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INTRODUCTION 

I, the Chairman of the PubH: Accounts Committee, as authorised by 
tbe Committee, do present on their behalf this Forty Fifth Report on 
Paragraph 25 of the Rcpon of t[-:c Comptroller and Auditor General of 
India for the year 1978-79-U;~io:t Government (Railways) relating to 
Wheel and Axle P1ant. 

2. This Report deals <Yith t~1e setting up by Railways of the Wheel 
and Axle Plant at Bangalnre. The Committee have observed that from 
the very beginning the planning of the Wheel and Axle Plant was not 
done with adequate care ~1nd !n sufficient details. There was complete 
absence of seriousness and coodimtion among the concerned Ministries, 
which according to the Committ~e WJS J very serious matter. The Com-
mittee have :1ho nbservcd th::1t th·e dr~by of about 7 years in final clear~mce 
of the project has pushed up th·~ co~t estimates of the project from Rs. 
38.39 crorcs to Rs. 129.65 cro.r~'. The Committee have urged that all out 
efforts should be made to ocmp!~:;:: the pro_ject within the revised stipula-
ted period i.e. ry June. 1982. 

3. Thl' Repon of the Comptr.J[[er and Auditor General of India for 
the year 197R-79 - Union Go\'crnrnent (Railways) was laid on the Table 
of the House on 19 March. 1980. The Committee (1980-81) examin-
ed paragraph 25 at their sittings held ~n 3 and 29 December. 19RO. The 
Committee considered and finalised the Report at their sitting held on 21 
April, 1981. Minutes of the sittings form Part II* of the Report. 

4. For reference facility and convenience. the observations and ro?com-
rnendations of the Committee h:n ~ hc·en printed in thick type in the ~ody 
ot the Report ;.tnd have also been r~rroduced in a consolidated form in Ap-
pendix to the Report. 

5. The Committee would like to express their thanks to the Officers 
of the Ministry of Railways (Railway Board) for the coope-ration ex-
tended by them in giving information to the Committee. 

*Not printed. (One cyclostyled copy laid on the Table of the 
·Hause and five copies placed in Parliament Library). 

(\') 



(vi) 

6. The Committee also place on record their appreciation of the as-· 
eiltance rendered to them in the matter by the Office of the Comptroller 
and Auditor Oe'ncnl of India. 

NEw I>Euu; 
22 April. 1981 
2 V aiSQkha, 1903 . (S) 

CHANDRAJIT YADA V, 
Chairman, 

Public Accounts Committee 



REPORT 

WHEEL AND AXLE PLANT 

Estra expenditure due to incorrect assessment of earthwork 

Audit Paragraph 

1.1. The Ministry of Railways (Railway Board) entered (April 1974)' 
into a collaboration agreement with a foreign firm for setting up a factory 
to manufacture wheels at Yelahanka (Bengalore). The factory was also 
to manufacture axles for which, however, no collaboration was envisaged. 
As per the terms of the agreement, the collaborator submitted (August 
1974) a preliminary layout of the factory. The Railway Administration 
prepared a final layout (in East-West direction) for the factory in January 
1975. On the basis of this layout tenders for earthwork levelling and' 
forming bank etc. on the site (in East-West direction) were invited in 
March 1975. The work (value: Rs. 28.59 lakhs) was awarded in Septem-
ber 1975 to contractor 'A' at 29 per cent above the basic schedule of rates, 
with stipulated completion date as 19th August 1976. The contractor 
was permitted to commence the work on 4th October 1975, before the 
formal agreement was executed (November 1 975). 

1.2. The contract provided for the following quantities of earthwork: 

·-. -----------
Description of work 

1. Earthwork excavation in all kinds of soils 
including soft rock (for lead of 400 m 

Quantity 

withtwolifts.) . 6.20 lakhs cum 

2. Earthwork exacavation in hard rock 
(for lead of 400 m with two lifts) . 6oo cum 

Rate 

Rs. 45 ·92 per 10 cum 

Rs. 172.86 per 10 
cum 

--------·---·-·-·-------·-- ·- -·----· ----·--- --· -----

1.3. The tenders had been advised in their own interest to inspect 
the site and ascertain the site conditions etc. before tendering. The con-
tract also provided that the quantities of work indicated were tentative 
and approximate and we.re liable to variations and any extra claim from 
the contractor on this account would not be entertained under any circum-
stances. 

1.4. In the meantime in April 1975 (after the tenders were invited 
in March 1975 but before the work was awarded in September 1975) 
the Railway Administration decided to change the layout from East-West 
to North-South direction, as this revised layout had the advantage of· 
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better facilities for yard operation and availability of more area for future 
expansion of the factory. It was also decided that the revised layout in 
the North-South direction should be got cleared by the collaborator, before 
field works were started based on the revised layout. 1t was indicated 
that the comparative costs of earthwork in levelling between the two lay-
outs were more or less the same. The revised layout in North-South 
direction was referred to the collaborator in October 1975. However, the 
Railway Administration did not wait for the forma] approval of the col-
laborator to the revised layout, as no changes of any major character 
were expected to be made by the collaborator. 

1.5. The quantity of earthwork as per the revised 1ayout in North-
South direction was assessed before awarding the contract in September 
1975, as follows:-

------ .. - --- -----

As per tender 
Schedule 

Revised 
quantity 

----·· ·------- ----·· -----~--···---------------. 
Earth work exca,·at ion in all kinds of soils. 

Earthwork excavation in hard rock 

6 . 20 lakhs cum 

6oo cum 

5 .go lakhs cum 

6ooo cum 

------- ----·····--·------------
The lead in the revised layout increased from 400 m to 495 m. 

1.6. The agreement entered into with the contractor in November 1975, 
did not provide for quantities as a'Ssessed above for the- revised layout, 
bur as orginally assessed and notified in the tender with East-Wec;t layout. 

1.7. In February 1977, the contractor claimed compensation by way 
of increased rate at 150 per cent over the contracted rates on account of 
the increase in lead from 400 m to 495 m and also due to taxing condi-
tii.'n': ~md situations not anticipated at the time of tendering, and at 450 
per cent over the contracted rate for the increased quantity of earthwork 
in hard rock beyond the 125 per cent of the tendered quantity. 

1.8. After negotiations with the contractor, the Railway Adminis-tra-
tion revised (September 1977) the rates, as fo11ows: 
------- -----· -------~--- ---- --------------·--··--· ---·-· 

A'i per Claim~d N f~gotiat('(l 
contract 

-------------------------------

I. E·\l'thwork in soil induding soft ruck 

2 0 4 
------ -------------·------

Rs. 45 ·92 R~. 165 
per 10 pt"r 10 
cum cum 

Rs. 45' 92 per 10 
cum (for 4 ·4 lakhs 
cum) and Rs. 1~0 
pf'r 10 cum (for 
1 ·4 lakhs cum be-
yond the lead 
400 m) 



r 
~· 

--- ----~ -- ·-.... 
2 3 4 

2. Earthwork in hard rock. R.s. 172.86 R~. HO~i Rs. 172 .86 per 
cum for 750 cum 
and Rs. 417 per 
10 cum for ls:.!:,o 
cum. 

per 10 per 10 
cum Cllllt 

1.9. Consequently, the value o.' contract in;;reased from Rs. 28.58 
lakhs to Rs. 40.-~ lakhs. ]f the quantities had been revised and the in-
·creased lead indi;;:ted before the award of the contract, the Railway Ad-
ministration could have saved extra expenditure up1o Rs. 8.26 lakhs. 

1.1 0. As further excavation was carried out, more rock out-crops were 
exposed and the earthwork excavation in hard rock was further revised 
(July 1979) from 6,000 cum to 11.500 cum. The contratcor claimed 
(September 1978) a higher rate or Rs. 990 per I 0 cum, as against the 
negotiated rate of Rs. 417 per 10 cum (September 1977) for the entire 
excess quantity over and above 6000 cum provided in the revised agree-
ment. This claim is still (November I 979) under consideration of the 
Railway Administration. 

1.11. The Administration o,takd (July I 978/S~;!ptember 1979) as 
:follows: 

(i) The o~·i,!inal qt:l'mtity had been estimated on the basis of out-
crops of rocks and their slopes <1nd that a more accurate assess-
ment wo:.~ld have involved heavy e'\penditu:·e on trial boring. 

(ii) Sin~e the contract;_)r was not prepared to extend the validity 
of his tender beyond 30'h September 1975 and further in 
view of the fact that the most aJvanta;e(\Lh rat:s had been 
received by the Administration from this contractor. i' was 
not considered prudent to wait any lcmger. and the work was 
accordingly. awarded to this cont:actN in September 1975. 

(iii) Keeping in view that th~ diil~ren·:e ·:n th·~ total quantity taken 
together (the earthwork in hard ro:k and other than hard rock) 
was a reduction of 34,600 cum, it was not considered neces-
sary to revise the quantities in the contract. 

· (iv) Sin:e the contractor's claim in September 1977 for hi\!hcr rates 
would have be:en sustainable in a court or law, it wa' -consi-
de:-ed prudent to settle hi" cbi"~ hy :1-:-~ 1thtions. 

r(v) They had obtained the maximum adv:mtat:!e by restricting the 
·payment at the increas':'d rate tn a quantity of 1.4 lakhs cum 
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only, instead of the entire qoontity of 5.8 lakhs cum claimed 
by the contractors. 

1.1 2. The following points require consideration: 

(1) Even though decision on the change in the layout of the 
factory had been taken by the Administration as early as in 
April 1975, and the quantity of earthwork as per revised lay-
out in North-South direction had also been assed before 
the award of the contract in September 1975, the agreement 
entered in~o by the Railway Administration with the contrac-
tor in November 1975 provided for quantities not as per revi-
sed layout, but as originally asses,ed and notified in the tender 
in March 1975 with East-West layout. 

(2) Even though the area of the site for excavation in hard rock 
was 15 acres only, the A,dministration had not made a de-
tailed survey of the soil conditions and instead, framed the 
estimates on the basis of surface conditions. The original 
assessment of earthwork in hard rock was not, therefore. pro-
perly done. There is no evidence that more realistic assess-
ment was not done due to the likelihood of heavy expenditure 
on trial boring. This led to the revision of quantity of hard 
rock excavation from the originally assessed quantity from 
600 cum to 6.000 cum (September 1977) and subsequently to 
11,500 cum (July 1979) i.e. an increase of 1.817 per cent over 
the original estimate. 

(3) There was failure on the pan of the Railway Administration 
to ascertain the increased lead from 400 m to 495 m in the 
revised layout. 

1.13. Failure to assess correctly, the earthwork involved, including the 
extra lead and rocks beneath the soil, resulted in extra expenditure upto 
Rs. 8.26 lakhs. This wiU increase further to Rs. 12.75 lakhs if higher 
rate for earthwork in hard rock has to be paid. as per the contratcor's claim 
of September 1978. 

[Paragraph 25 of the Report of the Comptroller and Auditor General 
of India for the year 1978-79-Union Government (Railways)] 

IDtroductory 

1.14. From the information made available to the Committee it is seen 
that in the middle of 1971, a preliminary Feasibility Report in connection 
with the setting up of the Wheel and Axle Plant was submitted to the 
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Railway Board oy Deputy Chief Mechanical Engineer, N.tE. Railway. ODj 
2 January, 1972 a Project Team consisting of CPO and Deputy CPO 
was in position in the Railway Board. On 3 February, 1972, the then 
:Minister of Railways in his budget speach for 1972-73 announced in 
Parliament the decision to set up a Wheel & Axle Plant in the following: 
wnrds: 

"Government of India has given a fresh impetus to the policy of 
self-sufficiency after the so-ca11ed foreign aid from certain 
powers stopped or threatened to be stopped. The Railways 
want to implement the policy in all earnestness. We propose 
to start two new projects to manufacture wheels and axles and 
traction g;:~w;. Our requirements of wheels and axles are only 
met in part cJY indi~enous production and we were purchasing 
the rest from foreign countries costing Rs. 5.8 crores a year. 
Requirement :J wheels and axles is growing. The proposed 
plant wiH be Jnc more Railway production Vnit and will pro-
duce approx.i~ately 20.000 wheels-sets and 25,000 loose 
wheels per year making the Railways virtua1ly self-sufficient.,.. 

1.15. By Jul). LI.J72. !h;:- Railways' propo;.;al foT ~ct~!ng up of a Wheel 
and Axk Plant wa.: dc.trcd by the Ministries of Industrial Development 
and Steel, Economic Secretaries' Committee and the Planning Commis-
~lmJ. The propo:o;al fu.· the collaboration arrangement was approved by 
the Forei!!n Investment B .. lard in October, 1973 and bv the end of 1973 

~ . . 
the investment deci,i,m h.td also been taken. A token provision of 
R~. 1,000 w~1s ma-.:: thr •ugh supplementary Demands for Grants in the 
Railway Budget for 1973- '7 ~. The reasons for setting up of Wheel and 
r\vle Plant at Yelahank~~ :ts given in the Supplementary Demands for 
Grants were as under:-

"Railway's requirements of wheels and axles are practically met 
by Hindustan Steel Durgapur and Tata Iron and Steel Com-
pany. Indigen(lus production being insufficient Railways im-
port 40 to 50 per cent of wheels. axles and tyres, costing 
about Rs. 6 to 7 crores per annum. It is, therefore. pro-
posed to set up a public sector Wheel and Axle Plant under 
the Railway Administration to supplement capacity in Durga-
pur and TlSCO Railway's proposed Wheel and Axle Plant 
will have cap:1city to manufacture 22.000 Wheel sets and 
26,000 loose wheels per annum. 

The ovcratt investment on the plant is estimated at Rs. 21.0 crores 
-Rs. 6.7 crores ,for the Wheel Unit Rs. 8.0 crores for the 
Axle Unit and Rs. 6.3 crores for land /construction cost. With 
a view to developing a specialised casting technology for the 
manufacture of wheels and for an integrated engineering for 



axle unit, it is proposed to have foreign collaboration also 
on this project for which negotiations are being processed. 

The project Evaluation reveals that the Plant is viable and finan-
cially justified. Besides, a recurring net annual saving of 
about Rs. 8 crores in foreign exchange would be possible when 
the plant capacity is achieved. As the final decision to set 
up the Plant has been reached recently, the Proje:::t could not 
be included either in Budget of 1973-74 or ln SupplementaJy 
Demands presented in August. 1973. 

Jn asking for 'token' provision, the Publk Accounts Committee's 
recommendations that the initial provision should be restric1ed 
to 'token' amount which could be increased later, if neces-
sary, through further supplementary demands, when a fuJler 
picture of the a:::tual requirements under this demand becomes 
available towards the close of the year, have been kept in 
view.'' 

1.16. The Ministry of R:.til\\ays (Railw~y Board) approved the setting 
up of \Vheel and Axle Plant on 16 August. 1974 on an urf!ency certific:1~e 

for Rs. 1.35 crores. Jn this there wa~ pr~c"'' ision of Rs. 50 lakhs tow~rds 
preliminary survey. 'Site levelling, drains, !'!aff quarters etc. 

1.17. The Abstract Estimate for 1he Wheel arid Axle Project prepared 
·by the Rai!wav Board in .Tunc. 1975 i':"·T afia gwc the f~J]!o,,i:~g _iLr-' ·ti-
cation for the seaing up of a new plant: 

·'Apart from the heavy drain of foreign exchan~!:: the c: . .:..: of im-
ported wheel set i'> roughly three and a half times the cc1st nf 
indigenous wheel set and piices arc rising in world markels. 
Ro11ing stock holdings are continuously incrc~sing on add:-
tional- account. Finan-cing of wh~el imports and dcbys in 
supplies from abroad have also adversely affected wagon p·o-
duction and rolling stock maintenance from time to time. 

It is in this context that the Railway Board. in mid-1971, felt the 
necessity of seriously considering setting up another Wheel & 
Axle Plant. Bein!! a major projects, it was necessary to make 
a preliminary feasibility study of the existing situation, antici-
pated requirements and the implications (both physical and 
financial) of such a project."'' 

1.18. The Mini<;trv of Rai],•·::J.vs have stated that when discuc;sions were 
·held bv the Rllih::Jv Roarrl with the Planning Commi"Sc;ion in December, 
1975 reg-arding Railways' Annu<~.l Plan, 1976-77, Planni·ng Commissicn 
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suggested that a .re-appraisal of the project should be carried out in view 
of the rising trend of the output from Durgapur. Planning Commission's 
re-appraisal of the project was completed in April, 1977. In their re-
appraisal, they recommended approval of only the Wheel Unit imm~diJtely 
and deferring the Axle Unit by two years. 

1.19. The financing of the project was proposed to the World Bank dur· 
ing their visit in 1977 in consultation with the PlanniniY Commission and ::> 

Mini'itry of Finance. IDA Mission, in January. 1978, examined in depth 
Railways' proposal for setting up the Wheel & Axle Plant and agreed 
to finance the project except Civil Engineering Works, to the tune of 
$38 million on soft Joan basis. According to the Railway Board IDA 
Mis;ion were of the view that the Axle Unit of the Project should not be 
deferred but could be taken up simultaneously with the Wheel l.J!'li ~ so 
that construction and gestation period could be compressed to rcdL't~C over-
heads as also to avoid escalation of costs of the project at a later stage. 

1.20. The L•1:~:1,:: ;-,1;ili.;:cr in !l reference to Minister for Railways 
dateJ 22-4-1977 had in the meanwhile desired th:~t the necessity of putting 
up a separate Wheel and Axle Plant at Yelahanka in the context of opti-
mal use (1f production from Durgapur Steel Plant (DSP) and jt:, capa-city 
be rc~onsider~d. The Mini"Ster Of Railways reiterated the need for setting 
up the R:1ilway Wheel and Axle Plant. as there would be a very sizeable 
gap even after DSP's capacity was fully utilised. The Miinster of Finance 
fin<1J:y agr;;?~d h1 the Railv, ;::y's proposal in October. 1977. 

1.21. The question of Railways .<.ctting up a Wheel & Axle Plant was 
then discussed by the Cabinet in February 1978 and it was decided that 
o:l Cabinet sub-committee comprising of Finance Minisler, Railway Minis-
ter, Minister for Steel & Mines and the Deputy Chairman, Planning Com-
mission should examine whether a new wheel and axle plant was at all 
neces~ary and in doing so, should go into the question Of full utilisation 
of capacity of Durgapur Wheel & Axle Plant. The Cabinet Sub-Committee 
.finally approved the proposal of Railways setting up the Wheel & Axle 
Plant in M:1y, 1978. 

1.22. The abstract estimate for the project prepared in June. 1975 
~t Rs. 38.6-~ crores was sanctioned by the Board in November, 1977. 
Ac~ording !·) the Railway Board the time la!! in sanctioning the estimate 
was due to uncert::~inty in the clear:.lllce of the project. A general engi-
neering team consistin!.! or 4 Officers and 3 supervisors was deputed to 
Grifin in USA in August 1978. They returned in Feb./April. 1979. On 
~heir return a detailed lay-ol1t f~ the Wheel Unit was finalised and speci-

fkat:ans for machinery and plant drawn up. A number of c•ntracts were 
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. 'Biso illalised. In this process it became evident that tb.e total cost of 
the Wheel and Axle Plant will go up. A.ccordingly a revised estimate 

.amounting to R-s. 129.65 crores was prepared in October, 1980 with the 
following break-up:-

Civil Engineering 

Mechanical 

Electrical 
Signal 

Total 

R~. 2i. 16 Crore~ 

Rs. go.81 

Rs. 10.73 
Rs. 0-95 

, 

" " 

. Rs. 129.65 crores 

·The estimate is stated to be under scrutiny in Railway Board. 

1.23. The break-up of expenditure incurred and anticipated on the 
project is indicated below: 

Expt'nditurt" incured upto . 

Anticipated expenditure 

Projected expenditure 

for 

Sanction of the Project 

To raJ 

. 31·3-80 Rs. g.15 crores 

8o-8x 

81-82 

82-83 

83-84 

84-85 

Rs. 17.42 

Rs. 49.00 

Rs. 43 ·25 

Rs. 8.88 

Rs. 1 ·95 

" 

" 
, 

Rs. 1 29 • 65 crorc:• 

1.24. During evidence 'before the Committee the Member, Mechanical 
stated that the Wheel and Axle Plant was finally sanctioned by the Plan-
ning Commission and the Cabinet in 1978. The Committee enquired how 
the colJaboration agreement with M/s. Amsted Industries International 
was signed for manufacture of wheels in April 197 4 even though the pro-
ject had not been finally cleared by the Planning CommissiOn or the Cabi-

. net. The Member (Mechanica1) deposed: 

"Earlier, the collaboration was for the technical know-how for 
manufacture of wheels by a special process called the vertical 
cast steel process. The sanction of the Ministry was taken 
fo.r entering into this collaboration." 
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He added: 

The plant was at the project stage for a number of years. The maia 
reason was that there was a little doubt in the Planning Com· 
mission and the Ministry of Steel as to whether the capacity 
Of Durgapur plant wiU be adequate for meeting the Railway 
requirements.'' 

1.25. Giving details of the work done between April 1974, when the 
collaboration agreement was signed and 1978 when the project was final-
ly cleared by the Planning Commi'Ssion and the Cabinet, the Member 
(Engineering) stated during evidence: 

"In April, 1974, the collaboration agreement was entered into 
with a USA fi.rm for the wheel shop at Bangalore. In July, 
1974, the collaborators submitted a general lay~ut plan for 
us and, in August, 1974, we started a full project office at 
Bangalore and an urgency certificate was sanctioned by the 
Board for Rs. I .35 crores Olbt of which Rs. 50 Iakhs were 
earmarked for works. like, survey at the site for levelling the 
ground, preliminary arrangements, quarters etc. In Novem-
ber, 1974 we started taking over the land from the Karnataka 
Government. In January, 1975, the preparation for the inter 
se lay out of the various shops and machinery was made out. 
At that time, the preliminary Jay-out was made for east-west 
alignment because the ground was sloping from south to north. 
It was thought that to make the best use of the ground. there 
should be east-west lay out alon~ the slope of the bank, so 
that the foundations cot11ld be laid to the minimum. Then, 
we c6ntoured the ground, took the levels, found out the quan· 
tities of cutting and the cutting of the earth was to be used 
for filling up the low-lying area so that the entire area could 
be levelled. This quantity was assessed and the tender was 
called for in March. 1975." 

1.26. The Chairman asked whether before entering into a collaboration 
agreement or tendering for earth work a total plan of the project hal 
clearJy emerged. To this the Member (Mechanical) replied: 

"Yes Sir. The total picture was this. Soon after the collabora-
tion Agreement was signed with Amstead we were able to 
get the lay-out of the plant. the approximate cost was worked 
out, an abstract estimate was prepared for Rs. 38 crores .•• 
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lt was anticipated that the plant would be ready in three 'io four 
years as soon as 'go' wa'S given.'' 

He added: 

'"The delay was in the clearance from the Planning Commission. 
In fact only when the World Bank came and said that the plant 
was financially justified, in early 1978, we got the final clear-
ance from the Planning Commission and the Ministry of Steel. 
A committee had ::~e:~ ~.;· .~ointed by the Prime Minister con-
sisting of the Finance Minister~ the Railway Minister and the 
Minister for Steel; they met some time in May, 1978 and gave 
the final okay to go ahead with the plant. The Railways were· 
spending large sums of nwney importing wheels and axles. 
Some indication had been gi,·en by the Planning Commission 
that the plan would be ag;ccd to and, therefore, the Railways 
had done this advance planning.·· 

1.27. It is seen that the o: igin:.d an r:cipatcd cast of 'setting up of Wheel 
and Axle Plant at Yelahanka' was R:-.. 38.39 crores. The iatest estimated 
cost .i~ Rs. 129.65 crores. As to the rca~ons for this 'Steep increase in 
cost, the Chairman. Railway Board ha~ qated in evidence: 

··Basically, it is the infla-tion of the 70s. All hinged on oil and 
the Israeli war, when the 'Scene changed suddenly. Since then 
we have had to face the world trend. The cost of oil has gone 
up from 2 dollars per barrel to 32 dollers and in the spot 
market it is even more. This is an important phenomenon."· 

Out of the total increase which has taken place, about Rs. 65 crores. 
is on account of general world-vide escalation in prices and 
the balance due to our havin~ expanded the scope of the pro-
ject. Instead of doubling the capacity at a much higher cost 
at a later stage, the expert comn1ittee ·advised us to have sucb 
investment in the beginning it-.elf. because that would be much 
more beneficial in the long mn. ·· 

The Member (Mechanical) elabonJtcd on this as under:-

"The question pertains to the increase in cost from Rs. 38.64 crores 
in 1975, when the estimate was prepared, to the present cost, 
which is Rs. 129.65 crores in September this year. We have 
tried to quantify this in two elements--one is the increase on 
account of escalation due to price increase and the other is 
increase due to deliberate modification in the planning for 
the project. This quantification leads to the figure of about 
Rs. 28 crores due to imprm:ements and modifications and the 
balance Rs. 62.9 crores on account of escalation. 
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So far as the modifications are concerned, when we first prepared' 
the project report, we planned for 70,000 wheel'S for the wheeL 
shaft and 23,000 for axle shaft. When the World Bank team 
came, they insisted that we should provide for expansion so· 
that we could double the capacity at a later date which we did. 
This was also out thinking. After the project has been finally· 
sanctioned by the Cabinet, the engineering team came to under-
stand that if provision was made in the existing wheel shop, 
leaving certain space for balancing equipment to be provided 
at a later date. no dupUcation of capacity would be necessary 
·by providing duplicate wheel shop. Accordingly, the wheel 
shop which is now being constructed, has provision for expan-
sion to come up to a production of 100,000 wheels per annum 
from 70,000 wheels which wa'S planned earlier. This involves. 
the lengthening of the shop itself, the provision of longer con-
veyor system and provision of space for additional plants to 
be installed at a later date, provision of normalising furnace-
the furnaces which we install now are of a small size and, later 
on, when we go to 100,000 wh~els we have to replace it 
totally-the cost of which would have become totally infruc-
tuous. So, we have put a larger sized furnace right from the 
beginning. These mainly were the reasons for the modification, 
which brought about an increase of Rs. 25 crores in the cost. 

1.28. Referring to the escalation'S in the cost of the Plant, the Member 
(Mechanical) stated: 

"The first reason is the increase in oil prices, from 2 dollars a 
ba!'rel to the present 32 dollars, which is reflected in the escala-
tion cost. In addition, the customs duty has been revised' 
from 1975. It has gone up from 30 to 40 per cent. This has · 
increased the cost of the project by another Rs. 10 crores. 

Thirdly, we have not originally planned for fixed price contracts .. 
We were assuming that the price would be as on the date of 
the order. Under the revised thinking, we thought it better· 
to have fixed price contract 'SO that we would not be burden-
ed with escalations. If we are to provide for escalations, the 
prices would go up further by the time the delivery is made. 

Fourthly, we have put in a performance guarantee. The nor-· 
mal type of perforamnce guarantee, which we have put in is 
very rigid, because it is a very sophisticated plant. Naturally·· 
this has added to the costs. 

344 LS--2. ,I 
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Finally, so far as the axle 'Shop is concerned, our original esHmate 
was based upon quotations available from a Czech collaborator. 
In some of these East European countries we have reason to 
believe, though we cannot be absolutely sure, they sometimes 
under-value their prices. Since at that time thi'S was the only 
offer we had, we assumed tha~ the machinery would be im· 
ported from Czechoslovakia.'' 

He added: 
"As it happened, the Czechoslovakian offers did not materialise 

as they did not give us the requisite guarantees that we want-
ed. Finally, we placed the order on HMT throu,gh their col-
laborators in USA. This has led to an increa'Se of 5 crores. 
Further, originally we had planned furnaces in the plant based 
on oil. Later on, we felt it necessary to chanr.e it. We are 
now going in for electrical heating. Therefore, the sub-sta-
tions etc. which need to be provided are capital investment. 
In the long run it would be cheaper, but it h:~s resuHed in an 
additional cost of Rs. 5 crores. Then, in 1975 we had been 
given an assurance by the State Government that the provision 
of power would be adequate and we had assumed that we 
would get the full power. Later on we felt it neceisary to 
provide for a stand-by diesel generator. If for any reason 
the power is out down, the entire furnace lining would get 
destroyed and the furnace would remain unutilised for a long 
time. Thi'S would cost Rs. 1.6 crores additional. 

In additional to this, the prices have certainly gone up because of 
the general escalation.'' 

1 .29. 1t is seen that the wheel and Axle Plant was conceived in Railway 
Board in 1971 but the project was actually sanctioned by the Ministry of 
Finance in 1977. A,sked whether the delay in sanctioning the project had 
affe:ted its total cost and was not the delay avoidable, the Railway Board 

:have stated: 
"The delay of the project has ·affected the total cost of the project 

as there has been continuous inflation as a result of hike in 
the petroleum products regularly which in turn has caU'Sed a 
steep price escalation all round the world. The Railway Minis-
try could not go ahead with the project. As other Ministries 
were involved, the Planning Commision had to review the 
project which was only possible when Sondhi Committee 
Report was received. Subsequently, the is'Suc was re-opened 
by Ministry of Finance and the clearance of the Cabinet Sub-
Commi~tee had to be obtained before the project could be 
progressed." 
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1.30. During evidence the Member (Mechanical) stated that the delay 
\n sanctioning of the project by the Finance Ministry was responsible for 
·1;Duch of the escalation. He, however, added: 

"The return on capital that we have now estimated on the revised 
estimate of Rs. 129 crores comes to 17 per cent. This is 
because the prices of the finished products are also going up. 
No doubt, the capital investment is very large, our return on 
the investment continues to be substantial, beyond the limit 
of 10 per cent which we fixed for ourselves." 

'The Chairman, Railway Board, added: 

·":rhis 17 per cent return is being calculated on the current day 
prices of wheels and axles and not on the price level that will 
obtain in June, 1982 and we should image that the return on 
the capital will even be more than 17 per cent at that sta:;e." 

1.31. ln regard to the actual progress made in the construction of the 
·plant, the General Manager of the Wheel and Axle Plant stated in evi-
dence: 

•'When I took over, which was in May, 1980, the works in progress 
were the buildings for the Metallurgical Laboratory, Mainte-
nance workshop for the electrical and mechanical equipment, 
the stores and the water tanks for the colony. Before I came, 
the works were in different stages of construction. About 32 
units of staff quarters, the compound wall and some of the 
plans for the main shops had already been completed. The 
detailed planning of the lay out of the factory wa'S also in 
progress and only the final touches had to be given. After 
I took over, Sir, whe had proceeded with further placement 
of orders for the machinery. Even before I took over orders 
had been placed for some items of machinery for the machani-
cal and electrical equipment. After I took over further orders 
were placed and as on date we have placed orders for equip-
ment worth almost Rs. 75 crores, part of which has to be im-
ported and the rest has to be procured loca1ly. As far as the 
'Civil engineering works are concerned, we had to plan for the 
remaining items, including inviting tenders. Tenders had been 
invited just before I took over, for the civil engineering struc-
·.ture of the wheel shop.'' 

'"A,nd for the rest of the works in the Plant tenders have not yet 
been i'llvited. We will be inviting tenders within the next 
few weeks.'' 
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He added: 

"Then Sir, regarding the target date, when 1 took over, the target: 
date wliich was fixed for this project was March, 1982, at that 
stage. But taking into account the current position, we were 
reviewing the target date from time to time. The target fixed 
for the wheel plant now is June, 19"82. As far as the axle· 
unit is concerned, the target is June 1983; one year from the 
production of the wheels." 

1.32. Subsequently, in a written note, furnished at the instance of the 
Committee, the Railway Board have stated: 

"Orders for 83 per cent of the equipment for the Wheel Shop 
have already been placed. Tenders for 9 per cent of the 
equipment have been called. Tenders for 8 per cent of the · 
equipment being short lead items have yet to be called. 

In respect of Civil Engineering Works, Stores building has already 
been completed. Works for electrical and mechanical main-· 
tenarice shop and Metallurgical Laboratory are well in hand. 
Tenders for Wheel Shop have already been finalised and the 
work shall commence by end of this month. Tenders for 
Axle and Assembly shops are being called. Works connect-
ed with Main Power Receiving Station are expected to be 
completed in 3 months' time. Tenders for Sub and Unit 
stations have already been awarded. 

Wheel Shop is expected to commence production by June "82 and 
Axle Shop by June '83." 

1.33. When a Study Group of the Committee visited the plant site in 
October, 1980 the Wheel & Axle Plant Administration informed the Study 
Group that General Manager and Chief Engineer ( Constn.), Southern 
Railway was incharge of the Civil Engineering Works of the Wheel and 
Axle Plant when the layout of the wheel unit was submitted by the colla~ · 
borators. At that time there was no separate post of General Manager 
or Chief Engineer for Wheel and Axle Plant. The Study Group was in-
formed that a full time General Manager and Chief Engineer were appoint·· 
ed only in 1978. 

1.34. Explaining the reasons why a General Manager for the plant waS:· 
appointed as late as in 1978, the Chairman, Railway Board, stated iJf 
evidence: 

"When we plan the work of any project, it has to be done centrally 
in collaboration with the Railway Board and the Officer on 
Special Duty is appointed. That is what we normally do for 
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all the projects. An Officer on Special Duty in the Railway 
Board was appointed for this Project. Even in other projects, 
initially activities are mainly co-ordination and co-ordination 
is required to be done at Delhi itself before we can do field 
work. We have a man-General Manager, at Bangalore. 
We will be able to make much less progress at the initial stage 
than would be the case if we have an Officer on Special Duty. 

The second stage comes up for any project-the activity to begin 
with is basically Civil Engineering activity and not co-ordinat-
ing activity which can again be co-ordinated in the Board. 
Civil Engineering activity was entrusted to the General Mana-
ger (Construction), Southern Railway who was already there. 
Second stage came-from O.S.D. to General Manager (Cons-
truction) because basically the thing was to construct came 
i.e. ordering machinery, plant and technical details had to be 
worked out. At that stage we did have a man. Even in 
Chittaran.ian Locomotive Works, the first person posted was 
a Civil Engineer and not a Mechanical Engineer. S/Shri 
P. C. Mukher.iee and Karnail Singh were there whose names 
can be mentioned. This is the normal practice which, for 
valid reasons, is adopted." 

He added: 

"For all the projects when they are in the nascent stage, they 
have to have very close co-ordination with the Railway 
Ministry." 

1.35. In a note subsequently furnished at the instance of the Com-
1mittee, the Railway Board have stated: 

"In case of large projects it is the usual practice to set up a nucleus 
organisation in the Railway Board's Office in the intitial stages, 
so as to keep liaison with various agencies and accordingly, 
it was decided to set up a Project Team in the Railway Board's 
Office to carry out detailed studies and initiate steps for set-
ting up the Plant. This Project Team consisting of a Chief 
Project Officer and a Deputy Chief Project Officer came into 
position in January, 1972 and carried out wide ranging stu-
dies. The team visited Europe, U.S.A. and Canada from 
24-1 0-72 to 4-1 . 73 to study and evaluate the latest techno-
logy, equipment and process. They finalised the project re-
·port in April, 1973." 
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1.3,6. The Railway Board further stated: 

"The work bad been included in 1973-74 budget thrQugh supple ..... 
mentary demand for grants. With a view to progress the.. 
works in the field the civil engineering works were placed 
under the control of General Manager (Construction), Ban ga-
lore who had the necess-ary infra-structure to execute such 
works. To enable him to take up these works such. as levelling_ 
of the ground, water supply, approach road, etc. an urgency 
certificate was sanctioned in August, 1974. To look after 
the mechanical and electrical works, an O.S.D. was positioned 
with headquarters at Bangalore in July, 1975. The estimat-
ed cost of the project in 1975 was worked out as Rs. 38.64 
crores and the anticipated date for completion for both wheel 
and axle units was envisaged as December, 1978." 

Extra expenditure due to incorrect assessment of the earth work 

1.37. It is seen that in April, 1974, Ministry of Railways (Railway 
Bo:.rd) entered into a collaboration agreement with M/s. Amstcd Indus-
tries International, USA for setting up the factory for the manufacture ot 
wheels. According to the terms and conditions of the agreement, the 
collaborators sent a preliminary layout plan of the wheel unit in July, 1974. 
Based on this preliminary layout plan, a tentative layout plan incorporat-
ing both the wheel and axle units was prepared in January, 1975 by Wheel 
and Axle Plant. This plan had the orientation of the shops in east-west 
direction. 

1.38. On the basis of the layout, open tenders were called in March, 
1975 for earth work for levelling of land and forming bank and cutting 
etc. on the site area. The work was awarded in September, 1975 to 
contractor 'A' (M/s. B. R. Chandrasekhara Iyer and Sons) with stipulat-
ed completion date as 19 August, 1976. According to the Audit Para-
graph the contractor was permitted to commence the work on 4 October, 
1975, before the formal agreement was executed in November, 1975. 

1.39. After the tender for the earth work had been called in March, 
1975 the Wheel & Axle Plan Administration also considered an alternate 
orientation in the north-south direction in April, 1975. The main reasons 
for considering the north-south orientation were: 

(a) it provided better facilities for yard operation. and 
(b) afforded greater availability of area for future exp:.l'lsion or 

the factory. 

While considering the revised orientation in the north-south direction, 
an assessment of the revised quantities of earthwork had been carried out-
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which indicated that there was no major variation in the estimated cost& 
and quanWies of earthwork as indicated in the tender (6.206 lakh cum). 

1.40. The Committee enquired on what basis was it indicated that the 
comparative costs of earthwork in levelling between the two layouts were 
more or less the same. In a note, the Railway Board have stated: 

"The assessment of comparative cost oi earthwork as made in 
April, 75 was based on the levels of the existing ground. gen-
eral profile of cutting and the proposed shop and track levels. 
It was foUond that the estimated cost of earthwork in both the 
layouts was almost the same.'' 

1.41. The Committee desired to know whether the element of in-
c;ea~:ed lead in North-South layout was taken into account for comparative 
study of costs at this stage. The Committee also wanted to know if the ele-
mC'n~ of increased lead had been considered, how did the lead subsequent-
ly increased from 400 metres to 495 metres requiring an in::r~ase in the 
conll ;1dor's r:1te. In a note. the Railway Board have explained: 

"In April. 1975, when a decision was taken to ch::mgc the orienta-
tion of shops from cast-west to north-south, a rough assess-
ment of the quantities based on the proposed ~hop tloor }.::vels 
lnd been worked out and it had been assessed that the overall 
~u:mtities and costs would be the same. The element of in-
crea-;e in averaee lead conld not be dctermin.:d until the !!en-

~ ~ 

cr:.11 layout plan, block levels with details about ex,act loca-
tion of the shop:;;, shunting neck and ancillary buildings in 
the site (spread over an area of 33 a-cres) had bei!n finally ded-
d.:d which toJk place in the course or 1976. 

Even after the general layout plan had been appwved. th:: exact 
location of the variou·~ shops in 33 acre plant site to ensure 
smooth flow of raw materials and the finished product:;. in 
v.:trious shops with leal\! amount of technolo.·kal interfer~:1Ce­
::md also to ncrmit maximum fkxihility for expansion in 
future, involved meticulous planning as the plant makes es':! 
o" mo;;t advanced and sophisticated techno1ogv in the mana-
fncturing process. 

The location of shunting neck and the exact level 0f formation et:. 
was also to be decided. keeping in view the level at Yela-
hanka station and the shop floor level. so that best advantage 
is obtained in balancin~ the quantities of earthwork in ex-
cavation and in filling. 
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A final decision on all these issues in a major Project of this 
magnitude involves considerable amount of time as the rail-
ways had no previous experience in this man.ufacturing tech-
nology. As a result, final setouts of various shops supporting 
units and ancillary buildings, shunting neck other details etc·. 
~ould only be decided at site during the course of 1976. 

It was at this stage, after all the details of the scheme had been 
finalised and fixed at site that it became apparent that average 
lead for earthwork was likely to increase beyond 400 met-
res, assumed in the derived rate in the contract agreement.,. 

1.42. The Committee pointed out that the dimensions of the site for 
-earthwork were approximately 855 metres in North-South direction and 
only 362 metres in east-west direction. In reply to a question whether 
this did not obviously suggest that lead in North-South layout would be 
more in comparison to east-west layout i'IJ totality, the Railway Board 
have stated : 

" .... the general layout plan of the shops was finalised in the 
course of 1976. It was only after the final set out of various 
shops were given at site that it became known that the lead 
was likely to increase in the North-South layout." 

1.43. The Committee enquired how was the central point of the 
'Site afkcted by the change from east-west orientation ·to north-south lay-
·()Ut and if the central point did not undergo a change how the lead got 
.affected. The P.ailw3y Board have stated: 

"The position of centroids of cutting and bank depend upon the 
centre of gravity of the massearth work in cutting and bank 
which in turn has relevance to the topography of the ground. 
Centroids of cutting and filling have shifted because of the 
ch.mge in the oricn: ation from east-west to north-south.'' 

1.44. In reply to a question raised by the study group of the Com-
·mittee which visited the plant site on 6 October, 1980, the Wheel ~!ld 
,·;.\xle Plant Administration had explained: 

"The k:Jd js measured from ~he centroid of cutting to centroid of 
h:mk r.Jcng th':! shortest practicable route. From the balanc-
ing point (where there is no cutting or fi11ing) the quantities 
in cutting increase in one direction and the quantities in fill-
ing increase in the opposite direction. The average Jead from 
cutting in East-West direction to filling was just less than 400 
metres, When the layout was changed to North-South, the 
distance from the centroid of cutting to the centroid of filling 
·increased to nearly 495 metres. This is on account of the 
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longer length of shops and the shunting neck obtained in the 
North-South hiyout, (large quantities, almost 25 per cent of 
the total quantity, had to be filled in the low laying areas for 
forming the longer shunting neck essential for operation of 
the plant). Therefore, the distance from the centroid of 
cutting to centroid of filling in the north-south direction in-
creased." 

1.45. On bei,ng asked what was the significance of lead in the earth-
·work, ~he Whc~1 & Axle Plant Administration had informed th~! Study 
-Group that: 

"In the basic rates included in the tender an average lead of 400 
metres had been assumed and the tenderer was required to 
quote a p·~rrentage above or below the basic derive rate. 
For a lead of upto 400 metres average, normally earthwork 
by head load is practical. When the average lead increased 
beyond 400 metres, it is not practically possible to do the 
work manually and hence hiring of earth moving equipment 
for cutting and moving earth is essential." 

1.46. It was further clarified that: 

"The rate would be highe-r as hiring of equipmen: and its opera· 
tion is :1 costly dfair, involving very high overheads. There-
fore, if the increased lead had been known to the contr.1ctor 
before award of the contract, he would not have quott?d the 
same percentage as for 400 metres average lead. When the 
incidrl'ce of inc'"c2sed lead became known and the ~ontractor 

demC"~ndcd higher rate (Feb. 1977) the Railway negotiated a 
rate with the C(lntractor for a specified quantity identified as 
involving lead greater than 400 metres average."' 

1.47. The Audit para states that the quantity of earthwork as per 
·the revised layom in North-South direction was assessed before award:ng 
the contract in September, 1975 as follows:-

E·uthwork excavation in all kind-; of soils 

Earthwork excavation in hard rock . 
----· ··------·----· 

As per tender 
Schedule 

6 . 20 lakhs cum 

6oo cum 

Revised 
quantity 

5 .8o lakhs cum 

6ooo cum 
··-------·-------

1.48. The audit paragraph further states that even though decision 
. on the change in the layout of the factory had been taken by the Adminis-
tration &S early as in April, 1975 and the quanti~y of earthwork as per 
·revised layout in North-South direction had also been assessed before the 
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award of the contract in September, 1975, the agreement entered into 
by 1he Railway Administration with the Contractor in November, 1975 
provided for quantities not as per revised layout, but as originally assess-
ed and notified in the tender in March, 1975 with East-West layout. In 
this connection, the Railway Board have, in a note, stated : 

"The conceptual layout of the plant could be finally decided only 
after the return of the team of r:.1ilway officials from USA in 
November, 1975. The project authorities, thereafter pre-
pared the layout plan incorporating the various details ascer-
tained by the team. This conceptual plan could be approved 
only by January, 1976. Ewn after the finalisation of the 
general layout plan. :he exact location of the various slt:.1ps 
in the 33 acre plant site to ensure smooth flow of !"'1w mate-
rials and finished ~roducts. location of various ancillary struc-
tures, shunting neck in..:luding its length, etc. could be decided 
during the course of 1976. The revised quan'ity of earth-
work and the leJd could, therefore. be realistically :1scertaincd 
only in February, 1977 and. therefore during the course of 
earthwork and lead. therefore, could not ~ incorporat~d in 
the contract agreement which was executed in N'ovcmher. 
1975. 

Further. it is no• ~tdmissiblc to unila~eraP .· increase the qu:tn!Jttcs 
advertised i:l ~~ l~nd~r. after the rates have been quoted ry 
the tcnden·r:', at the stage of awarding the contr JL"t. The 
con ractor works out the rates on the quantities indi.:.11cd in 
tht tender schrdulc. '' 

1.49. The Committee desired to know what was exactly intended to be 
conveyed by the term, 'conceptual layout' as distinguished from the ]ayou' 
prepared in April, 1975, so far as the quantities of earthwork including 
lead, were concerned. In a note, the Railway Board have explained: 

"At the timt' of ~-~.sc;;•;ment of the quantities for cast-west and 
north-south layout~ in April, 1975, only a preliminary J;;,y-
out furnished by the collabora ors was available ba:;ed on 
Which the layout pht:'lS had been prepared f~~ C::tSt-WC'St :md 
north-south o:-ientation·s. Many details such as the ancill-
ary structures, overall dimensions of the shops inchtding 
sc<'pe for future exnar.sion and number of sidings h1 serve 
the shops were no: dear. The conceptual layout as pointed 
out by PAC was p~cpared only after two officers had lisitcd 
the colJaboratorS" works and discussed with them shop Jay-
out which enabled the administration to prepare a concept-
ual layout in J~nu~ry, 1976. In this conceptual layou·, the 
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shop floor levels, shunting neck and other sidings required to · 
serve the shops couid be included. Even after the pr~para-­
tion of the conceptual layout, in January, 1976, the qcest::on 
of Jead had not been assessed as the exact loca:ion on the 
various s'ilops in the 33 acre plant site to ensure smooth flew -
of raw materials and finished products, location of various · 
ancillary structures, shunting neck including its length etc., 
could be decided only during the course of 1976. The re-
vised quan ity of earth work and the lead could, thereftJre, be-
realistically ascertained only in February, 1977 and there-
after during !he course of the work.'' 

1.50 From the informatten made available to the Committee ir is 
seen that the layout in east-w~~~t direction was prepared in January, 1975. 
Tenders were invited in Match, 1975, specifying quantities of earthwork 
including lead on this basis. The layout was revised to north-south dir-
ection in April. 1975. A revised assessment of earthwork involved in the 
lavout on north-south busi'i, is st:otcd to have been made in September, 
1975 before the contrac·_ w~~s awarded. The agreement was execut~d in 
Ncve!ilbe.r, 1975. Fxplain:ng th~ reasons why the Railway Ad,ninistra-
tion did rut consider it necess:·ry to make any change in quantities of 
earth work etc. before executing the agreement with the contractor, the 
Railway Board have, in a note. st<:tcd : 

"Even though the cor.lpar<.~tive assessment of east-west .1:1J porth-
south layou ~ prep~;rcd in April. 1975 showed that the e~tima­

tcd cost of the two orientations was almost the same, it wuld 
not !end to the conclusion that the quanti:ies in the sub items 
of earthwork in ;1ll kinds of soil and excavation in !11d rock 
ai1d 1:::-:~d Viould be the same. This could be ascertain~d 0nly 
during the course of the work. The change in the qt!nntity 
Clf earthwork :herdorc, could not be incorporated in the 
contract agreement executed in November, 1975." 

1.51 In another 110tl'. the Railway Board have stated : 

"Having made a cnmp:,:-ative assessment of the quantities bctwe'en 
east-wes· and r;orth-s0uth layout in April, 1975 and finding 
that thz quantity w•:s more or less the same, need was not 
felt to revise the qu<mtities at the time of awarding the con-
·:rac~ (September, 19i5). It is relevant to ~o:nt out here 
that the revised quantities as brought out in sentence 16 of the 
para 25 f!f the C&A.G. (600 cum. of rock excavation) was 
not estimated in Sepfember, 1975 as this quantitv could be 
estimated only after th~· over-burden was removed· during the 
progress of the work and this assessment was made only in 
July, 1977. It was not considered prdudern to negotiate ·with-



the contractot at this stage (September, 1975) re-
garding the chan8e in orientation when there was already a 
rising tr~nd in Tende.r rates for si~ar works in and around 
Bangalore. Having ob:ained a most competitive rate and 
also as there was no major variation in the earth quantity, it 
was felt prudent to award the contract to the contractor and 
proceed wLh the work. 

Since the lowe~t tel)dercr did not agree to keep the offer .:>pen beyond 
: 30th September, 1975 there was no option !0 the Administration but to 
.award the contract to him at the tender rate. If the tender had been 

:cancelled and reinvited, the tender rates would have been very much 
. higher. . . . . . . It would not have been prudent to resort to re-tendcrjng 
as the total value of the work would have increased tremendously." 

1.52 I~ is ~een that first layout was prepared in east-west direction 
;. in January 1975. It was changed to north-south direction on the plea that 
, the later had the advantage of better facilities for yard operation, and 

availability of more area for future expansion of the factory. The Com-
. mittee wanted to know how such obvious factors were not kept in view 

while preparing the first layout itself. To this the RaHway Board have 
. replied: 

"The t:ast-west layout v.-as thought of as slope of :he hnd was 
north-south and, in such cases, fo.r having the foundations on 
original unfilled soil, the layout has to be .along the contour 
line. In t;1c process of continuous review, it was fdt that 
this advantage was less compared to the advantages that could 
be had in the north-south layout. Since the contract had not 
yet been awarded, opportunity was taken to have the layout 
which was more advantageous." 

1.53 The Audit para brings out that as further excavat;on was car-
. ciec! out. more rock e:u:-crops were exposed and the earth work exc1vation 
·· in hard rr,ck was further revised in July 1979 from 6,000 cum to 11,500 
cum. Asked how the increa~e in earth work excavation from 600 cum 

, .to J 1 ,500 cu~ was assessed, the Railway Board stated that the increase 
was a~se5.st:d on the b3~is of rock profiles as exposed during the progress 

. of the work. On heing pointed out tha: terrain near Bangalore was gen-

. erally rocky and therefore, the provision of 600 cum of hard rock for 
.earthwork in the initial planning was on the low side, the Railway Roard 

.)lave stated : 

"It is nN true to state 1hat the terrain near Bangalore is generally 
rocky. The asstssmrnt of 600 cum of hard rock 1nc1~Jded in 
the tender was made on the basis of visual inspection cf the 
is0lated rock outcrors distributed over the area. This csti-

-mation was more or Jess corrobora:'ed by the results of trial 
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bores conducted through the agency of Karnataka Agro Jn .. · 
dustries Corpofiation (Kamataka Government Undertaking}' 
in JuJy, 1975, These trial bores lead to an estimate of 60S'' 
cum o! hard rock, as per calculation below:--

Level at which hard rock met with 

Bore No. 12 - 106.73 ft. 

Bore No. 3 - gg.Bg ft. 

Proposed formation level 99 . oo ft. 
Average depth of hard rock excavation-

7 ·73+o.8g 
=4·31 ft. 

2 

Distance between bores 3 and 12 -127ft. 

For 200 ft. average length, 20 ft. average width 4. 31 ft. averag~ d!"pth 

Quantity ofhard rock=200X20X4-31= 17.220 eft. 

And 25 for other outcrops =4,305 eft. 

= 21,525 eft. or 6os cum. 

Thc~se trials bcres indicated that there were no continuous la~'er,_ 
of sheet rocks in this area and only isolated rock Nitcrops· 
were existing which were visibk to the eye. 

The rocky structures, however, got exposed progressively during the· 
course C•f the wcrk leading to increase in quantity of excava:ion in hcnd ~ 
rock. 

The quantit~ of rard rock which was fina1Jy measured works out to · 
11484 cum. This is less than 2 per cent of the total quantity nf earth- -
work.'' 

1.54 It hm. !J~:cn slated by :he Railway Board that assessment of-
600 cum of 1-Jarc.l JOck was n•adc on the basis of visual inspection of iso"' · 
lated reck outcrops dil;)tributcd over the arc:\, and that this Jsses:iment 
was also corroborated by the results of two trial bores conducted subse .. 
quently. The Committee :>!~ked whether such visual inspection !'Upported 
by just two trial bores was not it~dicative of inadequate survey. knowing 
that the a1 ea of the ~ite 0f excavation in hard rock was 33 a:::r~s. The 
Committee alsu cicsired to know the procedure generally followed by the 
Railway for dct.ermin;ng the extent of rocks in earthwork cxcavJti.Jns. · In 
a 110te, the Railway Board stated: 

"The quantity of hard rock 600 cums as included in the tender 
(March 75) was verified by undertaking 8 trial bores and not 
2 trial b0res indl(;atcd existence of rock and based on these 
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rrial bores, an assessment of 605 cums had been made wh;ch 
had confirmed our estimated assessment of 600 cums inclu-
ded in 1he tender. Therefore, there was no reason for the 
administra:ion t~ doubt the reasonableness at the time the 
quantities were included in the tender. These trial ~ores were 
carried out for ascertaining the soil particulars." 

1.55 The Railway Board further stated: 

''No d'"finite rro~edure can be prescribed for ascertaining the ex-
tent of rocks in earthwork excavations. The method to be 
adopted depends upon tne topography, the location and the 
expense jmtified in preliminary exploration etc. Original ass-
ec;-:.ment of 600 cum included in the tender was not made in a 
perfunctory manner as was confirm by trial bores carrid out 
subsequently after the ca1Jing of tenders. The nature of 
terrain was such that there was no continuous sheet rock and 
wck cut-crcps existed in isolated boulders which got ~xpo~d 
during the course of excavation in the area.r' 

r.56 From the correspondeT!CC exchanged between Audit .:md the 
'"FA&CAO, Wheel and Axle Plant in December, 1979, it i.s see·n that as re-

gards exca\ation in hard !Ock, no precise assessment appaars to hav~ been 
made nt ~ny ttme vide extr~cts from FA&CAO's/W&AP/BNC D.O. 
Jetter No. 35/W&AP/A dated 13 December, 1979 to the D.A.S. Rly. 
Madras reproJLced below: 

"Jn regard to rxcavation in hard rock. however. no pred-:e ass-
essment ~ppcars to h<~ve been made at any ~ime. 

While r.!-a~scssing the quantities of earthwork, no further c1etai~ed 
investigation for }•:.;id rock was carried out, as excavation area 
where the hard wck out-crops existed, was common to both." 

1.57 The (]Uanti y of earthwork excavation in hard rock as per revised 
· layout, was assessed by the Administration in July, 1977 after the con-
tia~tor had t::tken up the matter in February, 1977 vide extracts from 
FA&CAO's D.O. letter No. 35/W&A·P/4 dated 30.11.79 to D.A./S.Rly. 

-Madras reproduced below:-
"ln July 77 following a represen ation from the contractor in Feb-

renry, 1977 : 

• * * 
At this stage, the ·quantities were re-assessed on the basis of final slcpe 

. .._..,{ the ~ides ir• cutting duly taking into account the points represented by 
the contractor ah:o. These revised quan·ities were incorporated in a 
Rider Agreement and they Vlerc a~ follows: 
------ ------
Earthwork excavation in hard rock requiring blac;ting etc. 6ooo cum 



25 
L58 fhe Contract for earth\\ork was awarded in September, 1975, 

'Which stipulated completion date as 19 August, 1976. However, the 
earthwork wag actually completed on 30 November, 1979. The Com-
mit eP. de~1reJ 10 ~:nl'w the reasons for this delay over three years and 
asked whether this delay affected the original schedule for commissioning 
<.'f tile piant ad"rrsely. In a 1~ote the Railway Board have stated : 

"The reasons for delay jn completion of the earthwo.rk were on 
account of 1rcquent breakdown of earth moving e-quipment, 
mad1inny, etc. a~ al~o ihe increased quantity of hard rock 
cxca~ration. This dfJ~y has not affected the original sch,·dule 
of commissioning the plant in any manner. In this period 
the re-appraisal of the: entire p.roject was being under-taken 
by the Planning Commission and until i's clearance, no other 
major work was undertaken and since we had obtained very 
attractive rates against this tender, the contractor was allow-
e-.! !o continue the work.'' 

1.59 The Commit'ee enquired what was the additional amount paid 
to the contractor sprcific<~.lly for the increase in lead and what were the 
details 0f the total payments made to the contractor. In a note. the 
Railway Board have s'a!ed : 

"The Director, Audit, S. RJy .• Madras has worked out the amount 
for increased lead as Rs. 7,87,963/-as under: 

Earthwork excavation in cutting for formation side drains etc. ia 
all kinds of soils including soft rock other than hard rock. 

(i) Revised quantity as per final layout (Agrcr-
ment) 5.8o,ooo cum 

Quantity actually carried out 5·75,202,786 cum 

(ii) Cost ofex~ulion of work at BSR rates for an 
avcrag~ lead of 493 mptrt's and th•~ contl·ac-
tors pr:ro·nt.a~: of 29°~ i.e. R~. 42 ; 29% 
"~Rs. 54-18 per 10 cum . . . . Rs. 31,16,444 

(iii) Costofthe workascxr·cut,d and paid 
act.uals 

(iv) Expcnditur<> for lead (iii minus ii) 

The total payment marl~ to tht:' contractor 1s 
Rs. 44,58, 715. 84'' 

R~. 39,04,407 .o6 
Rs. 7,87,963/-

1 .60. The Committee were informed that the canhwork wno,; com-
-pleted on 30 November, I 979. The committtee desired to know whether 
the accounts have been scttkd with the contractor and if so, wha~ was 
the to:al payment mad~ to the contractors vis-a-vis the original contract 
-value of Rs. 28.58 lakhs. In a note the Railway Board have stated: 

"The CJUantit!es of earthwork in hard soil and hard rock as meas-
ured finally have been accepted by the contractor. The con-
tractor in 1979 had demanded arbitration stating that the rail-
way administration have not applied S.R. specifications tor 



materials of \Vc.rks in determining the quantities linked witlt 
the leads as paid to him represented correctly the quantities 
to bt. paid to him or to be paid to him as per the S.R. speci~ 
fications. This dispute h,ad been referred to joint arbitra-
tors who had set aside the contractor's dispute and upheld the 
ra1Jway admini~trat!on's stand that the specifications had been 
correctly assessed. The arbitrators had also passed a nil 
award. Not satisfied with the arbitrators award the contrac-
tor made a fresh appeal to the Railw,ay Board, who have 
after examining the points raised by him, directed the rail· 
way administration to grant arbitration on 7 out of 9 issues 
which had not been covered in his plan for ,arbitration ear-
lier. The a:-bitrator.: have just taken up the case of the ar· 
bitration :md hearings have just commenced. 

The ~o!al payment made to the contractor vis-a-vis the origi-
nal contract value of Rs. 28.58 lakhs is Rs. 44,58,715.84."' 

. 1.61. The Committee find that as early as 1971, the Rl3ilway Board 
felt the necessity of seriously considering the setting uP' of a Wheel and 
Axle Plant under the Railway Administration to supplement cap:~city iD 
Hindustan Steel, Durgapur and Tata Iron and Steel Company. It was thea 
assessed that indigenous production being insufficient the Railways were-
importing 40 to 50 per cent of wheels, axles and ty.res costing about Rs. 6-
to 7 crores per annum. Apart from the heavy drain of foreign exchange 
on 11ccount of the imports of wheels and axles, the cost of imported wheel' 
set was roughly three and a half times the cost of indigenous wheel set. 
According to the Railway Board financing of wheel imports and delays 
in supplies from abroad had also adversely affected wagon production anaf 
rolling stock maintenance from time to time. It \1\l:ts in this context that 
on 3 February 1972, the then Minister of Railways had in his budget 
speech for 1972-73 announced in Parliament the Railways' decision to set 
up a wheel and axle plant. · 

1.62. From the information nnde available to them the Committee 
find that Railways' case for setting up the plant had been cleared by 
various Ministries and the Plannnig Commission by July 1972. The pro-
posal for the collaboration arrangements for the plant \\11S approved by 
the Foreign Investment Board in October 1973 and by the end- of 1973'· 
the investment decision h1d also been taken. The overall investment 
on the plant was then estimated at Rs. 21 crores and 11fter taking an in-· 
vestment decision, the project was !l:tnctioned, voted and passed by the-
Parliament through 1973-74 Railway Supplementary Budget. 

1.63. The Railway Board approved the setting up of this Plant on 
16 August, 1974 on an urgency certificate for an amount of Rs. 1.35 
eroTes, The Abstraet Estimate prepared by the Railway Board in Ju• 
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1975 assessed the cost of the project at Rs. 38.6 crores. The abstract 
estimate was sanctioned by the Railway Board only in November, 1977. 
Tbe Committee were informed that the Plan was finally cleared by the 
PIBDDing Commission and the Cabinet in 1978. The revised estimate PTe-
pared in Odober 1980 which is stated to be stiU under scrutiny in the 
Railway Board assumes the present cost of the project at more than Rs. 
129 crores. 

1.64. The Committee are concerned to note that the project which was 
lnt conceived in 1971 was finally sanctioned by the Planning Commis· 
sion and the Cabinet only in 1978 i.e. after a lapse of about 7 years. Dur-
ing this period the estimated cost of the project had gone up by more 
than six times. . It is seen that the project evaluation made by the Railway 
Board in 1973-74 had revealed that the p'lant was viable and financially 
justified. It was also expected that ta recurring net annual saving of about 
Rs. S crores in foreign exchange would be possible when the plant cap.acity 
was achieved. .In view or the above why the clearance of the project 
which was approved on an urgency certificate basis took so much time 
is not clear to the Committee. 

1.65. Apparently, both the Planning Commission and the Ministry of 
Finance had. some reservations on the need for putting up a separate Wheel 
and Axle Plant under the auspices of the Ministry of RaDways particu-
larly in the context of the optimal use of the production from Dur@apur 
Sied Plant and i!s capacit~·. But the manner in which the Ministry of 
Railwa~·s have proceeded in the matter reveals that either there was com-
plete absence of seriousness and coordination 11mong the concerned Minis-
stries/Dep·artments or the Railwa)'S had taken the investment decision in a 
hun~·. The Committee find that even before the Ministry of Railways 
approved the setting up of the Wheel and Axle Plant on 16 August, 1974 
on an urgenc~· certificatl•. 11 collaboration agreement with a foreign firm 
for setting up a factory to manufacture wheels bad already been entered 
into in April, 1974. Further much before the m~cessary clearance from 
the Ministry of Finance and Planning Commission came in 1978, the 
Raihnws hl](l akeady entered into commitments for earthwork etc. after 
inviti"1g tenders in March. 1975. The question of the advance planning 
done in this case b!ls to be considered in the light of the fact that the 
final clcaranre for the projc~·t came much later and the entire expenditure 
incurrt'd could. hn•;c been rendered i'lfructuous in case the Planning Com-
mission or the Finance Ministr)' had· not been convinced of the inevita-
bilit~· of the project. The Committee cannot but express their displeasure 
at the haphazard nature of plannig done in this case. 

1.66. It is seen that the original anticipsted cost of Rs. 38.39 crores 
for ~etting up of the Wheel1 and Axle Plant had by current estimates al-
ready gone up to Rs. 129.65 crores. The total cost was likely to go up 

3-44: LS--3. 
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further as the project progresses towards its completion date which is 
still two-three years away. Much of the esmlation in the cost of the pro-
ject was due to the delay in the final clearanc of the project. According 
to the Railway Board llie 'delay of the project has affected the total cost 
oi the project as there has been continuous inflation as a result of bike in 
the petroleum products regularly which in turn has caused a steep . price 
escalation all round the world. The Railway Ministry could not go 
abend with the p.Toject tlS other Ministries were involved". The Com-
mittee cannot fully agree with this explanation. If the Government were 
conscious of the rising trend in the prices, it was all the more necessary 
that the execution of the project should have been hastened. It appears 
that one of the reasons for higher estimates in later years was that the 
estimates were not prepared realistically initially. The delay has not 
only pushed up the cost o! the plant several fold but it has equally proved 
r3 serious drain on the foreign exchange resources of the country which 
could have been al•oided to a great extent if the plant had been commis-
sioned earlier. This is regrettable to sa~· the bast. 

1.67. The Committee have been inforrn~ll that various works in the 
plant are at different stages of construction 11nd orders have been placed 
for several items of machinery and equipment. It has been stated that 
the target date for completion of the project was being reviewed from 
time to time. At the time Of preparation of abstract estim1te in 1975 the 
anticip1ted date for completion for both Wheel and Axle Units was 
enl·isaged as December, 1978. This has since been reconsid-ered and it is 
now expected that the wheel shop will commence production by June, 
1982 while the Axle Plant would be ready by June, 1983. The Com-
mittee need hardly emphtlsise that all efforts should be made to ensure 
that the target dates are adhered to and no further stippage is allowed to 
hamper the completion of the projed in time • 

. 1.68. When a Study Group of the Committee visited the plant site in 
October, 1980, they were informed that the General Maaager and Chief 
Engineer (Construction), Southern Rllilway was incharge of the Civil 
Engineering Works of the Wheel and Axle Plant when the layout of the 
wheel unit was submitted by the collaborators. . At that time there was 
uo separate post of General Manager or Chief Engineer for wheel and 
axle plant and. the work \1ft3S left to be handled by junior officers. Tbe 
Committee were informed that fuD time General Manager tlnd Chief En-
giueer were appointed only in 1978. The Committee are not happy with 
1his sort of arrangement. They are of the view that ill the plants of this 
magnitude a Geneml Manager /Chief Engineer sllou)d be in position right 
from the beginning and as far as possible should remain associated throgh-
eut their execution so that it should be their responsibility to plan pro-
perly tile layout and exeeation of the project. The Committee uncle~· 
tlaat this pmctice is already being. foDowecl in the case of such maJOr 

lft'OJeds under other MbdsUies 
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1.69. That the planning for the works connected with the Wheel aad 

.Axle Plant Ills not been done with adequate care and in sufticient detail 
is clearly borne out by the facts of the case discussed in the later part of 
this Report. It is seen that on the basis of the preliminary layout furnis· 

.hed by the collaborators a tentative byout ptan which had east-west 
·orientation was d.rawn up by the Railway Administration in January, 1975. 
Tenders were then invited in March, 1975 for earthwork for levelling of 
.kmd and forming banks etc. on the site area. After the tenders had 
been called in March, 1975, surprisingly enough the Plant Administra-
tion suddenly become wiser and decided in April 197 5 to change the 
hyout from cast-west to north-south direction, as this revised layout was 
•COnsidered to have the advantage Of better facilities for yard operation and 
.av&Habi1ity oi more area for future expansion of the factory. The Com-
mi!tce reg•·et to point out that e,·en such vital and abvious bctors were 
not kept in view while yrcparing the first layout, on the bJSis of which 
.tcn!let·~ bad been invited. 

1.70. The Committee further note that the Railway Administration 
had ~ho decided tha~ the revised layout in the north-south direction 
shoulJ be ~ot cleared by the coiLJborator before field works were started. 
However, con~rary to this the Railway Administration d.id not wait for the 
form1J ~'PPW''al of the coiiJoorator to the revised layout and proceeded 
apa(.'e Co finalise th£ contract for the earthwork in September 1975 and 
the contractor was permitted to commence the work on 4 October, 1975 
much before the formal agreement with the contractor was executed in 
November, 1975. The Committee are surp.rised at the undue haste shown 
by the Ra1h,.ay Admin~stration in rushing through the works without 
.a:lequate pbnaing, particularly when it was known that the project had 
not even been finally deared by the Planning Commission or the Ministry 
of Finance. The Committee are also distressed to note that the haste 
·show!l b pushing the contract through at the initial stage was not mani-
fested in ils execution as the earthwork took SO months for completion as 
·a~ainst I 1 months provided in the agreement. Slow pace of execution of 
1he work was part!y responsible for escalation in its cost also. 

1. 71. The Committee find that the quantities of work indicated in the 
·temle!~ invited in March, 1975 were only tenbtive and approximate. 
Even though the decision on the change in the layout of the factory had 
·been taken by the Administn1tion as early as in April, 1975 and the quaa-
tities of earthwork as per revised layout in north-south direction had also 
'been reassessed before the award of the contract in September, 1975, no 
·effort was made to have the revised quantities incorporated in the con-
1ract. According to the Railway Board, at the time of assessment of the 
quantities for east-west and north-south layouts in April, 1975, only a 
preliminary layout furnished by the collaborators was available based oa 
·which the layout p'1ns bad been prepared for east-west and north-south 
-orientations. The conceptual pbn was approved only by January, 1976 
11nd the exact location of various shops etc. was decided much later. 11ae 

!""' ,,,~. -"'!':~,. .. .1 ~~~"-.fU;,. .. nf na~hwnr1r A,ad ~P 1A~d OOUJd therefore ~ reaJis_!~aDJ 
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ascertained only in February, 1977 and thereafter during the course of the 
work. This only goes to prove that the planning for the work had been 
done with inadequate care Blld the estimates of work were prepared in 13 
perfunctory manner. This is unfortunate. The Committee take a serious 
vien· of this lapse and would like to emphasise that the final scope of the 
work should be fully determined before tenders are invited. 

1.72. One of the reasons given by the Railway Board for non-inclusion 
of the rel'ised quantities of earthwork in the contract of September, 1975 
was that having made a comparative assessment of the quantities between 
east-west and north-south layout in Apdl, 1975 and finding tlut the 
quantitJ was more or less the same, need was not felt to revise the quanti· 
ties IJ( the time of awarding the contract. It bas also been stated that as 
the total quantity taken together (the earthwork in hard rock and other 
tbun bard rock) was a reduction or 34,600 cum. lt was not considered 
necessary to revise the quantities in the contract. Both these explanations 
Jack l'alidity because of the fact that the estimates of the earthwork ex-
cnation in hard rock had gone up by 10 times in the revised assessment 
and this definitely called for a rel'iew. Unfortunately, this lack of fore-
sight adversely affected the interests of Railways. 

l.73. Another important factor having serious financial implications 
tbJt was o\·erlooked. b,Y the Raih,·ay Administration in their exuberance 
to finalise the earth·work contract at the earliest was the question of lead. 
With the change in the layout from east-west to north-south orienCJation it 
was only natural that the element of lead would undergo a substantial 
change in a rcctanguLJr type of plot (855 metres by 362 metres). This 
important and far-reaching aspect of the matter was obviously not consi-
dered at that siage. In this context the explanation now given by the 
Railway Administration that •'after all the details of the scheme had been 
finaH'>cd and fixed at site, that it became apparent that al'erage lead for 
earthwork was likely to increase be)·ond 400 metres" is hardly convincing. 

1.7~. The Committee me distressed to note that as revealed by the cor-
respondence exchanged between Audit and the FA&CAO, Wheel and 
Axle J•Jant in December. 1979, no precise assessment appears to hal'c been 
made at an,· time in regard to the excav.Jtion in hard rock. . No wonder 
therefore the quanti~~· of hard rock excavation originally assessed at 600 
cum went up to 11,500 cum. i.e. an inrrease of 1 ,817 per cent over the 
original estimates. This only demonstrates how hapha.mrdly the plans 
for the plant had been d.rawn up by tbe Railway Administration. 

1.75. From the above it is clear that the planning for the work had 
not been done with adeqtulte care and in sufficient detail in the initial 
stages. This has entalied an additional expendtiure of the order of 



Rs. 16 lakhs, as against the original contract value of Rs. 28.58 lakhs, the 
total payment to the conbuctor for earthwork was Rs. 44.58 lakhs. The 
Committee cannot but deprecate such westeful and avoidable e~"Penditure 
.arising out of inadequate initial planning. 

1. 76. The Committee also find that the contractor for earthwork has not 
been satisfied with the payment of Rs. 44.58 lakhs vis-a-vis the original 
contract value of Rs. 28.58 lakbs and has been pressing the Railways to 
refer his case to arbitration. It has been stated that Railwa~· Board have 
tlfter examining the points raised by hjm directed the Railway Ad"'tinis· 
tmtion to grant arbitration on 7 out of 9 issues which had not been cove-
red in his plan for arbitration earlier. The Committee would. like to be 
apprised of the outcome of the arbitration proceedings in due course. 

1.77. From the foregoing paragraphs the Committee cannot but con-
clude that from the very beginning the pbnrdng of the Wheel and Axle 
Plant being set up at Bangalore was not done with adequate care and in 
sufficient details. There was complete absence of seriousness and coordi-
nation among the concerned Ministries, which the Committee feel is a very 
serious matter. Even before the clearance for the project had been given 
by the Planning Commission and the Ministry of Finance in 1978, the 
Ministry of Rtlilways had already entered into a collaboration agreement 
with the foreign firm in 1974 and bad also concluded contract for earth-
work after inviting tenders in March, 1975. The delay of about 7 years 
in final clearance of the project bas pushed up the cost estimates of the 
project from Rs. 38.39 crores to Rs. 129.65 crores. Further, the assess-
ment of the earthwork to be done on the p'lant site was made without pro-
per soil investigations and on the basis of inadequate data. Even the 
lay-out of the plant in north-south direction was not finalised before invit• 
ing tenders for earthwork with the result that the RaiiWIJY had to incur aa 
additional expenditure of more than Rs. 16 lakhs on the earthwork. The 
Committee feel concerned about the haphazard nature of planning doae 
in this case. lbey expect tllllt aD-out efforts will now be made to com-

·plcte the project within the stipulated period i.e. by June, 1982. 

NEW DELHI; 
April 22, 1981 --------
Vaisakha 2, 1903 (Saka) 

CHANDRAJIT YADAV 
Chairman~ 

Public Accounts Committee. 
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Railways The Committee find that as early as 1971, the Railway Board felt the 
necessity of seriously considering the setting up of a Wheel and Axle Plant 
under the Railway Administration to supplement capactiy in Hindustan 
Steel, Durgapur and Tata Iron and Steel Company. It was then assessed 
that indigenous production being insufficient the Railways were importing 
40 to 50 per cent of wheels, axles and tyres costing about Rs. 6 to 7 crores 
per annum. Apart from the heavy drain of foreign exchange on account 
of the imports of wheels and axles. the cost of imported set was roughly 
three and a half times the cost of indigenous wheel set. According to the 
Railway Board financing of wheel imports and delays in supplies from 
abroad had also adversely affected wagon production and rolling stock 
maintenance from time to time. It was in this context that on 3 Febrmirv 
1972, the then Minister of Railways had in his budget speech for 1972-73 
announced in Parliament the Railwavs' decision to set up a wh~el ;:tnd. a~IQ 
plant, 
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From the information made available to them the Committee find that 
Railways' case for setting up the plant had been cleared by various 
Ministries and the Planning Commission by July 1972. The pro-
posal for the collaboration arrangements for the plant was approved 
by the Foreign Investment Board in October 1973 and by the end of 
1973 the investment decision had also been taken. The overall invest-
ment on the plant was then estimated at Rs. 21 crores and after taking 
an investment decision, the project was sanctioned, voted and passed by 
the Parliament through 1973-74 Railway Supplementary Budget. 

The Railway Board approved the setting up of this plant on 16th 
August, 197 4 on an urgency certificate for an amount of Rs. 135 crores. 
The Abstract Estimate prepared by the Railway Board in June 1975 
assessed the cost of the project at Rs. 38.6 crores. The abstract esti-
mate was sanctioned by the Railway Board only in November, 1977. The 
Committee were informed that the Plant was finally cleared by the Plan- ~ 
ning Commission and the Cabinet in 1978. The revised estimate pre-
pared in October, 1980 which is stated to be still under scrutiny in the 
RaHway Board assumes the present cost of the project at more than Rs. 
129 crores. 

The Committee are concerned to note that the project which was first 
conceived in 1971 was finaJly sanctioned by the Planning Commission and 
the Cabinet only in 1978 i.e. after a ]apse of about 7 years. During this 
period the estimated cost of the project had gone up by more than six 
times. It is seen that the project evaluation made by the Railway Board 
in 1973-74 had revealed that the plant was viable and financially justified. 
It was also expected that a recurring net annual saving of about Rs. 8 
crores in foreign exchange would be possible when the plant capacity 
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was achieved. In view of the above why the clearance of the project 
which was approved on an urgency certificate basis took so much time 
is not clear to the Committee. 

Apparently, both the Planning Commission and the Ministry otf Finance 
had some reservations on the need for putting up a separate wheel and 
Axle Plant under the auspices of the Ministry of Railways particularly in 
the context of the optimal use of the production from Durgapur Steel Plant 
and its capacity. But the manner in which the Ministry of Railways have 
proceeded in the matter reveals that either there was complete absence of 
seriousness and coordination. among the concerned Ministries/Departments 
or the Railways had taken the investment decision in a hurry. The Com-
mittee find that even before the Ministry of Railways approved the setting 
up of the wheel and Axle Plant on 16 August, 1974 on. an urgency certi-
ficate, a collaboration agreement with a foreign firm for setting up a factory 
to manufacture wheels had already been entrced into in ApriJ, 1974. 
Further much before the necessary clearance from the Ministry of Finance 
and P~anning Commission came in 1978, the RaiJways had already entered 
into commitments 1for earthwork etc. after inviting tenders ir March, 1975. 
The question of the advance planning done in this case has to be considered 
in the light of the fact that the final clearance f<>T the project came much 
later and the entire expenditure incurred could have been rendered infruc-
tuous in case the Planning Commission or the Finance Ministry had not 
been convinced of the inevitability of the project. The Committee cannot 
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but express their displeasure at the haphazard nature of planning done in 
this case. 

It is seen that the original anticipated cost Qf Rs. 38.39 crores for 
setting up of the Wheel and Axle Plant had by current estimate already gone 
up to Rs. 129.65 crores. The total cost was likely to go up further as the 
project progresses towards its completion date which is still two-three years 
away. Much of the escalation in the cost of the project was due to the 
delay in the final clearance of the project. According to the Railway Board 
the "delay of the project has affected the total cost of the project as there 
has been continuous inflation as a result of hike in the petroleum products 
regularly which in turn has caused a steep price escalation aU round the 
world. The Railway Ministry could not go ahead with the project as other 
Ministries were involved~·. The Committee cannot fully agree with this 
explanation. If the Government were conscious of the rising trend in the 
prices, it was all the more necessary that the execution of the project should 
have been hastened. It appears that one of the reasons for higher esti-
mates in later years was that the estimates were not prepared realistically 
initially. The delay has not only pushed up the cost of th~ plant several 
fold but it has equally proved a serious drain on the foreign exchange 
resources of the country which could have been avoided to a great extent 
if the plant had been commissioned earlier. This is regrettable to say the 
least. 

The Committee have been informed that various works in the plant are 
at different stages of construction and orders have been placed for several 
items of machinery and equipment. It has been stated that the target 
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date for completion of the project was being reviewed from time to time. 
At the time of preparation of abstract estimate in 1975 the anticipated date 
for completion for both Wheel and Axle Units was envisa'ged as December, 
1978. This has since been reconsidered and it is now expected that the 
wheel shop will commence production by June, 1982 while the Axle Plant 
would be ready by June, 1983. The Committee need hardly emphasise 
that all efforts should be made to ensure that the target dates are adhered 
to and no further s1ippage is allowed to hamper the completion nf the pro-
ject in time. 

Railways When a Study Group of the Committee visited the plant site in October, 
1980, they were informed that the General Manager and Chief P.ngineel' 
(Construction). Southern Railway was inchar~e of the Civil bngineering <& 
Works of the Wheel and Axle Plant when the layout of the wheel un.it 
was submitted by the collaborators. At that time there was no separate 
post of General Manager or Chief Engineer for wheel and axle plant and 
the work was left to be handled by junior officers. The Committee were 
informed that fu11 time General Manager and Chief Engineer were ap-
pointed only in 1978. The Committee are not happy with this sort of 
arrangement. They are df the view that in the plants of this magnitude 
a General Manager {Chief En~ineer should be in position right from the 
beginning and as far as possib1e should remain associated throuf!hout their 
execution so th:1t it should be their responsibility to plan properly the layout 
and execution of the project. The Committee underst1nd that this practice 
is already being fo11owed in the cnse of surh major projects under other 
Ministers. 
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That the planning for the works connected with the Wheel and Axle 
Plant has not been done with adequate care and in sufficient det!lil is clearly 
borne out by the facts of the case discussed in the later pa~t of this Report 
[t is seen that on the basis of the preliminary layout furnished by the col-
laborators a tentative layout plan which had east-west orientation was drawn 
up by the Railway Administration in January. 1975. Tenders were then 
mvited in March, 1975 for earthwork for levellin~ of land and forming-
banks etc. on the site area. After the tenders had been called in March, 
1975, surprisingly enou,l!h the Plant Administration suddenly became wiser 
and decided in April 1975 to change the layout from east-west to north-
south direction, as this revised layout was considered to have the advan-
tage of better faci1ities for yard operation ard availability of more area 
for future expansion of the factorv. The Committee re!!ret to point out 
that even such vital and obvious factors were not kept in view while pre- w 
paring the first layout, on the basis of which tenders had been invited. -..J 

The Committee further note that the Railw:tv Administration had also 
decided that the revised layout in the north-south direction should be ~ot 
cleared by the collaborator before field works were started. However, 
contrary to this the Railwav Administration did not wait for the formal 
approval of the coHaborator to the revised tayout and proceeded rtoace to 
fina1ise the contract for the earthwork in September 1975 and the con-
tractor was permitted to commen~e the work on 4 October. 1975 much 
before the formal a!!reement with the contractor was executed in November. 
1975. The Committee are surprised at the undue haste shown by the 
RaHway Administration in mshing through the works without adeqcate 
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planning, particularly when it was known that the project had not even 
been finally cleared by the Planning Commission or the Ministry of Finance. 
The Committee are also distressed to note that the haste shown in pushing 
the contract through at the initial stage was not manifested in its execu-
tion as the earth work took 50 months for completion as against 11 
months provided in the agreement. Slow pace of execution of the work 
was partly responsible for escalation in its cost also. 

The Committee find that the quantities of work indication in the tneders 
invited in March, 1975 were only tentative and approximate. Even though 
the decision on the change in the layout of the factory had been taken by 
the Administration as early as in April, 1975 and the quantities of earth-
work as per revised layout in north-south direction had also been reassessed 
before the award of the contract in September, 1975, no effort was made 
to have the revised quantities incorporated in the contract. According to 
the Railway Board, at the time of assessment of the quantities for east-
west and north-south layouts in April, 1975, only a preliminary layout fur-
nished by the collaborators was available based on which the layout plants 
had been prepared ,for cast-west and north-south orientations. The con-
ceptual plan was approved only by January, 1976 and the exact location 
of various shops etc. was decided much bter. The revi~cd quantities of 
earthwork and the lead could therefore be realistically ascertained only 
in Februray, 1977 and thereafter during the course of the work. This only 
goes to prove to the planning for the work had been done with inadequate 
care and the estimates of work were prepared in a perfunctory manner. 
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This is unfortunate. The Committee take a serious view of this lapse and 
would like to emphasise that the final scope of the work should be fully 
dctermi ned before tenders are invited. 

One of the reasons given hy the Railway Board for non-inclusion of 
the revised quantities of earthwork in the con'ract of September, 1975 was 
that having made a comparative assessment of the quantities between east-
west and north-south layout in April. 1975 and finding that the quantity 
was more or Jess the same need was not fe't to revise the quantities at the 
time of awarding the contract. It has also been stated that ns the difference 
in the totnl quantity taken to~ether (the earthwork in hard rock and other 
than hard rock) was a reduction of 34,600 cum. it was not considered 
nece~:;sary to revise the quantities in the contract. Both thr.se exo]anations 
Jack validity because of the fact that the estimates of the earthwork excava-
tion in hard rock had !!One up hv 10 times in the revised assessment and 
this definitclv caJied for a review. Unfortunately, this lack of foresight 
adversely affected the interests of Railways. 

Another important fa~tor havin!! serious financial implications that was 
overlooked hy the Rai1wav Administration in their exuberance to fina1ise 

the carthwrk contract at the earliest was the QUc<;tion of lc::td. With the 
ch:-m[!c in the Javout from cast-west to nnrth-south oric'ltatinn it was onlv 

' . . 
natmal that the clcmC'nt of lead would undemo a suh.,tanti:1l than!!e in a 
r-cctnn!!ular tvne or plot (R55 metres hv 362 metre<>). Thi., imoortant 
::tnd far-reachin£! aspect of the m<1ttcr wa" obviously not considered at that 
sta!.'l?. Tn this context the expbnation now !!iven bv the Railwav Adminis-
tr1tion thnt "after all the detail., of the scheme had been finalised L!nd fixed 
at side. that it became apparent that average lead for earthwork was Jikely 
to increa<;e beyond 400 metres" is hardly convincing. 
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The Committee are distressed to note that as revealed by the correspon-
dence exch~mged between Audit and the FA&CAO, Wheel and Axle Plant 
in December, 1979, no precise assessment appears to have been made at 
any time in regard to the excavation in hard rock. No wonder therefore 
the quantity of hard rock excevation originally assessed at 600 cum. went 
up to 11,500 cum. i.e. an increase of 1 ,817 per cent over the original esti-
mates. This only demonstrates how haphazardly the plans for the plant 
had been drawn up by the Railway Administration. 

From the above it is c~ear that the planning for the work had not been 
done with adequate care and in sufficient detail in the initial stages. This t 
has entailed im additional expenditure of the order of Rs. 16 lakhs, as 
against the original contract value of Rs. 28.58 lakhs, the total payment to 
the contractor for earthwork was Rs. 44.58 lakhs. The Committee cannot 
but deprecate such wasteful and avoidable expenditure arising out of in-
adequate initial planning. 

The Committee also find that the confractor for earthwork has not been 
satisfied \vi:h the payment of Rs. 44.58 lakhs vis-a-vis the original contract 
va~uc of Rs. 28.58 lakhs and has been pressing the Railways to refer his 
case to arbitration. It has been stated that Railway Board have after 
examining the points raised by him directed the Railway Administraton 
to grant arbitration on 7 out of 9 issues which had not been covered in his 
pl~m for arbitration earlier. The Committee \vould like to be apprised of 
the outcome of the arbitration proceedings in due course. 
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~·rom the foregoing paragraphs the Committee cannot but conciude that 
from the very beginning the planning of the Wheel and Axle Plant being set 
up at Bangalore was not done with adequate care and in sufficient details. 
The.re was complete absence of seriousness and coordination among the 
concerned Ministries which the Committee feel is a very serious matter. 
Even before the clearance :for the project had been given by the Planning 
Commission and the Ministry of Finance in 1978, the Ministry of Railways 
had already entered into a col1aboration agreement with the foreign firm 
in 1974 and had also concluded contract for earth work after inviting 
tenders in March, 1975. The delay of about 7 years in final clearance of 
the project has pushed up the cost estimates otf the project trom Rs. 38.39 
crores to Rs. 129.65 crores. Further, the assessment of the earth work to 
be done on the plant site was made without proper soil investigations ~nd 
on the basis .of inadequate data. Even the lay-out of the plant in north- 't 
south direction was not finalised before inviting tenders for earthwork with 
the result that the Railways had to incur an additional expenditure of more 
than Rs. 16 lakhs on the earth work. The Committee feel concerned about 
the haphazard nature of planning done in this case. They expect that 
a:I-out efforts will now be made to cDmplete the project within the stipulated 
period i.e. by June, 1982. 

---------·---------
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