1975 with the Japanese firm for arranging a lesser quantity
of wheelsets nor did they consider it desirable to limit the immediate
imports to a more realistic level and to retain an option for ordering
further supplies in case of need. The Committee recommend that
the matter may be investigated by an independent high powered
body to ascertain the true facts and to fix responsibility for the
various lapses that have come to light.
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