


,,,;~:~~.:~ 

..zsT OF AU'IlIORlSED AGENTS FOR 11fE SALB U • ...of{ SA8}-L. 
..: SECRETARIAT PUBLICATIONS ' -. 
$1 
No. 

Name of ABen' AFncY SI. Apncy 
No. 

ANDtmA PRADESH 

•. Andltra University General 
(.ooperatlve Storrs Ltd .• 
Walt air (Vlsskhaparnam) 

~ G.R. Lakshmlpathy Cheny 
and Sons. General Mer-
chants and News Agents. 
Newpet. Chand ralU'1 , 
Chitroor D,strict. 

ASSAM 

Westen!' 800k Depot, Pan 
Buar. Gau ha'l. 

8IHAR 

'. ~mar Kirab Ghar, POSt 
Box 18. Dillooa' Road. 
Jamsbcdpur. 

GU}ARAT 

,Vila, S'orel. S,".on Road. 
An.rd. 

, The Ne.. .Orter Bonk 

7 

Compllny fills Brld.e. 
Ah_.Jabad-t. 

HARVANA 

M7 •. Prabhu Bnok ServlC't. 
Nu Sub7lmandl. GurglOl"l, 
(HarYana,. 

MADHYA PRADESH 

• Moc:Ittn Book House. ShiV 
Vilas Palace. IndOre O,y. 

MAHARASHTRA 

9 Mf" SUDderdas G,anchand 
60 •• G;rpum Road. Near 
Pnnceas Streel. Bombay-a. 

••. "T1K International • eoo. 
House (Pnvate) Lamrtd 
c,. Ash Lane. Mat-uma 
Gandbl Road. Bomb.,. I 

" T~ Inrernauonal Bool 

- ~e"IC't. Deccan Gym· 
thaDa Poona-4 

No. No. 

• z. Charles Lambert & Com. 
pany, 10J, Mahatma 

• Gandhi Road, Opposite 
Clock Tower. FOri. 
Bombay. 

94 13- The Currenr Book House. 
Maruti Lane, Raghunatb 
Dadaji Srreel. BombaY-I. 

'4- Deccan Book Slall, Fer-
guson College Road, 
Poon"l-4. 

7 IS Mil. Usha Book Depot. 
~85/A. ChiraBa%lr.Khan 
House. G.rgaum R()8(\. 
BombaY-2 B.R. 

)7 
• 6 

17 

61 

I. 
19 

6 

za. 

z6 
,. 3) 

MYSORE 

M I,. Peopk~ B<'ok House . 
Opp. J agan mohan Palace. 
Mysorf- I 

RAJASTHAN 

Informa"on Centre' 
Governmerll of Ra,as. haD 
Tnpo/J •. J.,pur CIIY 

UTTAR PRADESH 

Swasllk Indusl.!'1I1 \X'orks. 
59. Hoi, SJree" Meeru, 
CIlY 

Law 8001r Company. 
Sudar Palrl Marl. 
AII.haba~-1 

WEST BENGAL 

Granlhaloka. 511. Amb,e. 
Mookhenee Road. Bel. 
,harIa. 24 Parganas. 

W Newman & ComPII"Y 
LId ]. Old C.oun Houst 
Streel. Calallla 

Fum. K.L. Mukhopadhyay. 
6/.A. Banchharam Altrur 

Lane, CalCUli a '1. 

M .... Multherll Bonlr Housr 
liB. Duff Lan .. , 0I1cutta-6 

II> 

) , 

10 

b 

..... 



S1 .... 
'No. 

DELlll. 

a... Jain Boot Agency. Cott-
naught Place. New Delhi. 

2S. Sal Narain & Sons, ~1 1, 
Mohd. Ali Bazar,Mori 
Oste. Delhi. 

26. Atma Ram & SOrt. !tub-
mere ate. e h ~. 

27. J. M. Jaina & Brothers, 
MOli Gate, Delhi. 

21. The Central News Agency, 
23/90, Connaught Place, 
Now Delhi. 

". The English Book Store, 
,-L, ConnaulJbt Circu., 
New DeIhl. 

,0. Lakshmi Book Store, 4Z, 
Municipal M ariret , Jan-
path, New De/h •. 

," Bahree BroIhcll, 18JI Lai-
patra; Mnket, De/t 1-1. 

p. Jaytllla Book Cepot, Chap-
parwala Kuan, Karol. 

~ ~, NC'W Delhi. 

SI. 
No. 

:n0 Oxford Book & Stauonery 
Company. Sctndia HOUle, 

II CornwgN Place ,New 
Delhl-·1. 

People'. Publish" II House. 
Rani JhanSI Road. New 
Deihl. 

9 ". The Unj,ed Book Agency. 
48. Auuit Kaur Market. 
Pahar Gan,. New Deihl. 

II 

17 

66 

36. Hird Book o ~e. 82. 
Janpath, New Deihl. 

]7. Bookwell. 4. San! 'Naran. 
tara Colory. Klngsw:I) 
Camp.  Delhi-9. 

MANIPUR 

18. Shri N. Chaoba Singh, 
News Agent. RamlalPauJ 
High SchOOl Annexe, 
ImphaJ. 

AGENTS IN I ~ 

COUNTRIES 

39. The Secretary. ESlablish-
meDt Dc:panmem, The 
High CommsslOn of India 
India House. Aldwyc:h. 
LONDON. W. C.-l.. 

61 

7, 

u 

" 



",~. 

"';'1 r~' '  

CuRHIGl:.NLA T0 +021'>Ji.J REP(]n UF THE PUBLIC 
ACCOUNTS Co-v!.-,I TEI:. (SI:.VENTH LLK SABHA) 

1 
2 

2 
2 
2 
1 
8 
8 

Para -
2 
3 

3 
3 
3 
3 
11 
11 

15 24 
1') 30 

20 34 
22 36 
23 38 

26 41 
31 46 
33 50 
34 :3 
34 54 

35 55 

36 58 
37 58 
37 61 
38 62 
38 62 
43 :-'. ~.5 
44 ~ . a.  

45 SloNo.7 
i 

46 . ~. 7 
47 Sl.l'-b. 8 
4") Sl.No.12 

Line 

2 
9-10 

10 
14 
17 
18 
3 
15 

2 
last 
line 
3 
3 
6 fram 
batt'Jm 
1 
9 
6 
11 
last 
line 
5 
6. 
7 
4 
6 
3 
1') 
11 
4 
6 
last 
line 

For 

S 
July 1971 
IVlarch 1972 

1,97,501 
4,27,210 
5,73,350 
30 

9.59 

inrease 
VJ alchandnag 

wih 
wihn 

reas'Jnabless 

asscptance 
c'.)ponents 
manuf;j tcurer 
co iducrted . 
BIGP 

acor-ted 
15,4i8 
wages. 
and 
or 

synchrno ising 
imperts 
967 
Is 
62).000 
KTv 

thcri 
and 
sui tAblo 

Head -
51 

July 1971 ~  
March 1972 A 
1, '17,601 
4,27,310 
5,73,450 
39 
0.59 

28.85 
increase 

Wa lchandnag ar 

with 
with 
reasonableness 

acceptance 
c'.)m')onents 
manufacturer 
conducted 
BICP 

accepted 
15,358 
and wages. 
an 
af 
synchronising 
imports 
1'~  

is 
4.2,.000 
KPc; 

I 

thEJ ir 
had 
suitably 



CONTBNTS 

'CoMPOm'IGN C'iP 'I'R8 Ptmuo A.coomm 00MImTn 

ll'ft'MD(J(JftOH 

• 

Mil\Jtes or~ tt  of the COIll'{nittee held on 16 April. 1982 

• • 

PAaa 

(Ul) 

(v) 

1 

I. A'lIle1ture "to MinutM ofth.e .itting of the Public Accounts Comrnittre 
held Ott 16 April. 1982 •  •  •  •  •  •  •  •  • 40 

.. 41 



PUBUC ACOOUNTS COMMITTEE 
(1981-82) 

Shri Salish Agarwal 

CHAIRMAN 

MEMBERS 

Lok Sabha 

2. Shri Subhash Chandra Bose Alluri 
3. Shri Tridib Chaudhuri 
"'4. Shri K. P. Singh De<> 
5. Shri George Fernandes 
6. Shri Mahavir Prasad 
7. Sbri Ashok Gehlot 
8. Shri Sunil Maitra 
"'9. Shri Gargi Shanlcar Mishl'a 

10. Shri M. V. Chandrashekara Murthy 

11. Shri Abmed Mohammed Patel 
12. Shri Hari Krishna Shastri 
13. Shri Satish Prasad Singh 

14. Shri Jagdish Tytler 
15. Shri K. P. Unnikrishnan 

Rajya SoMa 

.. J 6. Smt. Purabi Mukhopadhyay 
. 17. Shri N. K. P. Salve 
*'" 18. Sbri Tirath Ram Amla· 
19. Smt. Maimoona Sultan 

"'*20. Shri Patitpaban Pradhan 
"'*21. Prof. RMbeeduddin Khan 

22. Sbri Indradeep Sinha 

SECImTAR1AT 

Shri H. G. Paranjpe, Joim Secretary. 

• 

Shri D. C. Pande, Chief Fi"illlcial Committee Officer. 
Shri K. K. Sharma, Senior Financial Committee Officer. 

---.----... -
·Ceased to be a member of the Committee consequent on bis appoint-

ment as ~ w.e.f. 15-1-1982. 

'" ·Ceased to be a member of the Committee consequent on bis retire-
ment from Rajya Sabha w.e.f. 2-4-1982. • 

(iii) 



INTRODUCfION 

. I, the Chairman of the Public ACCounts Committee. as authorised by 
the Committee do present on their behalf this Hundred and Second Report 
Of the Public Accounts Committee (Seventh Lok Sabha) on Paragraph 9 
of the Advance Report of the Comptroller and Auditor General. of India 
for the year 1979·80, Unicm Government (Railways) relating to ChiUa-
raDjan Locomotive WorJc:s--Suri Transmission and reversing gear boxes. 
for diesel shunters. 

2. The Advance Report of the Comptroller and A,uditor General of 
India for the year 1979-80, Union Government (Rllilways) was laid on 
the Table of the H0U60 on 12 March t 981. 

3. Audit Paragraph 9 deals with the supply of Suri Transmission and 

reversing gear boxes by Mis. Kirloskar Pneumatic Co. Ltd.. Pone to 
Chittaranjan Locomotive Works for diesel locomotives. This firm is tho 
only indigenous manufacturer of the aforesaid equipment. The Committee's 
examination has revealed that unjustified price increases were allowed to 
this fIrm from time to time. While the order placed in 1967 was for 
Rs. 2.20 lakhs per set, it increased to Rs. 3.18 lakhs in 1974 and to 
Rs. 5.73 lakhs in 1979. No COGt examination had been conducted at the 
time of placing the orders nOr had the firm at any time produced authen-
ticated data to substantiate its demand .for escalation in prices. In this 
Report, the Committee have expressed the view that no indigenous manu-
facturer sbould be allowed to take Wldue advantage of its monopolistic 
position to dictate terms in respect of prices of the equipment supplied 
by it and the Government should insilt upon cost audit and authenticated 
data before agreeing to such escalation in costs .. The Committee have also 
recommended that Government should determine its policy in regard to 
cases where it is found tha~ a sole indigenous manufacturer of any equip-
ment is found to be taking advantage of its monopolistic pooition and 
forcing the Government to agree to . escalation in prices which are not 
justified. ' 

4. The Committee (1981-82) examined paragraph 9 on the basis of 
the written infortnstion. furnished by the Ministry of Railways (Railway 
Board). The Committee considered and ftnalised tbe Report at tbotr 
Gitting held on 16 April, 1982. Minutes of tbe sitting of tbe Comm ~ 

form Part II of the Report. • 

(v) 



(vi) 

5. For reference, facility and convenience the observations and recom-

• m~ at o  of the Committee have been printed in thick type in ~ body 
Of tho .R.cpOd ;md have also been reproduced in a· consolidated form in 
Appendix II to the Report. 

6. The Committee would like to express their thanks to t.b.c M.i.aistry 
of Railways (RaUway Board) for the COOperation e1:tonded. bytbem in 
giving infonnation to the Committee. 

7. The Committee also ~a e on record their apprar:iatioD of. tile 
assistance rendered by. tbe Office of the Comptroller and Auditor Gen ..... 
of India in the examination of this paragraph. 

NEW DELHI,' 

AprU 17, 1982 

CIUlitra i7,1964 -(Stika) 

SATfSH AGARWAL 

Chairman 

Public Accollnl,\' Commitut'. 



REPORT 

CHlTTARANJAN LOCOMOTIVE WORKS-SURI TRANSMIS-
SION AND REVERSING GEAR BOXES FOR DIESEL SHUNTERS 

Audit Paragraph 

1. The diesel locomotives (WDS4IWDS 4B), produced at Cb ~

jan Locomotive Works (CLW) were, in the initial stages, provided with 
Suri Transmission (ST) and a reversing gear box (ROB) to enable work-
ing of the locomotives for botb shunting and Ghuttle services, the traDs-
mission being hydraulic at low speeds and mechanical at ,higher speeds. 
Currently, the locomotives manufactured for shunting services are provid-
ed with hydJ.lulic transmission am only i.e. without the mechanical 
portion. 

J I. Procurement 0( traIlSlllissioil ad ~ boUlI 

2. In July t 967. the Ministry of Railways (Railway Board) decided 
t ~t CLW should manufucture Sand RGB for the 48th lOC'ODlotive and 
onwards, requirements of the earlier ones havillgbeen arranged by import. 

Considering the heavy diversification programme of CLW and the limited 
time available to develop and manufacture these cquipments, the Ministry 
of Railways (Railway Board) laler advised (Septetpber 1967) CLW to 
obtain them from firm 'A'''', the only indigenoUG indU'Stry to manufacture 
HT :tnd heavy duty gear boxes. Accordingly, CLW.has been procuring 
these equipments since November 1967 from the sole manufactnrer who 
hitc" (July 1971) also obtained a licence for m.mufacturc of ST. 

3. The procurement by CLW was made after obta ~ quotations on 
single tender 'basis (till 1976, when open tenders were invited but the 
t~h a  acceptable offer a~ from firm "A' only) and negotiating a price 
thel-eafler with the finn. The table below indicates the various orders for 
STIHT and ROB plac-ed during November 1967-November 1979, the 
prices negotiated, the value of the orders. the price increaRe over the last 
purdmse price and t'he percentage tllereof. 
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Mouth of order No of lets Price pcr \'alut, ()f Incr.,qc (,VLr 
ordertd 8('t ~ r r prcviolls pric(: 

IRs in 
l'akllS) A!nount Percc:ll-

(lU,) tagc 

--_. _ .. _---_.-._._---
November 1967 18 ST&RGB 2.20.183 39.63 

March 1970 30 2,17,032 65.11 

November 1970 30 2,S3,695 76.11 

July 1971 50 
" 

2,71,306 135.65 17,610 6.9 

July 1971 30 .. 1,91,888 5,.57 

March 1972 30 
" 

1,97,501 59,28 

March 1972 4l .. 2,81,533 121.06 16,278 6.0 

March 1974 31 
" 

3,-18,000 98.58 36,467 13.0 

May 1977 32 HT l 4,12,150 1lJ .89 . 94,150 29.6 
32 RGBJ 

Ap-il 1978 46 ~  4,27,210 179.43 15,160 3.7 
40 . 

December 1978 4 r ~ 4,51,530 126.53 24,220 510 6 

Jaauary 1979 30 .RGBJ 

November 1979 39 
~II  

5,73,350 223.65 1,21,920 27·0 
30 

TOTAL 1314.49 

Conversion co.t ofSOae" (Seet below) 47.40 

GMNJ) TOTAL 1361.89 

*Tbac order. oritPaally Cor .upp1y of COmpODCIIU. were wnverltd (Maru.jApril, llli4) 
iuto orden fur SO complete .eU allowing converaioll LOIt of 1<&. 54.US pu 5cl o\(r 
the price indicated above, the comparable price ~r Ict bcirg 1).La RI. 2,Hi,fl97 
aDdRi. 2.92,410 weapec:tively. . 

NOTE: (I) The price for the fit.t order of Nove.mber, 1967 wa. .ettkd "n "dol •• c 
reference to the COlt o ~rte  ST aDd ROB (01' para 9.4 below). povid-
ing alia for S per cent reductiOQ In price for additional 30 .etl, whkh Will 
availccl of in the next order of MarCh. 18)0. 

(2) Tho price for tbe firlt two orden waa illduaive of the cost of oouaing. for 
ST aDd ROB; thesc (ormed hcc IUppl, iteDll by CLW for the IUblequcnt 
orden except those of May 1977 arid onwardi. (or which the price indud,d 
the coat orho\llll.Dp (or HT. For compariaon purpo.c.. the COlt of hollling. 
and other free aupply iteDll 81 varied from time to time hal been excluded 
from the price allowed for the l'OU'ioul UrdLfti. 

(3) The price for March. 1972 order in the above table iJ after fuiuct>"JI ot 
RI. 6,050 Cor deletion of oertain components ~ e to' 8izr.plifyir.g tl.c bl' 
by eliminating ita mechaDical portiOn. 
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4. The price (Rs. 2.2 lakhs) settled for the November 1967 order,. 

exclusive of certain ;imported componenhi (c.i.f. value: Rs. 0.95 Iakb) 
supplied free by CL W, included about 30 per cent price preference over 
the <lOntemporaneous cif COSt (Rs 2.6 10 2.7 laths) of imported complete 
ST and RGB. • 

5. The price for the initial order was treated by the High Level Tender 
Commfttee (HL TC) as the base price for settlement of price for the subsc-
qucQ! contract taking into account escalation for wagcs, materials etc.· 
over the previous contract as indicated by the firm and to the extent 'agreed 
to during negotiations. This procedure was followed wlUl.; ucgotiating the 

subsequent contracts a1so even though the finn did not ploduce, at any 
stage, any authenticated data aaJ./or documentay evidence to subs.tantiatc 
adequately itG demand for the escalations. The alternative method of price 
fixation based on cost audit was .not resorted to, as the HLTC felt (August 

1973) that "it may adversely affect the interests of CLW in view of the high, 
price rise duriog 1973 WI well as the likely price rise during the next 2;3 
years". I.n the absence of adequate data a,nd/or documentary evidenCe in 
support of the escalations claimed, there was no means of verifying the 
reru;onableness of the price demanded / agreed to for the various orders .. 

6. A review in audit of the prices fixed from time to time revealed that 
the price increases allowed on certain counts were not justified, as discussed 
below:- • 

(a) For November 1970 contract, the firm asked ·for an increase of 
Rs. 60,763 on the following counts and quoted a pric.e of 
Rs. 2.S7 lakhs. 

(a) I.ncreased cost of forgings 

(b) Was" escalations 
(c) Margin of Pront 

Total: 

30,000 

12,000 

18,763 

60,763 

After negotiations, incre8Gedof Rs. 57,358 was agreed to and the price 
wassett.led at Rs. 2.54 lakhs. 

N.B.: The increase of Rs. 60,763 is not of the cost (Rs. 20,695) of 

housing included in the previouslIfOntract price (Rs. 2.17 la1dJi) 
but forming free supply items by CLW for the November 1970· 

order. 

Even presuming that the reduction of Rs. 3,405 accepted by the firm 
was in its prOfit margin, the latte.r amounted to Rs. 15,358 i.e. 36:5 per cent 
of the price increase of Rs. 42,000 on materials and wages. As against 

this, the profit margin adopted in the later te er~ berat o  was 10 per 
cent. On this basis, increase in profit margin of RB. 4,200 only wouldi 



.. 
have 'been justified as against Rs. 15,350 allowed in this order. lD..TC lwl 
a~ reViewed th.iGinerease with reference to the margiDs allowed io the 
earlier contcact. 

The eXtra margin of proOt aIIlOUIltiag to as. 11,158 per set aUowecl. 
without establishing its rea.soDabloness, inwlved an extra payJMllt 0( 
Rs. 3.35 lakhs for 30 sets ordered in November 1970. . 
CLW stated (September 1980) that the 85SumpUOO of 10 per ceat profit 

by ID..TC was OIlly for the purpose of estimation and that the opticJIl ,of 
t."LW as buyer was singDlarly restricted, as the fum was only cstab1iIbed 
indigenous GOW'ccfor procurement. 

As mentioned earlier, the profit element was actually rcckoDcd at 10 
per cent by HL TC in negotiating the prices with the firm. The plea ·!bat 
the option of CL W as buyer was 'singularly' restricted need not have pre-
vented necessary examination to enabie fixation of reasonable profit/price. 

(b) During 1be negotiations (December 1971) for settlement of price for 
. , . ~. 

the March 1972 order, the firm asked for an increase of Rs. 16,178 over 
the price contracted in July 1971. This increase was justified by the firm 
OD the grounds, inter alill. that it would have to incur inventory carrying 
charges on &tockpiling of forgings necessitated by their .prOCUrolUCDt much 
ahead of the delivery sc.hedule of ST and ROB. The HLTC accordingly 
allowed an ~tor  carrying charge of Rs.· 4,603 per set (7.5 per cent of 
Rli. 61,376 being the cost Of the forgings) and, in addition, financing 
cbarges at 10 per cent i.e. Rs. 460 on the mvcntory atrryiDg charge. Since 
advance payment (25 per cent of the order) by CLW in terms of rontrac-
tual provisions, according to the HLTC, could be utilised by Ule firm for 
advaDtQe procurement of tho forgings. price increase in excess of that 
jwtlfied by the interest rate (6 per cent) on the advance was not warranted. 
The extra price incttaso (Rs. 920) allowed because of the interest differen-
tial of 1.5· per cent (7.5-6) of the cost of forgings plus the additional 
fiaa.Dcing charge allowed (Its. 460) resulted in the firm obtaiaia.g afortui-
tous gain of Rs. 0.59 lakh at the rate of Rs. 1,380 pot set for 43 sets 
ordered in March ]972. 

(c) The price (Rs. 3.184okhs) allowed for the March 1974 order w:tS 
higher than the last contract price {Rs. 2.82 laths) by Rs. 36,467 per set. 
This included an increooc of Rs. 7,835 which was justified (August 1973) 
by the firm on the ground that one of its sub-contractors bad offered a 
discount if the components were given to it (sub-cootractor) in batches 
(5 nos.) instead of piece-meal, but tbatordering in batches was not posGib1e 
as it would involve .ra cost. The team of Senior Scale Officers of CLW 
-who ,,;sitcd (July 1973) the finn's works allowed Rs. 7,000 on this account 
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but the HJ,.TC o ~ e  (August 1973) the r ~a e of Rs. 7,835 witbollt 
,cltl)er apoUUaa out the ,reasons for e~ the aDlOUDl' ~ by 
the team of Senior Scale 0t00mi or a~ th~ Q!l3Jltum of the di5QOUIlt 
oftcrcd ,by the sub-oontraQtor. The firm had also declined to show any 
evK;Sem:c or documents to establish this claim. Gtating that it would "mOl'e 
or less'tanfa,mOunt to audit of boob wbich had not t»cen agreed toby them 
illprinciplo". The increase (Rs. 7,835) allowed for the nQ'tional loss of 

discolmt was ~proport o ate  high compared to the total cost (as. 16,655) 
oftbe portion of work: relating to the two suD-coo.tractors. 

(d) The firm. had also pointed out (August 1973) that the cost break up 
given during the earlier negotiations for the March 1972 order for forgings 
.Ild other material processing etc. WI8 DOt correct all-bough the ovoraJIcost 
indic.atcd. ,then waG com:ct. The ~t cf forgings was stated tobeRs. ~  

as against Rs. 61,3,76 iadicated for the March 1912 order and the Q.tIlTeJlt 
cost of aboUt Rs.64;OOO per set. On this basis the HLTC allowed a price 
incnase of as. 4,000 for tbeforgings without verifying the c:.orrectlles& of 
eitJler tile reviSed cost 0{ forgings for the March 1972 order or thcthon 
CH"ren,t cost as slated by the firm. 

The exlm price increase of Rs. 1,376 (due to revision of the coot ·of 
forgings), conceded by the HLTC involved an additional payment of aooM 
R ... 0.43 lakh for 31 sets ordered in March 1974. 

(c) Another element of price increase (Rs. 3,OOO) allowed for the 
March 1974 order was in consideration of the change in the method of 

aUocation of the cost of heat treatment shop by the firm ~  the ground that 
jilt earlier practice of charging one third of the shop cost to ST and ROB 
assembly was found to be 110t reason3ble and correct, as more work: was 
involved in this assembly than in the other activities of the shop. The 
HL TC considered the revised method reasonable without obtaining the 
details of the heat treatment shop cost structure.a11ocatil)n system, etc .. 

thougb promised to be furnished by the firm. and examining the reason-
ableness of the increase demanded. Ultimately, the firm r ~ datn 
showing only the reasons for the increase in heat treatment cost j'nstead 
of the cost structure of the beat treatment shop a'nd the mcthod of cost 
allocatitlD. The entIre increase (Rs. 30(0) on his account conceded by 
the HLTC. ~ tho t adequate examination amounted to Rs. 0.93  lakh for 

31 sets ordered in March 1974. 

(0 For the ordcr of May 1977, the finn initially wanted (December 
1976) 36 per cent escalation  over the last contract price on account of 
price incrcascG over the Period of 3-112 years since May 1973. After e ~ 

tiations, tho firm quoted a revised price of 'Rs. 4.12 laths repre o;~ t  an 



mqease ot· about 30 per cent, which was considered reasonable by the 
m....iC as according to its assessment the price escalation since May 1973 
till October jNovember 1976 had been about 31-32 per cent. h, however, 
the last contract (March 1974) price based on the quotation of May 1973 
had been settled with adequate escalation to cover deliveries upto Septem-
ber 1976, it would have been appropriate to take into account escalation 
beyond September 1976 only and not from May 1973 for fixa.tion of price 
for the subsequent order. The escalation of RG. 76,500 (on prorata basis) 
for the period May 1973-September 1976 as allowed in the price lacked, 
justifioation and involved financial implication of Rs. 24.48 lakhs for 32 
sets ordered in May 1977. 

(g) For the November 1979 order, the firm initially quoted Rs. 6.83 
lakhs and explained the increase of Rs. 2.311akhs ovorthe December 1978 
contractpri.ce (Rs. 4.52 lakhs) as being .due to increases in cost of raw 
materials, petroleum products, bought out oomponents etc. and the likely 
inclease durin.g the currency of the contract but without furnishing item-
wise details. On being asked by the HL TC during negotiations (Spptember 
1979) to evolvoa price variation formula for itemising the increase asked 
for, the firm withdrew the price variation clause in its offer. It, bowever, 
offered a revised price of Rs. 5.73 lakhs, which tl10ugh 27 per cent more 
than the last contract price, was agreed to by the HLTC without going into 
its mlSOnablcnclIG. 

Ill. Delayed ,Ordering 
. 

7. By June 1970, the Ministry of Railways (Railway Board) had placed 
orders on CLW for manufact\lre of 179 diesel locomotives. The require-
ments Of ST and ROB for 47 locos  having been aITanged by import, the 
balance 132 loco sets were left for procurement from the indigenous source. 
Against this, CLW ordered 78 sets on the firm upto November 1970. Order 
for 50 more sets was placed in July 1971 at Rs. 2.71 lakhB per set, i.e. 
Rs. 17,610 more than the price settled for the previous order of Novem-
ber 1970. The belated coverage of SO sets thus resulted in extra expendi-
tuTe Of Rs. 8.81 lakhs. 

8. CLW stated (September 1980) that STjRGB sets for the locomotive 
order (60 nos.) placed by the Ministry of Railways (Railway Board) in 
June 1970 could not be covered in the contract of November 19'70 as the 
lead time of five months was insuflicient for ordering. 

9. It may be mentioned that negotiations were conducted with the firm 
in July J970, the tender finalJsed in September 1970 and the formal con-
tract for 30 sets placed in November 1970. The requirements of STjRGB 
f'Of the locomotive order placed by the Ministry of Railways (Railway 
Board) in June 1970 oould ha e~ therefore, been included in the contract 
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·of November 1970, by 8uitablyphasinS the delivery schedule, if neceSsafy, 
to match the locomotive production programme. 

10. For manufacture Of STIRGB ill CLW, 30 sets of STIROB com-
ponents were ordered in July 1971 at Rs. 1.92 lakhs por act, stipulating 
delivery between July 1972 aDd May 1973. Another order for 30 sets of 
components was placed in March 1972 at Rs. 1.98 lakhs per set for delivery 
by August 1974, although CLW had apprehended (February 1972) delay 
and teething troubles in establishing and proving the local aGsembly and 
manufacture of ST and ROB. t m~te , both the component orders were 
converted (March!April 1974) into supply of completely assembled sets 
on the ground that diesel locomotives manufacture had been limited to 280 
nos., the firm being allowed an extra Rs. 94,809 per aet as conversion cost. 
In the comtxt of the anticipated delay and teething troubles in establishing 
and proving local assembly of ST!RGB especially when the components 
due against the earlier order (July 1971) would have enabled CLW to 
develop local assembly, the second order of March 1972 WaG not warranted. 
The conversion of the March 1972 components order for 30 sets in April 
1974 resulted in extra expenditure of Rs. 3.26 lakhs compared to what 
would have been payable if these had been initihlly ordered as complete 
seta. 

11. The Ministry of Railways (Railway Board) decided (July-August 
1971) to simplify the ST by eliminating its synchronising coupling and 
multiple plate clllltch. Meanwhile, (July 1971), CLW placed an order for 30 

sets of components for fulftedged ST. The subsequent ordering in March 
1972 for components and complete sets was also for ST. Although tbe later 
orders were suitably modified (Marchi June 1973) to delete the sym:bro-
nising coupling etc. (cost: Rs. 6,050), there was omission to amend the 
July 1971 component order price accordingly while converting it (April 
1974) i'nto supply of 20 complete sets resulting in avoidable expenditure 
of RG. 1.21 lakbs. 

IV. Summing up 

(a) There was no means of verifying the reaSonableness of the 
prices demanded! allowed for the various orders by up-dating 
the last contraot price on the basis of the escalations aGked for 
by the firm, without being supported by authenticated data. 

(b) Price increase amounting to Rs. 28.85 lakhs ~e  on the 
items detailed below cUd not appear justified. These increases 
would alGo have got ,built into the prices fixed for the latet' 
orders, in view of the procedure for price fixation followed. 
Accordingly the total financial im.plication of these increases 
would be Rs. 121.29 lakh.G for the orders placed upto Novem-
ember 1979. '\ 



8 

RI. in lakhs 

(i) Extra margin of profit 3.35 
{Cf. para 9·.6(a) (above) 

(il) InventOry carrying charges for advance 9.59 
purchase of materials cov.ered. by advance 
payments against the orders. 
(Cf. para 9.6(b) above) .. 

(iii) Extra price increase due to downward 0.43 
reVision of the cost of forgings content by 
the finn. 

(Cf. para 9.6(d) above). 

(iv) Escalation for about 31 years already 24.48 
allOWed in the previous contract and 
re-allowed in settling the price for the 
subsequent contract. 

(Cf. para 9.6(f) above). 

(c) In addition, CLW incurred extra 
Rs. 13.28 laths due to: 

expenditure of about 

(i) n.,lay in placement or orders (0. para 9., above) S .81 

(ii) ~ e ,m ofcomponCllt order into supply ofcomplr'c: S<.IS ,.cr. r'n, 
9.10 above) .  .  .  .  .  •  .  . .. 3.26 

(iii) . ~ o  to modify the p:ll'ch.l$e prioe consequent on the ddelion of 
Suri tranmtt.ion components (0£ para 9.11 abovt') .  .  . 1.21 

J3.28 

12. This para was issued to CLW on 13th November 1980, its reply 
is awaited (January 1981). 

[Audit paragraph 9 of tbe -\d'vance Audit Report of the Comptroller 
& Audit General of India for the year 1979-80-Union Gov-

ernment (Railways)] ~ 

13. The Audit para indicates that Cbittaranjan Locomotive Works 
(0..\\,), which is a manufacturing unit under the Ministry of RaiJways (RaiJ-
way Board), placed various orders on t1te firm Mis. Kirloskar Pneumatic 
Co. Ltd. Pone (KPC) for supply of Sud Trarismission (ST) /hydraulic trans-
mission (RT) and reversing gear box (ROB) during November 1967-
November, 1979. The firm was the only indigenous unlt to manufac-
tate HT and heavy duty gear bo'ltes. Accordingly, CLW tras been pro-
curing these equipments since November 1967 fl'O'l'D this sole manufacture 
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who-Iater (JUly 1971) also obtained a liceace for maDbfaetW'e -of s:r. The 
ptaCuftmeat by CLW was made after obtailiHtg quota6eJiB on single 
tender basis ttill 1916) wlie1i open teuders were ~te  but the tcchnicaUy 
~b e oller was from firm MIs. KirlOlbr P-neumatic Co. Ltd. 
Pune (KPC 0iJIy) and negotiatiDg a price thereafter with the firm. A 
review in audit of the prices fixed frOm time to time revealed that the 
price increases allowed on certain counts were not justified. 

14. The Committee desired to know the basis of the 30 per cent price 
preference allowed over the CIF cost of imported equipment and whether 
its reaSOllabieness was examined during the negotiations for settltng the 
price of the first order of November 1967 and again later while seltling 
the price of the subsequent orders. In reply, the Ministry of lQilways 
(RaUwayBoard) have stated in a written note:-

• "For the determination of prices of indigenously procured items 
for the first time which is hitherto imported. the purchase 
policy is governed by the directives of the Government of 
India, basc4 on the recommendation of the Stores Purchase 
Committee appointed by the Government of rndia. An 
extract from Railway Board's letter No. 55/645/5IRE dated 
18-5-1956 on the subject is as under: 

'Government's purchase policy should, in our view, admit 
generally a priCe preference upto 15 per cent to indigenous 

products over the imported goods. including customs ~r. 

We have aJsocarefuUy considered whether industries pro-
tected through tariff or otherwise should enjoy tltis prefe-
rence and have come to conclusion that such industries 
should not be excluded from the purview of this policy. 
The preference margin should be increased to 25 per cent 
for certam s{lelCified classes# ~  tor~ where ~ m tte  

the indigenous industry is not in a position to compete 
with foreign manufacturers within the general limit of 
15 per cent because of Jow import duties, or small turn-
over, or higher costs of raw materials and components 
etc. A list of such items should be pe ~. Price 
preference even in excess of 25 per cent shouJd not be 
,ruled out for lines of manufacture where unfair competj· 
tion is feared or wbere &peciaJ development is required if 
the Government is convinced of its jUltiftcation. How-. 
ever, in respect of lines of manufactu.re which ar~ the 
monopoly Gf a single finn or a &roup of 1irms, the degree 
of price preference to be given may be subject to exami-
nation m costs of lPanutactuTC by Governmeat where con-
sidered necessary.' " 
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"It is' rather difficult to cost the ,manufacture of a new product in 
the initial stages of .development and if such costing method 
is adopted, -the price would include. the initial developmental 
costs which when added would result in a very inflated indi-
genous price. 'Therefore, as a broad guideline to contain 
the indigenous prices in relation to the imported prices, an 
overall pricing poUcy was enunciated which sets a price 
preference depending upon the n-ature of the product." 

15. It has been further -stated in the notethat:-

"It' may be mentioned that the first order of November t 967 was 
placed taking into consideration the landed cost based on 
Mak's price as quoted on 28-4-1967 which wor1ced out to 
Rs. 3,62,000/- as against which KPC's quotation 
@Rs. 3.50,000/-. It would therefore be seen that t1:te 
price negotiated with MIs. KPC was in conformity with ~he 

policy of the Government. The Audit have compared the 
imported eIF cost with that of the indigenous pricl;! which 
is not in accordance with the poli<:!y of the Government of 
India. If viewed in terms of the directives of the Govern-
ment of India, it will be seen that no price preference was 
given and as a matter of fact the indigenous price was even 
less than the landed cost." 

16. The Committee wooted to know how in the absence of authenticated 
data or documentary evidence to substantiate adequately the manufac-
turer's demand for escalation over the previous contract price, the High 
Lever Tender Committee (HLTC) checked the  reasonableness of the 
prices so demanded. The ~tr  of Railw'ays (Railway Board) in-
formed the Committee in a note that:- . 

"The normal procedure is to compare the price demanded with 
respect to the last purchase rate and the price increase which 
had occurred in the different inputs in the interregnum. For 
this purpose the manufacturers are asked to indicate the 
reasons for the increase in their prices. These are checked 
with reference to the data produced by them and also cross 
checked with reference to other collateral indices on the 
price situation and this procedure has been followed while 
finalising al1 the tenders. Moreover the Tender Committee 
by virtue of dealing with a number of cases become familia-
rised with the contemporary market conditions and this also 
COJDes into play in the general assessment in finally arriving 
at a negotiated settlement. A rigid arithmetical verification 
of the negotiated price covering ali factors is not possible 
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and hence an 'aSsessl1lent on the overall is attempted as the 
only workable solutron ...... It is also mentioned that in 

some cases the premises of the firm ,have also be~  visited 

and the data to the maximum possible extent verified." 

17. The Ministry of 'Railways (Railway Board) ltave further stated:-=-
, t 

"In view of the above, it would be seen that in the absence of 
cost audit and legal compulsion for the firm to furnisb au-
thenticated detailed price break up, the Te ~ ~rComm ttee 

is Jeft with no other alternative' but to COr:1; to an overan 

assessment and while doing so, getting as much information 
as possible from the manufacturers." 

18. The Committee enquired wby the Department of Heavy Industry was 
not approached for a cost pro!>e by Bu reau of Industrial Costs 'Clnd 

Prices whereas such a study of the pricing policy ,of seamless steel tubes 
fot which Mis. Indian Tube Co. is the sole manufacturer, was carried 
out by the BICP. III reply, the Ministry of Railways (Railway Board) 
have stated in a subsequent note as follows: 

"Orders were placed on the firm only after Tender Committee had 
examined the reasonableness of the price demended over the 
last order rates. ,For this purpose. the T.e. had asked ''the 
manufacturer to indicate the reasons for the increase in his 

price. These were checked with the data furnished and 
also cross-checked with the related economic indices. The 
T.e. after getting convenced of the increase asked for by the 
timl on an overall basis recommended the rates for accep .. __ _ 

tance. Henee a reference to BICP was not felt necessary. 

However. the Bureau of Industrial Co~t  Pr ~I  J.,as clarified 
on a reference now made to them. that the Bureau does not 
normally  undertake 1he study of the Cost/Price function of 

an individual unit, leave alone an individual item. Further. 
in terms of the official resolution. setting up th'! Bureau, it 

is expected to focus attention on industry-wise studies with 
particular reference to aspects such as cost reduction, raising 

of industrial efficiency, energy s"aving. upgrading ,of techno-
logy. etc. and inter alia to recommend fair prices to Govern-
ment relating to any product it has studied. The Bureau 
is presently engaged in major studies as steel. coal. commcr-\ 
cial vehicles automobile tyres, tubes, etc. 

The BICP has further stated that if Railways want any product 
to be studied, it would take up such a study even jf it is 
produc.ed . by ~ single source. provided the issues go beyond 

337 LS-2 

"'~ .~. 



12 

the mere determinatjon of fair ex-factory prices and cover 
other aspects of the industry as well. 

It is only where technical and pricing angles are intimately tied 
together, BICP has in the past "ta1(en up studies; pertaining 
to even individual companies." 

19. The Committee desired to know whether in the light oft.be fact that 
MIs. KPC, the sold established supplier, were neither fumi')hing any 
authenticated data in support of their quoted prices nor agreeing to cost 
audit, was it not desirable for the Railwa,,Y Board to refer the nwtter to 
tbe Monopolies and Restrictive Trade Praclices Commission under Se:-
tion 31 of the MRTP Act. In replYI the Ministry of Railways (Railway 
Board) have stated in a note that:-

''TIle Tender Committee was satisfied with the increase in price 
asked for over the last purchase rate, after verifymg the data 
furnished for the increase and cross-checking the ;same witb 
the collateral indices on the price situatipn" Moreover, tho 
Tender Committee, by virtue of dealing with other similar 
cases, became famili'ar with the contemporary market o ~ 

tions. The Tender Committee also obtained further data 
after visiting the premises of tb~ firm. It is again mentioned 
that the price increases allowed on an overall basis from year 
to year were found to be quite r;:'asonable, keeping in view 
the price trend obtaining for the relateod period. Hence a 

reference to MRTP wa'S not considered necessary by the 
Administration. • 

However, it .may be mentioned that on a reference received from 
MPTP, they have been advised that 1he Ministry of Ruilways 
have no objection to the Commission holding an inquiry in 
tbis case on their own." 

20. The Committee desired to know the basis of the apprehension of the 
HLTC that price fixation based or." cost audit may adversely affect the 
interests of CLW. In a written note the Ministry of "Railways (Rail-
way Board) have 'Stated:-

"This observation refers to the remarks of the Tendex Committee 
while finalising the purchase order of March, 1974. It wast 
is the practice for the HITC to compare the prev:ous purchase 
rate known as LPR with the current price offered and 
adjudge the price in relation to the cost escalation in the in-
tervening period. MIs. KPC were not wflnting to suhmit 
themselves to this kind of a cost comparison and therefore, 
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the Committee took the view that they must ask the firm to 
submitthemeeivestO a cost audit. h was ODly a SUgaestiOD 
made by HL TC possibly with a ~ o  ~. pleasuring the firm 
to bfing down the priteS.SubsequeDtly, the" firm reduced 
the prices and gave certain explanations with regard to the 
increased prices compared to the previous purchase'rate. In the 
year 1973 and onwards there was a attain spIIrt. for increase 
of prices due to a hike in oil prices and therefore, HLTC 
might have considered it prudent not to pursue the cost audit 
angle lest it may result in disadvantages to the Railways." 

:21. It has fUriher been stated in the note:-

"As regards the enforcement of the cost audit, this could be 
resorted to only jf the firm agreed to submit their accounts 
audit. As per the present provision in the Com-
p:m;es Act or in <lny other Act, the private sector can be 
subjected to cost audit onl,y if they agree. KPC had refused 
Oil principle to this and even in the reccnt tender for 1982-83 
requirements, while the representatives of )(pC provisionally 
agreed to a cost audit provision, their higher management 
declined to submit themselves to a cost audit." 

22. The Committee enquired .oout the profit element included in the 
'November ]967 contract price and its comparison with the ~t element 
-:Of 36.S per cent conceded for November 1970 order. The Ministry of 
Railways have Gtated: 

"The November 1967 order was placed based on the landed cost 
8S per jru;tructions for ordering indigenous items which was 
hitherto imported. "and therefore the question of profit margin 
did not arise at any stage. The landed cost was worked out 
to Rs. 3.62,(lOO/-including customs dutv based on the offer 
of overseas supplier (M/s. MakJ whef'eas KPC's quotation 
was at Rr;. 3,50,000/*. The firm could not be persuaded to 
reduce the cost further as they bad to. develop this item 
indige,nously. Afte.r deducting tbe cost of free supply items, 
KPC's price wasnrrived at Rs. 2,20,183/*. At the same time 
it wa.s agreed that ;f a further order for 30 sets beyond tbe 
first order for 18 sets was placed, there would be a  5 per cent 
reduction in ratt:s. As regards 36.S per cent aJIeged profit 
element for November 1970 order, 'it is' mentioned that the 
firm had not committed officiaUy aboltt the increase in price 
Of Rs. 60,763/ .. demanded by them over the last order price. 
'During discussions with the firm and the Committee they bad 



given an approx. analysis which had belrn recorded by the 
negotiating committee.· In tbeminutes that was finalised the 
Tender Committee had mentioned as follows: 

"As commented in the note of discussion, the Committee went 
into details regardingtbe reasonableness of the prices 

-quoted by the firm and their plea that tbe increase in the 
price quoted by them to' the extent of Rs. 60,763/1. over 
the price of the earlier order, was due to. increase in the 

labour wages structure, increase in the cost of steel. increase: 
in overheads in their work and also for defraying part of 

initial capital expenditure on the first orderi.ndicated. The 
firm, representative were not in favour of giving dataiJs of 
increase in writing as this was not their practice. 

"The firm's representative indicated details of increases in labour 
rates in their works as between 1966 and 1970 which works 
out to 27 per cent. The steel price increase aad the in-

crease in the cost of forgings was at the rate of Rs. 5,000/-
per MIT. Overall the Committee was satisfied that the 
price increase asked for by the firm is within the reasonable ~. 
limits .... " 

"Therefore the conclusions drawn on the basis of the break up 
as recorded, in the note of discussion £Ire hypothetical and 
inferenti;\l, particularly, item (e )-marglO of' profit. This 
item was not reflected in any of the firms documents. The 
Tender Committee in the proceeding bave mentioned certain 
increases other than increased COSt of forging and wage 
escalation such as increase in overhead etc. all of which has 
been taken together by Audit as a margin of profit. The 
Tender Committee had stated that "Overall, the Committee 

was satisfied that the price increases asked for by the firm is 
within the reas9I1ablelimits .... " The Tender Committee 
. had not accepted any elements on a margin of profit in the 
final Tender Committee proceedings. . The November 1970 
order involved an increase of Rs. 57,358/- over the earlier 

order out of which Rs. 15,358/- has b()en taken bv the 
Audit as margin of profit and this fi!!1lre has been worked 
out a~ a perce\'!tage of the balance increase namely 
RI. 42,000/- working OUt to 36.5 per cent. Even if the 
.entire amount of Rs. 15,358/- is to be taken a~ marsrin of 
profit, although this iq not so for reasons already explained 
on the earlier order thiR should have been included along-
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with the profit to arrive at the .overall profit lDargin on the 
". .contract price vide calculations made as shown below: . 

(a) Total new co tact price • 

(bl Aalwnf:d profit margin 
RI.2,20,183. . 

included in the earlier price say at ]0% 

(c) Addt. profit margin according to Audit 

(c) Total profit 

(e) .PercentOlge on the total price orR •. 2,53,65'5 

'.. . ,. ,-

RI. 

2,53,695.00 

1111018.00 

. is,358.OO 

S7376.00 

J".7 perceDt 

From the above it would ~. seen that taking the contract as a 

wQ,ole, as it should be, . the profit margin works out to only 
14.7 per cent and not 36.5 per ccnt. 

23. The Audit para states that the increase of Rs. 15,358/-allowed 
.as margino! profit worked out to 36.5 per cent of the increases for 

mat(!rial and wages and DOt of the overall price allowed for November 
1970 order; In this context. the Committee wanted to know the rationale 
of the contention that the increase, even if conceded, for margin of profit 
~ho  be related to tho overraJI contract price. The Comm tt~ also 
enquired whether even in the Railway Board's owe ,auculation, the total 
profit element allowed was. not much more than the .normal 10 per cent. 
1n reply, the Committee have been infonn,cd by the Ministry of Railways 
. ,as folloM:: '  . 

/ 

"Overall the Te ~r Comm tt~ was satisfkd that the price increases 
allowed for weT:: within the rea~ ab e limit. The T. C. had 
not accepted any eJemenCon a margin of profit in the final TC 
proceedings. The calculations indiC'ated in the reply only 
state9 that the profit margin at. stated by audit was not 36.5 
per cent but wall only ]4.7 per cent even if ~ . 15,358 wall 
taken as profit. However. since the'increasc of Rs. 15,358 
is not an towards profit. the notional fiqure of t 4.7 per cent 
worked out il' not comtt3table with 10 per cent." 

24. Tn the r::cord notes of ~ o  with tYle fi.l'm, the' Tender 
'Committee had recorded that the increase of Rs. 60,763 over the last 
contract price W::1S explained by the firm as due to Increase in the price of 
forgin?s and W:lgc escalation accounting for Rs. 30,OOn and R's. t2,()()() 
r '~pe~t 1  and the balance fRs. 18,763) as their margin of profit. The 

~ Committee enquired whether the firm gav.e any eta ~ otber than those 

" 
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mentloned during discussion in support of its Umand·· for price increase.-
and 1£ dot on what basis it was mentioned in the Tcmdor Committee pro-
ee~  (September 1970) that the increase over the last order price 
was due to increase in labour, increase in cost of steel. increased over-
heads, etc. The Ministry have stated in a furtber note that "no details. 
other than these mentioned during discussions are available in the files". 

25. The Ministry of ;Railways .have further stated that:'-"; 

Semis 

Fuel 

"It can also be seen from the econGlllic indices for the related 
itert\s that there had been an increase of 20 per· ceot to 29 
per cent in general for these items. The related indices are 
as below: 

~em 

-----_ .. _. __ . __ .. ---.----.. ----_.-
Yea ,. 

FrOlll To 

77.6 

83.2 

100.00 

100,00 

Incl'C'u(' in 
percentage 

20% 
-------_.----_._----_ .. -... _--_.-----... ----_.-_. -.. _--_._ .•. __ . 
26. Asked to state the basis on which the HLTC accepted the demand. 

for inventory carrying charges (7.5 per cent) and financing charges 
(10 per ~ t  when the advance payment made by CLW (carrying 6 
per cent irrterest) was avru1abte forutili,ation by the fi·rm for .procurement 
of forging, the Railway Ministry have informed the Committee in a 
note:-

"This refers to the order placed in March 1972, While 7.5 per 
cent acce.pted by the Tender Committee is on the cost of 

forging the 10 per cent. referred to a a ~  ~har e  is not 
on tl1e cost of the forging but on the inventory carrying 
charges. In other words this works out to only 0.75 per cent 

of·the cost of forging making a total of 8.25 per cent (7.5 + 
.7S) on this account. In regard to this, the Tender· 
Committee had recorded as under: 

"In this connection it was seen that the present difficulties of' 
M/s. KPC in their inability to supply transmission an.d 
reversing gear boxes well in advance of CL W's production 
requirements had been mostlv due to their ,inability to 
procure the or ~  from their associates MIs. Dharat 
Forge jn time. M/s.,Bharat FOl'ge in turn are solely dt'-· 

T pendtmt for their steel elsewhere and considering the Jong· 
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·lead forartanpl·the special stcelaad asM/s .. Bbarat 
Foclc l'Iaemscbes were having a lot. of back log. olldors, it 
was 'COl1sidered essential by this administration thal MIs. 
KPC should be given a loager lead time than the 8 or 10 
months lead time given in the order hitherto placed, for 
commen<;ing supplies from the date of placement of orders 
by CLW". . 

" .... the firm indicated that in the context of c:LW's wanting 
toprocuxe these forJings much ahead of ~e KPC's deli-
very schedule of SUfi Transmission and Reversing Gear 
Box as hitherto obtained for various reasons the firm have 
to incur inventory carrying charges of stock piling of these 
forgings and they wanted to provide 7.1/2 per cent M'argin 
in their prices to cater for the carrying cost of these forg-
ings" . 

• 'Jt would therefore be seen that in the special circumstances then 
obtaining as broijght out in the Tender Committee minutes. 
the Tender Cwnmittee had considered the payment. which 
will not cover aU the charges incidental to invent<.'ry ,·.mying 
cost which is to be r~~ 1 e  on cost of tt r~ e etc. Had 
these two iteros been eliminated M/$. KPC might have en-
hanced the advance payment from 25 per cent to some higher 
figure. It may further be mentioned that only 6 per cent 
increase was anowed as a whole over the value of last order." 

i .• 

27. The Committe\! were further informed ~ 1 a b ~ t note fur-
n.isbed by tbe Ministry of RailwaYI:_ 

"Bbarat Forge were depeudcl1t 00 their te r~ r m t else-

where. As these steel items were long lead items nnd consid-
ering the backlog of or er~ on /~. Bharat Forge, MIs. 
KPC. were given a 101lF lead time. This wopld have ena-
bled MIs. KPC to .place orders on M/s. Bharat Forge c<tr· 
lier. 

10 order to . enable MIs. KPC to supdy ST & BGB well in advanc: 
of C.L.Ws production requirements,· M/s. KPC. were re-
quired to procure these forgings much ahead of CLW's re-
quirements. This would have compelle.d MIs. KPC to keep 
some of these forgings in stock. 

The daro regarding the exact period for which th~ e were to k~ 

piled is not available." . 
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28. Explaining the basis o~the increase mRs. 7 ,835 I~ detnanded by 
the firm on account of increase in cost ·of sub-contraot operations, the 
Ministry of Railways (Railway Board) have st'flted in a note: 

"This pertains to March,  1974 order. A team of officers was 

deputed to firm's premises at Poona to examine in detail the 
basis of the increase of Rs. 7,835/-demanded by the firm 
on account of inCfe-asedcost of sub-contract operations. The 
extractfr.om the note given by the team in this connection is 

reproduced below which will explain the position:-

"Increased rate of subcontract operations. at 

and Udhana: 

Walchandn3gar 

(Rs. 7,835/-) 

It is noteworthy that the increase iodie-dted under this hending was 
Rs. 9225/-as against Rs. 7,8351-. Tad substantiate tbis"M/s. 
KPC showed us the office copy o'i their letter No. SCS/SGB/ 
463 dated 19-8-1972 wherein the rates for gear grinding for 
counter shaft, Jack shaft pinion and gear 134A were indicated 

as Rs. 7,270/-, Rs. 8,410/_ and Rs. 3,8251-each respectively 
In this very letter they baa inc1u.dedihe following sente-nce-

"Please note that the old rates are just doubled." Based on 
this sentence. Mis. KPC indiCated that the r,!ltes for each 
one of ~ items mentioned above for gear grinding as on 
1-1-1972 were Rs. 3,630/-, Rs. -4;200/- and Rs. 1,9051-
r~pe t e . When Mis. KPC Officers were asked to show 
us a quotation/bills from Mis. WIL 'or any other proof of 
having paid Mis. WIL at these rates during Dec. '71/1an. 
'72 when the prices were last establisbed they said tlUJt t~ e 

same will more or less tantamount to audit of books which 
had not been agreed to by them in principle. The total 
price as on 1-1-72 at the above rates works out to Rs. 
9,735/-for one of eacIi of the above 3 items viz. Counter-
shaft, Jack shaft Pinion and Gear 134A. In order to establish 

the current ratc.s Mis. KPC showed us a joint minutes of dis-
cussion between their officers and the officers of Mis. WIL 
held on 7.4.73 and the rates 'as were effective from 1-5-73. 
In this joint minutes, the revised rates as indicated by Mis. 
WIL and agreed to by MIs. KPC were Rs. 5,325/-, R!I. 
9,7551-and Rs. 8,515/-for each one of the above Hems r~

pectively. Further to this, the rebate offered by M/!i. WfL 
was Rl'. 300/-per piece if these were supplied in batches of 3 
and Rs. 600/-per piece if these were supplied in batches of 
5. The method adopted by Mis. KPC in calculating the in-
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crease oD account of M/s. Wa!chandnafar ai4}ne as below:-
The totol price as per new at~ effective f(om 1-5-73 is.. eywl to 

Rs, 23,595/s per set consisting one. of <::ach ~ : t  the pqce 
per set as on 1-1~  i.e., Rs, 9,735/---Rs. 13,860/-. 

Since M/s. KPC intend having only 2 pieces Of each to be ground by 
M/s. WIL per month (the balance to be done by Mis. KPC 
themselves) th& approximate extra charges to .M/s. WIL per 
month works out to Rs .. J3,8601- ~ . 27,720/-. 4 ST and 

ROB per month-Rs. 6,930/-. per ST and ROB extra. 'When 
Mis. KPC Ofticers were asked that imtcad of 4 the.y should 
consider 5 ST and RGB per month, they advised that they had 
not achieved the figure of 5 as yet and therefore, they had 
considered 4 ST and ROB per month only. Thus out of the 
increase of Rs. 7,835/-on account of increased rate of sub-
contract opl.'rations at Walchandnagar along. the· increase is 
Rs. 6,930/-which can be said to have been only p:lrtly sub-

stantiated since Mis. KPC dtd not give us an'Y proof of rates 
paid by them to M/s-WIL on the basis of which the last prices 
were established." 

With ·regard to the balance amount of Rs. 905/-outof Rs .. 7835/., 
the same is on account of the increase in sub-contract opo!rations 
by Mis. SRM/UQbna. ThUl, was substantiated as per copies of 
sub-contracts placed by M/s.KPC on Mis. SRM/Udhna." 

29. It ha,4j further been stated in the note that:-

~'The Senior Seale Officers' Committee who visited PoonfJprevlously 

had allowed for Rs. 7,rml-against Rs. 78351-asked for in 
view of the fact that one of thesub-contractoTs had offered a 
discount if t.he components' are given to tbern in batches instead 
of piecemeal. MIs. KPC stated that it was not possible for 
them to order in batches as this would entail building up of 

inventories which would involve extra costs. 

They also stated that this was not a practicable preposition. In view 
of this the negotiating committee consider that the increase in 
cost of Rs. 7835 J·asked for by them is reasonable." 

30. The Committee enquired as to why the fi.rm Mis. KPC could not 
avail of the disconnt offrred .. by the sUb-contrJctors. Tn r:.!'Plv the Ministry 
have stated that the two sub-contractors were Mis. WalchanJnagar Indus-
tries, Wa1chandna!!ar and MIs. SRM. Udhn:L As fur as known Ie the admi-
nistration, these fi;ms were not associates of M/s.KPC. MIG. Wa1chandnagar 



Industries offered to KPC a discount of ,Rs. 300/-per p ~ if the gear were 
supplied in batches. of 3 sets and Rs. 6OO/-per piece if they were slJpplied 
in batcbes of 5. As the total requirement was 4 and out of this MIs. KPC 
themselves had developed their capacity tor processing two sets they could 
only give 2 sets to their sub-cOntraetOIS and hence they cOuld not avail of the 

discount offered to them which was for a minimum of 3 set$. 

31. Asked how the claim was a legitimate charge on CLW, the Ministry 
have stated that CLW was procuring the complete ST/RGB from MIs. KPC. 
The cost of sub-contract materials naturally was a part of the price of ST / 

ROB quoted for by the firm and thetefore the claim was a legitimate charge 
on CLW as part of the price for ST fROB. 
32. In a subsequent note, the Ministry have further stated that:-

"A supplier has necessarily to build up all the costs in his pricing. 

His cost is based on all the expenditure involved and as suc!l the 
loss of discount due to valid reasons which he had incurred would 

also account  for increase in price. Hence, the loss of discount 
which the supplier had incurred is a legitimate charge on the 

buyer." 

33. Asked whether the subsequent contracts with the firm contain the 
',Book Enmination' clause, in terms of the decision (1975) of the Railw<lY 
Board to introduce it in Stores Contracts, the Ministry have stated that book 
Examination Clause was not ~e  in any of the contracts placed on the 
firm. In any case even if ~ a clause had been insistedupgn. it was doubt-
ful if the firm would have agreed to it as seen from their general reluctance to 
cost audit etc. 

34. To a query whether the revised cost of forgings for the earlier order 
and the curront cost, as indicated by the firm in August. 73, were verified by 
the lIL Tefrom the suppliers of forgings andlor wih reference to the whole-
sale price indices for the relevant period. before conceding the price increase 

on this account. the Ministry of Railways have stated in a note: 

"Before placing the Mar<;h '74 Qrder a Sr. Scale Officers' team was 
deputed to examine the increase asked for by the firm. In 

respect of the forgings they stated in their note that they 

were shown a comparative statement showing the last '!'urc""l5C 
price and the current quoted prices of MIs. Bharat or.:r~~ to 
establish the incret:lse of 14.8 per cent for 00-:: set of forgings 
consisting of 26 items (Rs. 63,552-55,469). They added that 

this a~ based Oil the quotation submitted by MIs. Bharat Forge 
under their quotation No. E/70-95, dt. 5-5-73. The Sr. Scale 
Officers' Team also visited MIs. Bharat Forge and ~ ~ e  the 
issue with their Commercial Manager and Asstt. General Mana-

I!er. They bap~t Fortte) stated in th~r latest quotation they 
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had asked for an increase of approx. 15 percent over the last 
price of forgings. It would therefore, be seen that theifterease 
in the price of forgings had been checked with teference 'le the 
4ata available hoth with the supplier of forgings ,namely Mis. 
Bharat Forge and also the documents available with KPC. The 

IiLTC also visit Mis. KPC subsequently. Th~ h' e record-
ed that "with regard to the forgings the cost of Rs. 61,376/-
included certain forgings which were required for simplified 
transmissjon and as such the cost of forgings woul.d actually be 
approx. Rs. 60.060/-per set for simplified transmission 
whereas the present day cost work out to Rs. 64,000/-i.e. Rs. 
63,662, for the forgings obtained by them from their main 
contractors." From the papers it is seen tbat wlUlethe cost Of 
the non-simplified transmission was Rs. 61,376/-the correspond. 
ing cost of the simplified transmission for the same orders is 
Rs. 55,469/-as indicated by the Sr. Scale Officers' Team. Add-
ing Rs. 4,603/-for the inventory carrying cbarles allowed in the 
previous contract the total would, therefore, work out to approx. 
Rs. 60,000/· as pointed by tbe HLTC. Keeping this in view 
and the revised price for the simplified transmission on Rs. 
63,662/-plus 400/-for cost of forgings for small items obtained 
from other sources making a total of Rs. 64,000/-the Tender 
Committee had agreed for an increase of Rs. 4000/·. 

Incidentally it may be mentioned that the wholesale price index as 
published in Statement No. 21 by Reserve ~a k of India in 
their Report on Currency and Finance for basic metals, iron 
steel and ferro alloy was 142.6 for the year 73-74 with base 
] 00 for 70-71. It would therefore. be seen that during three 
year period there was an increase of 42.6 per cent in the whole 
sale price-index C'f iron, steel and f"rro aUoy nnd 67 per cent in 
semis. In the light of this, 15 per .cent increase l)11owed for 73 
order with reference to '72 price is corroborated by the price 
indices of the relevant period.'" 

35. The Committee enquired if the Ministry of RaiJways (RAilway 
Board) were aware that the sup'pliers of forgings to the firm had made large 
profits over the yeillTS ending 1979-80 and whether this aspect was ever kept 
in view by the HLTC. In reply, the Committee have bee informed that the 
HLTC considered the reasonableness of the price demanded in each tender 
with reference to last purchase rate and subsequent increase of various inputs. 
1'bey had 110 recourse to details of the actual profits made by the sub.<on-
tractors of the main supplier. .  , 
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36., The Committee enquired hOW .the Railway Board/CLW reconciled 
.their'contention regarding verification. of available., data by HLTC by visit to 
Mis. ){PC wHn the reply to the Draft audit para stating: 

''The firm on their own had advised the correct position that earlier 
COSt should have been Rs. 60,000/-and notRs. 61,376. As 
there was no reason to believe that a firm of repute on whom. 
crores worth of orders were being placed., would on such a miDor 
issue live a false picture and' considering the amOunt inVOlved, 
the HLTC had apparently taken into account the (:cmect position 
as a e ~b  them and allowed increase on ,this basis." 

In reply, the Ministry have furnished an extract from the notes of 
.discussions held with Mis. KPC, Poona on 27th and 28th August, 1973 
by the negotiating committee consisting of FA&CAO, CME(W) and COS. 
The note is reproduced below: . 

. . 
"After discussions with Mis. KPC administration agreed to work 
on the basis of fixation of the price against the prescnt tender 
with reference to the last purchase price. In support of this, 
Mis. KPC authorities i·ndicated the increase since their last .. 
quotation'in December, 1971 vide S. No. 101 duly signed by 
Mis. KPC. The increase in price asked for by Mis. KPC 
were discussed in detail and the comments of. the negotiating 
committee are indicated below: 

Material increase Rs. 14,801-The material cost· consist of mainly 
forgings ~t  other materials. In accordance with the break-
up given by Mis. KPC against last order the cost of forgings 
was valued at RR. 61.376 and other materials at Rs. 48,762. 
Mis. KPC stated that there was abnormal price increase 
specially during the first part of this year and the cost of forg-
ings and other materials haQ gone up to the extent of' 15 to 
25 per cent. MIs. KPC also pOinted out that the break-up 
of the COllts givC'!'l .~ the negotiations held against la'!t order 
for forgings and other materiatR/processing wa'S also not quite 
correct as found out by them subsequently. althourh tb: rver-

\ all circumstances as ~ e  were correct. With regard to the 
forgings. the cost of Rs. (;1,376 included certain forgings which 
were required for simplified tranOlimission and tll) suel, the ··CO!lt 
of the forgings would 3ctuntlv he rll'lNoJrimnte1y Rs. (10.000 
per set for simplified tra m ~ o  whereas the present day 
cost works out tn Rs .. 64,000 i.e. ~, 68,632 fnr fOTC'inm; 
obtained by them for tbeir main contractors. and approximately 
~; 400 per forl,!in!! ohtained fOl'< m~ er items·obtained by 
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them from other sources. Thus, there was aO: inCrease of. 
Rs. 4,000 on . forgings. The negotiating committee consider 
that this increase is reasonable. 

With regard to other materials, the negotiating committee cOD$ider 

that the increase of IS per cent siru:e DeCember, 1971 and 
taking into conSideration that the contract would remain in 
force Jor about 2/3 years is re'asonablc and this would work 

out to 15 .per cent of Rs. 48,762 minus Rs. 4,624 for simplified: 
version (Rs. 6.000-1,376)=Rs. 44,138+Rs. 6,621. As 

such, the total cost would work ~ t to Rs. 50.759." 

37. It has,.been further stated by the Ministry of Railway:-

"It would ~ seen from the above extract from the Negotiating. 
Committee's note, that escalation has been assessed for 'forg-

ings' and 'other materials' at more or less the same percentage 
and in that context, the cost of individual items. namely, 'forg-

ings' a'nd 'other materials' is not very material for judging the 
reason:'lbleness of the total price. Further, the Negotiating 

Committee had with it the report of the senior scale officers 
who had earlier visited Mis. KPC and .examined their records. 
As indicated in an earlier reply. the price of 'forging has been 

assessed at Rs. 60.000. bast.."Ci on the report of the senior scale 

officers. Since this corresponded with the figures given by' 
Mis. KPC, the Negotiating Committee seems to have accepted 
the Game. _ There is, therefore, no substantial contradiction 

between the Raih\'ay's reply stating that HL TC had scrutinized 
the available data with /~. KPC and the reply to Audit para. 
It may kindly be appreciated in this contcxt that a more specific 
reply is not possible, becau:;e no .record has been kept on the 
file of the documents and the specific items scrutmized by th'e 
HL TC during their visit to KPC." 

38. Increase in Heat Treatmef/t shop cost 

The Committee wanted to know the reasons for HL TC's agreeing to· 
the reasonableness Of the 'revised method of allocation of heat treatment 
shOo cost proposed by the firm without even looking into the shop cost 
structure, the earlier method of al1ocation etc. The Committee also 
desired to know whether the firm furnished the details of shop cost struc-
ture, method of allocation etc. 8'1 promised dtning the negotiations and did' 
they jndicate the time involved in that treatthent of ST & ROB all compared 
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to other items, justifying the higher aIloeationthereto. In teply, the 
Ministry of Railways have furnished the following ioformation:-

"This has reference to the order placed in March, 1974. When 
the Senior Scale Officer's team visited the firm for examining 
the broad break-up of price increase demanded by the firm, 
jt was indicated that the process ohargeG in respect of beat 

treatment cost would be higher by Rs. 4,000, KPC explained 
to the Sr. Scale Committee that earlier in the cost, the heat 
,treatment cost was distributed equally between the various 

activities of the firm v:z. air-conditionin,g, pneumatic, trans-

mission. Now after the review of the costing method it has 
been assessed that the major portion of the work done in the 
heat treatment was on the components of transmission only 

and as such by realistic allocation of heat-treatment cost, they 
had arrived at Rs. 4,000 as higher heat-treatment cost allo-

cable to HT /RGB manufactured by them. Besides, they 
indicated that a new Gas Carbonising Furnance installed in 
their works had contributed to a certain extent tOwards 
increase in the heat·treatment cost. Since KPC had not shown 
-authenticated records in support of the demand for Rs. 4,000 
extra heat-treatment charges, the HL TC visited Mis. KPCs 
Works nnd finally recommended an increase of Rs. 3,000 otl 
this ;tccount instead of Rs. 4,000 demanded., There is no 

.record to indicate what actnal documents they had checked 
but it j'3 to be presumed that they would ha ~ examined the 
costing pro-.=edure, methods of allocation, before arriving at the 
conclusion. 

The firm later on indicated that the increase in heat-treatment cost 
was to the extent of Rs. ] .91 per kg. due to method of allo-
cation of heat treatment expenses and Rs. 0.73 per kg. was 

due to increase in prices of fuel. quenching oil, salts etc. Based 
on approximately 1600 kgs. weight of components for HT/ 
RGB to be heat-treated, the total increase in cost was indicated 
at R!I. 4,224." 

39. The Committee e .I ~  to know the consideratlons on which the 
ftcalations for the period May, 1973-September, J 976 already built into 
the March, 1974 contract period were again allowed in settling the pric¢ 

for the May, 1977 order. which  was 29.66 per cent higher than the priCe 
"in the previous contract. In repJy. the Ministry have stated as fonows:-

"It is not correct to presume that escaJations built into Mardt 197 .. · 
contract price were again allowed in settling the price fot May, 
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1977G'rder. Marchj 1-974 order did not and could not have 
.' provision for all the escalations in cost actuQ1Jy taken place 
t et o: ar ~ 1974 and May, 1977 wbenthe next order was 
given. Audit baveperhaps come to tJte conclusion that ade-
quate escalation was included in the price of March, 1974 

order because of mention in the T.e. Note of 1974 order 
rcgard'ng probable increase in price over the long period of 

the order. It is truethQt a supplier does keep a margin in his 
pricing for price increase in certain arcas which cannot be 
predicted but this cannot cover the price increases taken place 

if commitments "re entered intO' at subsequent dates by long 
periods. The content.:On that the delivery period was to be 
put up-to September, 1976 and therefore the probable price 
j'ncreasc upto Seplemb;!f, 1976 should be considered to have 
been inc1uded in the price of March, 1974 order, is not 
accepted as correct. Mis. KPC was given 3dvan:c ag::!inst 
eJch order with l1C ex":'ress object of their ordering the forg-
ings and other bought out items immediately after the rec;o:ipt 
of the order and therefore the price !"aid for bV KPC for the 
bOlllZht .out itcm<; :'Igainst Marc11, 1974 order will not account 
for the price which they had paid for against May. 1977 order. 
The JMA fromula as applied by the Tender Committee was, 
therefore. fully justified. While placing further order in May. 
1977 the price comparison with t 974 order was Quite in order. 
It ~ mentioned that eluring 1974 and 1977 the Nice increase 
in the followin!! major categories had taken place: 

Index No. of whole !lale prices (Statement No. ~  as published by 
tbe Reserve B3nk of India in their 'Report on Currency llnd Finance. 

'78-79, Vol. n-l00 BasI.' 70-,1 

J973-74 197+-75 1975",6 1 ~'  
f>f 
/0 

'-_._-----_._ ....... 
-~-----

'111'.1, Power and Lubricants 130.6 198.3 2HU 230.8 76.7% 

Buic metals, Iron Sted & Ferro aile)' 141.6 171.3 If] .6 If6.9 31.1% 

All India Consumfr priCf' Index fur 
Industrial Workers .  . !SO 317 ~ 301 20.1% 

Semi, 1~ .1. 20') 21 !j.:J IZ:Jl.g 32·4% 

---_._----_ .. _----_ ... -------~--.-----.. 
It would be wboDy incorrect to presume that aft these price in-

creases had been taken into account while accepting the March. 

1974 order. Furthar,the order placed jn May. "977 was also 
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completed around September, 1978 and therefore r certain 

portion of the price increase would also be e~ ar  to covel' 

the increase in . the cost during the delivery period. Thls 
happens in every contract and is Dot anew phenomenon. The 
price increase while considering anew order· is always com-
pared, with the last price. 

The Audit had stated that in regard to orders placed in May, 1977 
based on the quotation of December, 1976 the escalation 
would be allowed beyond September, 1976. While this pro-
cedure of providing for escalation beyond the period of quo-
tatiml is acceptable and workable-'in practice where escalation 
dauges are provided, this for obvious reasons, cannot be done 
for fixed price contracts." 

40. It has been stated by the Ministry of Railways that a supplier docs 
keep a margin in hL.. prking for price increase during the currency of tho 
order but that thit:; cannot cover all the increases that take place..since tho 
last contract!quotations. In this regard, the Committee enquired whether 
it was not desirJble to identify the quantum of increase built into the price 
of MaTch, 1974 order valid fOr deliveries upto Septemher. 1976 and deduct 
the same from the escalation a'lsessed for the period fvlay. 1973 to Octoberl 
November, 1976 for settling th,~ May; 1977 or ~r price? Tn reply the 
Ministry have informed the Committee as fonows:-

"Since escalation that maYOCCUT during the future ;s ,not available, 
as per practice on the Railways, purchases are made with 
reference to last price and the escalation which had taken place 
in the rast. This is the nNOla1 p.rocedure followed in th'! 
Railw,lYs for placing orders." 

41. Asked to state the basis for asseptance by the HLTC the price offered 
by the firm for the November. 1979 order, which was 27 per cent than the 
price in the previOUs contract alld whether any assesr;mcnt was made of the 
escalations for the materia};:, components, wages etc. since the last order of 
December, 1978. the Ministry of Railways informed the Committee as 
follows: 

"The firm had furnished details of increases in price in respect of 
major items involved in the production of this assembly, viz. 
pig iron, steel, petroleum products, etc. vide their letters dated 
20-8-79 alnd 21-8-79. Besides, they abo indicated the increases 
on other important items ~ h as exct!;e duty. l:lbour wages etc. 
as Jiven prices: 
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(i) J .... in the steel prK:es: 

(a) P'tg ironpnce increased from RI. 1200 MIT to Rs. 1773 
MIT i.e., increase of 47.75 per cent. 

(b) lDcrease in Alloy Steel Price-Price increased from RB. 
8,101 MIT to Rs. 10,565 MIT for EN-36, an incroase of 
30.41 per cent. Another Alloy Steel EN1345 price in-
creased fromRs. 6550 to Rs. 8,345 in June, 79-increase 
of 2S. S per cent. 

(ii) Increase in price of petroleum  products--4:o the tune of 35 
per cent. (It is seen that Furnace Oil Price Of Rs. 971-1 per 
K/L in lune79 was revised to as. 1,246.12 per K/L in 
August'79. representing an •• of 34. 52 per cent. 

, '  ' 

(iii) Excise duty increase on p r h e~et :-

There was an increase of 3 per cent on this account. 

(iv) Labour price increase: 

The firm had also indicatetf that there will be 3 to 8 per cent 
price increase in the labour rates as the previous agreement 
with their labour force expired in June'79. 

Apart from persuading the firm, to withdraw th~' price varia· 
tion clause initially asked for by them, the HLTC also, 
as a result of negotiations brought down the pric.e ~ 
Rs. 6.83 lakhs to Ri. 5.73 laJdJs after going into tho 
reasonableness of the increase on the various facton:aa.d 
al"o keeping in view that tho deliveries againSt .thiI 
order extended upto Oct. '81 ~ a period of. 23 mODb 
from tbe date of quotation on a fumpri<:e basis. Even 
though the negotiated offer is more than the wt con-
tract price, it would be seen that the reasonableness 
thereof has been examined and found justified. 

Incidentally it may be menfoned that :he price indices for tho 
material period as available now confirmed that the prices 
negotiated were justified as shown below: 

AU India Consumer priCe Index numher for Industrial workers 
increased hom 327 to 360 from June'78 to Aug.'79, re-
presenting an increase of 10.1 ocr cent (Source lEMA). 
It is also ~o e  that the whole-sale price index number 
for 'manufactured intermediate product' increased from 
353.9 in ~"8 to 439.9 In Au,. 79 ·representiog ao 
increase of 24.2 per cent. Source (lBMA.),futther_ 
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wholesale price index for IrOn &l Steel, FCiriO ,Qays ... 
iDcreaIcd irom 191.5 to 258 representiDa eo increase of 
34 . 7 per CC'.Gt (Scnuce lEMA). 

The iDdox for SeD also increased from 241.8 in 78-78 Ie 
307.1 in 19079-80 i.e. a rise of 28. S per cent." 

42. Further elucidating the pooition ill ~ subseq\IIDt-note, tho Mini.tI'J 
have further statcd:-

j'lt is not correct to say that assessment of the impact of incmase ill 
the cost of raw material, wages etc. was not made while co.. 
sideriog the reasonableness of the price increase demanded I 
oonceded for November 1979 order. The firm· bad indicated 
the figures for increase in the cost of steel price, petroleum 
products and labour, The product is material intensive and 
therefore an increase in price of pig iren by 47.75 pei cent 
that of alloy steel by 25.5 per cent to 30.41 per cent and petro-
leum products by 34. 52 per cent adequately ju!.tify the price 
increase of 27 per e6nt 6nally conceded. tn fact the firm had 
asked for priCe variation clause looking to it1definite price situa-
tion but they were persuaded to withdraw the same:' 

4'. Asked as to wby the Railway Board did not work oUt the extent or 
eteaIa'don since the 1ut COI1traet by applying the lEMA formula, as had 
1IIIIID doae for the May 1971 order, te yerify the reasonableness of the price 
iiIiI:caa demaaded '" _ fimr for the November, '1979 order, the Comm t~ 

tile: _0 been iDf«med in a farther note: 
"The firm in tlieir .. had qu&fed the foDowing price variatioD 
c1a.are:-

(iii) The above prl.cos are based on the present dray raw material 
cest, such as. Steel, Alloy Steel, F'tlel, Electricity; etc. and also 
emoluments paid by Us to our employees, wbich goes into oar 
costing. Any increase in the cost of raw materiel, increase ill 
die total elDC!lIUliientS paid to ()ur emp o,~ d6e to enteriD, 
into treSh I ~ With out Labeut IfDdescalation due to 
statutory ~ b  that ma be ~ 'y State or Central 
GOvernment 4n.!orany ~  authbrities, which '" 
will ftllWo to pay WIDe p 'C~ hI, ., maretials will result ia 
esealaden ~ pricek and ..,mbe cblirttecl against sufticlest 
~." 
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Tho TaI40r Oi>m.miuce after DCJPti.ation with trmha r~ all 

1UIIer:--

"S.11 The firm in their quotatiOft had indicated that their prices are ' 
baled on 1IIe pre5t1lt da)' taw mater ~  ~.' , Steel, Alloy 

Steel, Fucl etc. and also emoluments paid by them to their em· 
ployees which goes into their costing. Am) increase in tho 
oost of' raw material end increase in the total emoluments to 
their employees due to entering into fresh agreement with their 

labout will force them to revise their prices. 

In order to itemise such increase, KPC was asked to evolve,'1/ 
formUla for price variation on the basis· of those adopted b1' 
Bkctricity Bqatpment Manufacturers. Mis. KPC indicated tbt" 
this win be looked into ·by them and they will try to evolve; 
reasonable formula for adoption for the uext contract, but at 
present they are unable to evolve al1',Y such formula. After 
much persuation, the firm withdrew the price variation clause, 

which itself means a reductiOn in future esce1ation in pricel 
during pendency of the cOlJltract." 

It is cleat that the ftrm were not agreeahle to pricing based on any 
forrtnida against the purchase in que5tion. CLW unilaterally 
could not, . therefore, appty EMA fonnulL" 

44. The Committee wanted to know tbe justification for CL W ordering 
oomponenu in ~h, 1972 in preference to complete· sets, when. supplill 
apinst the earlier component order of July 1911 were pending and teething 
troubles as also delays wne anticipated in tho IocaJ manufacture of ST &: 
ROB. III reply. the Ministry of. llailways hJWe statodthat at the time of· 
halisiog order of component III weJJ II for fully UItmlbled JIT&R.GB, 
the Tender CominIttee had taken into considenttion tbi following: 

(1) The capacity Of CLW to quickly gear up the menufacture of 
ompo e ~ Sun uanstnillJon aDd revenritlg gear bOxC1J in 
Chittaranjan. 

(ii) The necessity for a cushion of 21 sets ( 4mooths 0I1ttUI'Il ) 
IIJIInst delay! and teething troubles in establiddag and proving 
the Iooal lIIIembly and manufacture. 

(iii) The neoessity of a...W for supplying tho complete lOCOs in time 
to other. Railways and Steel Plants and PobIlc Sector Under 
takings; and 

• 
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(Iv) Also for supplymg adequate spares to the User RWlways and 
recommended-

(a) complete ST and R0B-40 sets @ Rs. ,8 , ~ /- per set 
FOR Poona, CST and other terms aDd <."OnditiOIDS. 

(b) 30 Woos sets of components parts of ST 8r ROB @ Rs. 
2,03,590 / -per set FOR Poona, CST &Dd other are as pet 
(a) above. 

TheretOI'D, it will be seen that the Tender Committee had mken into 
crmsideration the anticipated loco outturn, supply of shares etc. and the 

probabilities of developing the manufacture Of ST & RGB in CLW. The 
uticipations which were envisaged in 1972, however, did not materialise as 
wID be seen from the em-act of T.C. proceedings of 1973 and note made 
by the Purchase Committee in 1974 reproduced below: 

.. , 

Extract of T.e. Committee 0/ August 1973: 

"In view of the need for CL W to gear itsell to step up the' outturn 
to 75 Diesel Shunters it would not be possible to take over 
manufacture of oompletc STs and ROBs as a regular measure 
9t CLW, nor it would be feasible to manufacture complete 
STsIRGBs availing certain components from MJs. KPC 

beyond the first lot of 30 sets of components ordered on 
MIs. KPC. It was, therefore, considered that the 

order for components placed on /~ KPC at item 6 
of para 2.2 should be co:nverted into an order for supply of 
complete ST /RGBs. In asmuchas, the other items of cOm-
po e~ including special forgings etc. required to be separa-
tely ordered and prOcured by CLW complementary to the 
components ordered on MIs. KPC for completing the. 
sembly Of correspooding number of sets of ttamimissions and 
gear boxes, have not yet been indented Tor/ordered. the 
proposed conversion of the 2nd order for 30 sets of compo-
nents into an order for supply of complete STs /RGBs will 
not lead to any problem in regard to excess matching mate-
rials." 

Note made by Purchase Committee in 1974 

"In this context' of the changed conditions' 9tOritteranjan and 
in the context of the WDS-4 manufacture coming to a clON 
by 28OthlOCOlriotive, it has been decided that CLW will 
restrict the manufacture ofassembty Of ST and RGB onl, 
to the extent of 10 sets and thebala,ee 20 sets mny be 
got assembled through MIs. KPC only. For this purpose, 
" negotiation meeting was held with KPC' 8 repreteDtatlft 
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at Cbittaranjan on 15-2-1974 and a record note of diIc ..... 
sions is kept at S. Nos. 9 and 10". It is to be appreciated 

. that' the order is based on the projected requirelllCllta .. 

. locomotive outturn and the earlier orders placed were "iIl 
acordancc with the antiCipatedlprojected locomotive (JUt.. 

turn. However, the condition changed in 1974. It wu 
therefore not possible to order the 30 sets in 1972." 

45.. III addition there was a sharp increase in the manufacture of 
Traction Motor and Mak Diesel Engine from 1973·74 onwards as can be 
icen from the figures of production as under: 

• 

Year 'fAO-6S9 
" 

Male Diesel Egnincs • -------, .. ------_.---_.- .. - ---_._- --_ ... 
71-72 

72-73 

73-14 

74-75 

75-76 

12 NOI. 

78 Nos. 

195 NOl. 

255 NOi. 

384 No •. 

306 NOl. 

. _----------

12 Nos . 

]0 NOI. 

41 Nos. 

SO N08. 

42 Nos. 

31 NOB. +Overhaul/heavy re-
pair of 14 DieJel EDginCl. 

36 No •. + OverllAulJhf'avy .. rt· 
pair of 14 Diesel Enginl.'l . 

46. In view of the facts that the factors taken into consideratioD for 
ordering oomponents of ST " ROB and completely assembled ST It ROB 
in March 1972, did not include traction motor manufacture which hal 
been pleaded to be one of the reasons for not undertaking local assembly 
of ST It ROB at CLW lS orginally at the time of ordering, the Commit-
tee enquired whether this aspect of traction motor manufacture, if takeD 
intoaocount, coupled with the anticipated delay and teething troubles i.D 
establishing local manufacture of ST and ROB would not have justified 
ordering of completely assembled sets in lieu of components even in 19721 
Iu repl'Y the Ministry of Railways have stated in a DOtC:-

"It is correct that the Tender Committee while justifying the ordor 
of components in March, 1972 did not mention about tile 
probability of increase in outtum of traction motors. At this 
stage it can only 'be stated that as actually happened later. 

• there was an increase in the out put of traction. motors froaa 
1973-74 onward which can be taken to be an added reaion 
for converting the component orders into fully aSleIIIIIed 
order for ST It ROB, indicating CLW's limitations in uader-
tAking the manufacture of ST &: ROB." 
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47. The Committee desired to know tho circwnsta.QC:,tJ under which the 
:~a t price for July 1971 was left un...amendcdtw dclotioo. Of certIiD 
'I~ not required for simplified 4raDSmisaioo. In reply, thoOom-
. :uUttee have been wonned. in a DOte as tollowt:-

"Initially an ordor for 30 sets ofcompoo.eota for DO.Il-simplifiod ~ 

,ion of Suri Transmission was placed on Mis KPC. SuhIo-
quent to placing of this order a ·deciaion wutakea !or a Iimpli-
filed version of Suri Ttansmission. In taking intoaQCOWJ.t 
the supplies of «MnpOIleIlts aJready received atId other file. 
tors, it. was decided to OODven 20 sets of components of 
1lOI1·simplified design iD.to fully a em~ Sun Tranamissioo 
ad Reversing Gear Box of simplified version and on this 
basis a conversion Contract was fixed up with Mis KPC. 
are stating that this COIlvcrsion cost takes into aoount credit 
on account of certain comPonents rendered redundant u.ndor 
the simuplified design. The matter is under correspondence 
with them," 

48. The Committee enquired whether the Ministry of Railways were 
aware that the firm had made large profits over the years ending t 979--80 
and how did the JU.,TC satisfy itself about the reasonableness fA. tho pr0-
fit element by the fum, . a single establiGhed source. 'The Ministry of 
Railways informed the Committee in a note as follows :-

"The tirst order on the firm was plaeed at a pi;.ee which was Iesa 
than the cOnterQporary landed cost of tbe equipment and 

thereafter orders were placed after examining the rt!8JOIIIabte· 
ness of the price increase dtmMld over the last ordor rates. 
The . question whether the finn made large profit over the 
yean! ending 1979-80 oan be found out only by a risid cost 
audit of the firm's-accotmt. The fum· bavenot safar 
agreed to this procedure." 

49. Asked whether any altelJlative source has been developed for 
supply of ST and ROB, the Ministry of RaDways have stated in a note=-

. " 
, ', ~, \' .~ 

..... : 

"As far ~ the ST (or HT) is ooocemed DQ suitable ·offer have been 
received although CL W started issuing open tenders from 
1976 onwards. For ROB however one dcwelopmental or-
~r was placed in 1979 for 5set.s Qf RGB on MIs. New All-
eobmY Works, Calaltta. The firm w.ere on prolOllged 
lock-out and lienee they have. not beea able to deliver the 
t*ototype as yet. It is mentioned that the average oft'-take 
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is }b/iS than 40 sets a year and that pos&ibly is one reasoo. 
that other firJDB have even now 110t come up to develop 
items though initially for quite sometime KPC were the only 
firm who possessed the sophisticated facilities required to 

manufacture these items. It is mentioned that aga.imt open 

tender for 1982-83 requirements, under finalisation, whik 

there wa. ... no offer from other than Mis KPC for Hydraulic 
Transmission, there is an offer from Mis. GKW, CalcutJta 
for Reversing: Gear Box in addition to KPC'G. The rato 

quoted by them is Rs. 6,29,1181-each as against compara-

ble rate Of KPC at Rs. 4,59,4031-each. In addition, they 
have also asked for Rs. 2,00,0001-as cost of production of 

tooling and fixtures and Rs. 10,00,0001-as coot of equip-

ment required for testing, complete gear box, etc. The offer 

is also subject to a minimum quantity of 20 stes. During 

for 5 sets at the same rate aG qlJloted by Mis. KPC. Thore 

is po further response from Mis GKW and Tender Commit-
tee have therefore recommended not to place any devc-lopment 

order at a cost which is 3() per cent higher than that or 
MIs KPC." 

SO. The diesel o omot .,~ IPro h ~e  at ('1Jittu'.tnjan I~ 

Work-II (CLW) wen.' in the initial stages provided with Sun transmission 
(ST) and It ..". 'r ~ gear box (RGR) to enahle working of the locomo-
tives for both h t ~ and shuttle services. Earlier these ST and RGB 

wert> beiJl1! imported, but sin::e o ember~ 1967, CLW'has been procur-

~ these equir_ment from an indi1!Cnou<; m ~ t rer M!s Kirlosbr 

Pneumatic Co. Ud., ~ e, This is tbl' only finn which manufad:ure9 

bydraulic transmission equipment and heavy dufy ~ear boxes. In Jaly 

J 971. this lim! also obtained a licence for manufacture of ST. 

51. The proeurcment MI the equipment was made after ohtaining qllO-
tation.'1 on slofJC tender basis a negotiating a price thereafter wltb die 
firm. From 1976, open tenders wen' invited but the technically accept-
able offer WdI'i froOl this firm onll. nil' prke for the Initial order exd .. 
live of certain imported components suPiPHed free by CLW iOC!laW 
about 30 per rtnt preference over tht' contemporanoous CD' cost 01 
intpOl:tecl complete ST alld RGB, For the ~ orders, the price 
for the \niflal order WIlo; .rcafed a. .. the base price takin,!l into aet'OlUllt es-
calation for wages. matl.>rials l'tC. over the previous contract as inclctlfed 
b~' the firm and to the extent agreed to during ~o . 
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Sl. 1be Committee Dote that there has been sobstalttilll ~ in 

the prkeof the equipment in subsequent orders. While in Non .... , 

1967 wheD the first order was placed, the price ,per set was Rs. 2,20,UU, 
the same increased to Rs. 3,18,000 per set in March, 1974 aod IlL 
4,51,530 in January 1979. Within ten DWnths i.e. in Novembel', 1979 

tile price fwtber increased to Rs. 5,73,450 per set i.c. an iocreMe .01 

Ri. 1,21,880 per set. A review in thc audit of the prices fixed from tilDe 
to time has revealed that the price inLTC8SeS aUowed on several aCCGUIID 
were not justified. 

53. The Committee have been I informed by the Ministry of Railways 

that the ~ e  (or the first order of November 1967 were determiaed. b, 

tbe purchase policy as governed by the directives of the GoverruneDt 01 
India based on the reqmunendation of the Stores Purchase CouaJttee. 

However, it is seen from the letter of Railway Board dated 18 May, 1956 
on the subject that in the p r ha..~ ,oUey, it has been laid down. that 'ia 
r~ oil lines of manllfatcure which are the monopoly' of a single firm 

or It group of finns, tbe degree of price preference to bt.~ ~ '  may be 8Iftb.. 
ject to examination of costs of manufacture by ('.memment where toIIISL 
dered necessary'. The Committee are, however, surprised to aote that 
no cost examination hal; been concluded either at the time 011 ItlJrcin..J; til", 
first or even subsequent order. nor the firm had at any stage prodncM 
autllenticated data or documentary evidence to substantiate their demand 

for escalation in prices. The Committee are not convinced with the 1"I'IP11 

of the Ministry of Railways that in the absence of C06t audit p.~  .' 
compulsion for tbe finn to furnish authenticated detailed l»'ice break ...... 

the Tender Committee is left with no other alternative but t.o C{Nne m III 
overall a'iSCSsmeot and ",trite doing so, getting as much infOl'Dlllltioo u 
possible'. The Committee are of the firm "it-OW that no i.tldigettow; men'" 
faetnrer should be allowed to take undue advantage of Us moDC)poI'y posi-
tion to dictate terms in respect of price of the equipmeut sopplied by them 
and the Railways should have insisted ~ cost audit and ~ 
detailed break.up supported by iocnmentary proof before .,-eeing t9 sodt 
e8calation in costs which in many case!ll were not .~t e . 

54. The ('ommittee note tbat to 8 query from them lIS to why flu, 
Depia'tmoeot ot Heavy Indastry was not approacJ1c(] for 8 1.'OSt probe by 
the Bureau of Industrial Costjj and Prices whereat; sud. a study of Ute ...... 
cing poley of Seemles5 Steel Tubes for which M!s Indian Tube Co. i!t ... 
sole mamd.actorer was conducted by the BICP. the Mbtistry 01 a~ 

IuWe replied daat 'the TeDder CommiUee after getting conviDced .. ... 
'IIKreMes asked for by the firm on an overall basis rcnnmnenclecl die .... 
for accepfaItee. Rence, a reference to BIGP wa.<I not felt e~: ..,.. 
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U"RIMiUee fail to u:uderstand bow in the absence of • cost study aod _-
theadcatecl dID in respect oe escalation ia costs, the Teader Collllllllttee 
(:eald cIedde Chat die e5C8latioD in prices asked for by the firm W88 jUlfi .. 
&eel. 1be Committee C8IlDot but coDClude that the wbole matter baS' beeD 
dNIt with in a l'ery casual manner ia utter d.isregariI oil principles 0( tin· 
andaI propriety. 

55. 'The Committee note that for Nonmber 1970, contract, the farm bad 
BIked· for an increase of RB. 60,763 iocIuding Rs. 30,000 for ina'eaIecI 
COlt of] forginp and Its. 12,000 for W1lge escalations. After negotiatioa&. 
inerea8e of Rs. 57,358 was agreed to. Even presuming that the reduction 
accepted by 'the finn was in Hs profit margin, the later amounted to Rs. 
15,458 i.e. 36.S per c..-ent of the price increase of Rli. 42,000 on materials 
wages. n.e Ministry of RaJlways have, however, stated that tIUs ifni 
viz. (margin or profit' was not ~e te  in any of the firm's doCUlllfllltll. 
They have, however, admitted that according to the Minutes of die TeIIiIIer 
Committee, the 'firm's representatives were not in favour of giving details 
of ~rea e in writing as this was not their practice'. In view of the ftIuc.. 
tance of the firm to give any fortbel' details except in respect of e8CaJa.. 
don in the cost of forgings and wages and also in \'Jew of the statement of 
tbe Ministry of Railways that no details otber than those mentiooed duriaI 
diffcussions are available in the files', the Committee have no OpDOD hut 
to coadude that the remaining escalations in cost granted to the firm were 
in respect of increase in their profit margin. The Ministry of Railw..,. 
have further IIt$ted that even ~ the entire amount of Rs. 15,358 is takeD 
as margin of .profit, this would come 10 14 .. 7 per eeot on the total price oS 
lb. 2,53,695. Wblle the Committee would not Uke to go into the con-
. troveny whether the margin of iPf06t allowed was 36.5 per cent all staIeII 
by audit or 14.7 per cent as claimed by the Mhlistry of Railways, tho fad 
remains that the firm was allowed more than usual ntargin of profit otI 10 
per cent. The Committee . caonot but express their dissatisfaction at 
the manner in whicb tbe firm was allowed such a high margin of profit. 

56. 1be Committee further nete that the price allowed for the ~. 
1974 order was bigher than the last contrad price by lb. 36,467 per ... 
'I1Iis included an incrCMe of Rs. 7,835 which was justified by the 8na 011 
the ground that one 01 its sub-contractors had otlered a dlscotmt it ... 
~ were given to it (sob-contrador) in batches instead Of ia pieee-

meal bat the onIering in batches was not possible as it would Involve esb 
CG8t. 'The team 01 Senior Salle officers of CLW who visited the fira'. 
worb aJIowecI lb. 7,000 011 this account but the 111gb Level Teadel' Com-
Jaittee (HLTC) coaeeded the increase of lb. 7.835. The firm also dec-
liaeel to show any el'ideftceor doaJment to estabHsb this claim stilting ... 
it weaId'lllore or less faIltamoant to audit of books whkh Md aot ... 
atreed fa by diem ill principle'. The Mbdstry of RaDways have .w .. 
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. .., bad ubd MI" KPC ofticen to accept 5 ST "RGB per ..... 

.,. the finn did DOt agree to tho same on the ground that theyW IIDt 
adIieved the figure oil 5 as yet IlIId tberefeft, they'W COII8idered 4 'IT 
ad RGB .,.. moDtb oaty. Further, altboughthe sab-eoat:nHtor W 
otfered a disoount if dl.ecomponeuts were given to them in IJIIkbes ..... 
of piecemeal, Mis KPC stated that it was not possible for diem to order 
ia blltcbes ~ this would entail bu.i.klinc up of inventories which would .... 
volve extra costs. The Committee fail to understand why Railways ...... 
be required to pay an additional 8I1louut of as. 7,835 peraet In orde!r to 
compcusate the fann for the loss of discount whida the finD bad foqaoIIe 
to suit their own COQvenience. This fmther fortifies the conclusi_ dIat 
by taking advantage of their position u sole indigenous supplier cat die 
equ9naent,·the firm bad been dictating tel'lD8 to tile RaDways to wbieIa ,Cb& 
latter was meekly submitting. What is more disturbiog is that the ~ 

of Railways bave tried to justify this illCl'eaSe by stating that 'A supplier 
has DeCeiS8rily to build up aU the C08t8 in his pricing. ms cOlt" baled 
on all tbe expeoclitW'e involved and as such tile Joss of discount due to 
vaLiif reasons which he bad iDc:ur1'ed would also account for ~ ID 
price' . 'The Conunittee find ibis argument tolaDy unleDabIe. 

57. 'The Committee forter note that another element of price i&'ft8Se 
amounting to Rs. 3,000 per set was allowed to the finn in March 1974 
ordet' on the ground that tire fim} had revised the method of aDOC!8IIon of 
heat treatment shop cost While earlier in the cost, the beat treatment 
shop cost was distribute-d equally between the VarioWi activities of die firm., 
they had now 8.'Iscssed that the major portion of the. work done In die 
beat treatment wa!l on the components of transmission o ~'. Th(' firm 

made a daim of R'i, 4,000:-extra heat treatment ha~e  but did not 

show authenticatoo records  in support of the dum. Ultimately 8Om-
crease of Rs. 3,000 was a r~ to after the visit of HLTC <Hi?hLevel 
Tender Committee) to finn's works. 1be Ministry Of Railways _ve 
stated that (there ~ no record to indicate what actual documelll'ithey 

(H.L.T.C.) had cbeckecl but it is presumed that they would have e.umioed 
the ('osting procedure, methods of allocation before arriving at the o ~ 

clusiooJ• The C..ommittee do not agree with this presuDII!ltion, pM1icua.ty 
in view of the fad that the firm had not sbowu any authenticated records 
in support of their demand. The Committee are of the view that dais 
iRCl't'9Se of .~. 3,000 per set allowed to the firm W8.'1 totally linj,,'Odfted 

58. The Committee note that the prke of the equipment for March 
1974 order was setfted after pro ~ for 8dequatc e8CIIation to coyer 
deiiveries upto Se,ptemlJer 1976. Howenr, for the order of MayJ 1977, 
die .arm was given a revised price 01 Rs. 4.1% laklls re~ ... Ia-
.Cl'euse of JO per cent t.o cover .. price ~at o  between May, 19'7' to 
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slife... 1976. Audit'" pel .... Old dIat Iiace MardI l.974 .... 
...... .. fl'O'idiDI for ~  upto SeptemIJer U76. tbe """ ... 
Itv-...... oaiT aIIoald laave ... taka iIIto aceouat while", 
,tile JIb IOJ' MaT J!J77 order. T.be MiaistI7 of Rail".,. have ... ...... 
'It is iBcomct to lofer that 1974 order Jadu.ded aU the ........... 01. ..... 
iD cre4te8 wllldabad taken ,.., after placemlmt or order." It .... 
bowever, beea admitted by the Mi.oistry of Raihnlys daat "a ..... ier ... 
beP a JII8l'Ila iD his pridDg fGI' JIIke Increases d ...... die CIII'IeIICJ e( tile 
__ hut .. eanaet COYer aU the inaeases Gmt take pW.e sIDce .... 

CeIlCIad/ ......... ". 'DIe CoauaiUee 8acI 6at while ft1i:iag tile pdee for 
M.,-, 19'77 MCIer, the _tire pice eIC8IatIoo lJetweea May 1973 .. .,. 
. 'tearrI.er 1976 was tIiken into COIISiderafion. The Commitiee feel 6at 
wbile ftdng die price lor IfYT7 order tile MinIstry of Rallways ..... ·1Imt 
eKdlllled ttU IIIIIl'gia wIIida die supplier had kept for meet!,. 6e (like 
__ e8 .. die .faI1we to do 80 '-ftfIIIIted in tile ftatleo of fib .. 
1971 onIeI' at a III8dI higber level than wanaoted. This 'faibn _ die 
part 01. die MiD18Uy 01 ltJIIIways has resuIW in undue beIIe8t to ...... . 

59. 'I1Ie CemnUttee uete that in 1975, the RailWay Board had .... a 
4eciIioa to iDfrodace the 'Book Examjrtatjoo' clauses in stores coatrJlds. 
1I00000r, the Committee regret tooote that this clause was not ~ 
in ., of the cootrads entered into with the firm. The ColIIIIIiItee lie 
Hmprised at die cODtetation of the Miobtry of RailW8Yi that ''in ., case 
even i:ll such a clause bad been insisteclupon, it is doubtful if the firm would 
have agreed to it Q" seeD from their ,~eraI Illluctance weast audit etc." 
The Committee feel that 10 view of thecJeclsion of the Railway BotIrd, it 
.,as ioaunbeDtj)n the Tender Committee to have taken up ,the matter 
with the finn and iosisted upon it, That the Teoder C-OIIUIIittee did aot 
eftlll take up the matter with tl1e firm cleady shows that the Tender Com-
8IiUee was naeeldy submitting to all die demand., made by tile firm without 
even m.akiRg ant' efforts to enforce the decision Of die ~a  ao-d., 

. . h e t~ die prices fer No.ember 19'19 order In oNer to 
itemise the increase, the firm WM _edto eYOtre a toromIa for Nee 
variation on the basis of thofIe adopted "Y FlectricII EqaBpmeot ~a
facturers, The Rahays, however, eouIdaot enfenle the formula as .tIle 
Arm did not agree to the 88Dle IUId iDcIaIted 6Id at preseat ..,. were 
unahIe to evolve any sudI formula aod CLW ~ not ........... y 
apply mMA formula In the liew of tile ComOlittee, ,this Is yet an0-
ther instance where the RaIlways failed to persuade firm to aecept suda 

.. reuonabIe delD8lld. 

61. 'I1Ie CommiUeefind that iD JaIy-ABgast 19'7l, lie MWsUy 
of RaIlways (RaftW'8y 'Board) decided to smapufy tbe ST by eliDd.llltlqg 
its syadarnoislng coapliat: aDd maleiple pi_ datdt.. MeaawMe, ia 
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July 1971 an C ' ~r for 30 sets of fuWledged ST ",as placed oa die .. 
The subsequent order in March 1972 was also for c:ompoaeata ... 

('omplcte et~ for ST. Although the later orders were suitably uaocIiIM 
toJ d,'!cte the synchronising coupling, the earlier order placed in Ialy 
1971 was not amended which resulted in an avoidable expenditure .. 

Its. l.21 Iakhs. The Committee express their ~p e  ova' tWa 
lapse on the part of officials and would like tbe matter to be ~o e Ii-. 
to fix responsibility. 

62. From the foregoing paragraphs, the Committee cann8t but COII-. 

elude that the firm (Mis. KPC Ltd., PUllC) have taken undue ~ 

of their position as monopoly indigenolls sUPl!;:licr of Sun 'fnuIsmislJioft 
(sn and Reversing (;ear Box (RGB) equipment nnll have been dictatm, 
their tenus to the Railways in tbe matter of price fixation. While the 
formalities of having negotiations were gone thrfwgb at the time of! pIK--

~ orders, in actu.aI practke, practically all the demands of the IIJ.w 
were being agreed to. The firm not only did not agree to cost au"" "ot 
also refused to produce any authenticated evidence to support dlelf 
demand for escalation in prices from time to time. Once the. impol'D 
were stopped in 1967, no efforts were made by the Mini..lltry of RailWllJ" 
to ascertain the international prices of similar equipment. No seriOUl 

eft'orb bave also been made to develop an alternative SOUl'CC of sapp, 
as is evident from the fact that it was only in 1979 that a e e ~ 

order was placed for 5 sets on another firm and even the SIlDte lias not 

been seriously pursued. What i'l really snrpri. .. in.g is that inspite of the 

dedsion of Railway Board in 1975, 'book examination' clau.1Ie WlIS not 

included in any of the contrads. The Committee woUld like to C'JqJG't'J8t' 

their di.!JpIeasore at the indulgence shown to this fino· all aIo~. 1bt 
Committee would recommend that this is a fit case to be examined by 
the Cost Accounts Organisation of. fire Ministry of Finance to det.mnine 
how far the inttease in prices given to the finn from time to ti.., Weft 
jlDtified and the extent to which the manufacturer had derived undue 

benefit. The Committee would also like the matter to be eX8llliaecl at 
higher level to dctennine the policy of Govemment in regwd to sue. 
cases where a sole indlgenou... manufacturer of any eqoipmeat ~ 
advlDblge of his monopolistic positlOl!l has been dictating terms to o~

ennent and fordng them to agree to e.liCaladons in pirces which ill .., 

eases are not justified. 

NEW DELHT; 

April 17, 1982 

SA TTSH AGARWAl 

Chaimuzn 

Public A ccmmts Comm ~  ... " 



PART D 

MINUTES OF THE Srn"ING OF THE COMMIlTEE HELD ON 

16th APRIL, 1982. 

The Committee sat from 15.00 hrs. to 17.00 brs. 

PRESENT 

Sbri Satish Agarwal - Chairman 

2, Shri Tridib Cbaudhury 

3. Shri Ashok Gehlot 
4. Shri Hari Krishna Shastri 
5. Shri Satish Prasad Singb 
6. Sbri N.K.P. Salve 
7.. Shri Indradeep Sinha. 

REPRESENTATIVES OF AUDIT 

1. Shri G. N. Pathak - Director of A.udit (DeJence Services) 
2. Sbri R. S. Gupta - Director, Receipt Audii 
3. ~'hr ' N. Sivasubramaniam - Director, Receipt Audit. 
4. ShriK. H. Chhaya-loint Director (Railways) 
5. Shri G. R. Sood -:-.Joint Director (Reports) 
6. Shri N. C. Roychoudhury - Joint Director (Receipt Audit) 

SecretQ1';at 

]. Snri H. G. Paranjpe - loint Secretory 
2 Shri D. C. Pande - Chief Finondal Committee Officer • 
. 3. Shri K. C. Rastogi - Senior Financiol Committee OBi., , 
4. Shri K. K. Shanna - Senior Finane;'" Committee OfJicer 

'The Committee then took up for consideration and adopted tho 
draft 92nd, 98th. 99th, 10200 and 103rd Reporta with minor aJ1'leQd-
mGltlJ.modificatiODS. The Committee also" approved some amendmcDtll 
modiftcations arising out of factual verification by Audit. 

Theameodmentslmodifioations made in the draft 102nd R.epool 
:.,... ~te  in Annexure. 

The Committee then adjourned 

S9 



M/NUUBE I 
(JIWf Part n of the Report) 

ModitlcatioDi/ameDClmenta a.cIe by the Public Account. Committee in the draft J02ad 
Ileport 011 Para 9 olC&AG'. AdnDoe Report for the year 1979-80 (R.ail_Yl) reJatiq t. 
OIdttaranjan Loco1QOtive Worb-Suri TramImiIIlon and revening JUt boxu for dill. 

ahuntcn 

'ale Para Lin;! AlaeDdmeDta 

20 1.17 U Jum 'wu RI. 9%15' P 'tlUI 1leacIiq' 

33 1.41 29 RrrIIJ 'indica' fw 'kadicatel' 

39 1.46 13 RMrd 'completely' .for 'eomp1edn,' 

44 1.51 5 RIIMl 'durlzag' ftlr <doing' 

46 1.54 10 RIIIIl 'increuel' /tIr 'iDCl'ellied' 

50 1.56 6 '!ru.rI 'in' qftIr 'to order' 

" 1.58 18 'excluded' for 'taken into account.' 

19 IWIItl 'bad kept' for 'keep!' 

55 1.60 9-10 RMItI "RailWl!-YI failed to pemtade the ftrm to accept 
IUCb .,..,anabJc demand.'.for '&1m did not. ~ 
e¥en • very reaeoabJe demand of the RaUwa,I . 

5'1 162 9 ....., .,.' .,., 'dctrmine ho'-
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re
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re
pr
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 p
ra
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 r
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 c
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i
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b
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re
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c
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.
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e
me
nt
 
of
 
pr
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b
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 f
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 m
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c
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c
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b
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 f
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 m
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 c
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