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Pnqe 4 ,  l i n e s  17 m d  ;q l o r  ' P r e f a c t g r y '  read ' ~ r e f q t o r ~ '  

Pnqe 25 l i n e  9 ,  f o r  'chepirt rend " h e s i - : t q  



- 2 -  
Pae;e 64, l ine g, delete +Con -*. 

Page % substitute l i n e  10 ae fol lows.  

considerably from the two separate forms 
m e m t  for * l o c d t  and ,foreign1. " 

]'aL% 64, l ine  15, f i r  'if' read 'of'. 

Page 65, para Mii), l i n e  3, for c.s.s., read 'C.C.S '. 

Page 74, against I1 :, in column .: , for .bolier9s' read *boilers'. 

in col.3. ngainst 'Y"' for '1.98.269' r e d  l&j,269' 

%ainst n, in Col. 2, for .boi l iets l  reod boilers'.  

75, in the table, delete For the above uni t s  there was no price'.  

7 3  age 101, line 13, hr 're-deepin@ read 're-s leepsring . 



P a g e  168, below Appendix XIX i n s e r t  ( S e e  p a r a  $ 4  o f  
R e p o r t ) ,  l i n e  2. fcr  'IPIISTRY' read '!!IKISTRY'. 

Paqe  171. l i n e  3. d e l e t e  ' ( '  b e f o r e  t h e  word 
'MINISTRY ' 

Page  174. l a s t  l i n e ,  i n s e r t  ' , 

'Washington.  . 

Pnge 177 l i n e  56 i n s e r t  t h a n  
'more 'and ' a n ,  

Page  194. l i n e  10 d e l e t e  ' o f  

l i n e s  18 19 and  20 read  

. a f t e r  t h e  word 

between t h e  word* 

(b) ' N o r t h e r n  Ra i lway  and (c) 'Western  R a i l r r c y  f 
r e s p e c t i v e l y  

l i n e  2 2  i n s e r t  ' ,  * a f t e r  t h e  word ':!ortb 
E a s t e r n '  . 
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APPENDIX 111' 

(Reference Para 5 of th6 Report) 

MINISTRY OF RAILWAYS (RAILWAY BOARD) 

Explanatory notes for Excess over the voted Grants and charged 
Appropriation during 1954-55 

Prefatory Remarks 

Apart from the detailed explanations, which follow, for the excess 
under each of the demands, it is necessary to mention certain fea- 
tures of accounting peculiar to the railways which affect the 
demands in question generall~.. 

2. Firstly, railways. as a commercial department. attempt to bring 
to account as much of the revenue expenditure p e r t a w g  to a year 
as possible before the accounts of the year are closed, and by the 
operation of a Suspense head called "demands payable", cash ex- 
penditure incurred even after the 31st March (the last d v  of the 
financial gear) is brought back into the  accounts of t h e  financial 
year, unlike other Government departments whose cash transactions 
close for thv financial year  on 31st ITnrch and whose accounts are 
open only for l ) ( ~ ~ l i  adjustments. The result is that railways have 
to estirnatt~ and p~ovidc  funds in the grant and in the final modifica- 
tions of' the grant not only for book adjustments but also for cash 
expenditure incurred over a period beyond 31st March. This special 
feature of railway accounting increases to some extent the element 
of estimation and anticipation of the requirements of funds under 
the grants even to\vards the end of the year. 

Secondly, during 1954-55, railway servants were offered the 
option between continuing to enjoy the benefits of concessional 
prices in the subsidlscd grain shops and giving up these concessions 
in favour of a higher cash dearness allowance plus a cash bonus on 
optlng out, in order to encourage staff to assist the Railway in clos- 
ing down the grainshop organisation to the maximum &tent possible. 
This option \vas kept "on tap" for many months. and over- this 
period n numbcr 0 1  stafT opted out of grainshops for higher cash 
dearness allo\vanct~. Slnw these options depended upon each indi- 
vidual's preference, it was not possible to anticipate in advance xvith 
- - -  - - --- -- - -- --  - - 

*Appendices I and TI have been appended to Vol. I-Report. 



any reasonable jlegree of precision the number of staff who would 
opt during the years for the higher dearness allowance and the 
bonus. The increase in dearness allowance due to these options 
was thus a somewhat unpredictable factor which raised the ex- 
penditure under demands 4, 5, 6 and 9A, while the saving due to cor- 
responding curtailment of the grainshop subsidy accrued entirely 
under a different demand namely demand 9. 

Thirdly. under demand 7 "Fuel" some variations are inevitable. 
As will be appreciated. fluctuations in the level o f  traffic can never 
be foreseen accurately especially in the "busy-season" months o f  
January to March. and an!- spurt in traffic direct]). affects the 
quantity of coal consumed, the expenditure on which is shown under 
the head 'cost of coal'. Further, there a rc  unavoidable departures 
from anticipations. of the quantity of coal to be received in the year 
and the source from ~vhich the coal is to come, which affect the 
freight payable on it. Sometimes the route along which the coal 
comes also varies i.e. it  comes by the rail- cu7n-sea route or by the 
all-rail-route to some railways. A supplementary grant was in fact 
taken under the demand in 1954-55 and the further increase over 
and above this supplementary demand, in the cost of fuel consum- 
ed and freight on fuel became perceptible only at the final modfi- 
cation stage at the end of March 1955 when there was insufficient 
time left to obtain a further supplementary grant. 

Errcess of Rs. 9,79,263 over grant No. 4-Revenue-Worktng E.rpens- 
es-Ad7nii1i.~trntion. 

The excess was about 10 lakhs i . e . ,  0.3 per cent only of the final 
grant of 29,48 Intha. 

This was the combined result of (i) heavier contingent expendi- 
ture consequent upon adjustment of certain arrear contingent bills 
and outstanding debit schedules for supplies of stationery etc., as a 
sequel to the drive for the clearance of balances under suspense ini- 
tiated towards t h e  close of the year, the effect of which could not be 
fully anticipated (54 lakhs), (ii) more dearness allowance paid to 
staff opting for cash dearness allowances in preference to grainshop 
concessions, the extent of which could not be precisely anticipated 
for reasons explained in the prefactory note (14 lakhs), (iii) heavier 
debits received from State Governments for 'Order Police' towards 
the close of the year than were provided for in the final estimates, 
even though they were made after consultation with the State Gov- 
ernments (la lakhs) and (iv) other minor variations (2  lakhs). 



Excess of - R s .  1,67,38,177 over grant No. LRevenue-Working 
Expenses-Repairs and Maintenance. 

The excess was about 1,67 lakhs, or 2 . 3  per cent over the final 
grant of 72.11 lakhs. Only a very small portion of this excess was 
due to absence of adequate provision. A supplementary grant of 
over 4 crores was taken under this demand but proved insufficient. 
Apart from an omission to provide for certain debits (21: lakhs) the 
excess was generally dut. to heavier expenditure on repairs and 
maintenance of Rolling Stock. Track, Buildings and other assets 
towards the close of the year, arising out of factors which could not 
be prec~sely estimated when the revised estimates were framed, 
such as increase in traffic, flood damage and other urgent require- 
ments. 

There was an excess uf 682 lakhs on running repairs and work- 
shop repairs of rolling stock. These repairs could not possibly be 
postponed as the closing month o f  the year synchronise with the 
busy season for traffic during which every possible unit of rolling 
stock had to be kept in service in order to meet demands of traffic. 
There \vas an excess of 42! lakhs on repairs and maintenance of track, 
bridges, service and residential buildings including repairs neces- 
sitated by floods. storm% etc. ~vhich in the case of track and bridges 
cannot tx postponed lest there should be an interruption of com- 
munication. In the case of repairs to buildings. repairs may be 
postponed to a limited extent, but the extent of repairs necessary 
and the cost of these repairs can often be assessed only after they 
have been taken in hand; also some of the expenditure disbursed 
after the 31st March is brought back into the accounts of the year 
through the operation of "demand payable" referred to in the pre- 
factory notes, s u  that a more accurate forecast of the requirements 
was not possible at  the time of the revised estimates. The balance 
of the excess occurred due to heavy repairs found necessary to 
machinery tools and plant. furniture and office equipment 
(22 lakhs) . heavier expenditure on maintenance of electrical 
equipment (61 lakhs), freight on the carriage of revenue stores 
including adjustment of arrear debits ( 15 lakhsS , inadvertent ornis- * 

sion to provide funds for certain stores and for the cost of repairs to 
certain residential buildings (17 lakhs) and for debits relating to 
carriage of revenue stores (44 lakhs) and higher dearntw allowance 
to staff opting out of grainshop concessions (31, lakhs). These 
excesses were offset to some t.stent by lower debits for undercharges 
and overcharges 'on-cost' and 'n~anufacture and repairs' (6f lakhs) 
and certain debits for stores not received to the extent expockd 
(6) lakhs) . 



Excess of Rs. 53,01,O;S orer g r o n  t No. 6-Revenue-Working Ex- 
penses-operating Staff. 

The excess of 53 lakhs \\-as only about 1 per cent over the grant 
of 45,20 lakhs. Only :j?wut 13; lakhs of this escess is ascribable to 
inadequate provision. 

This was due to (a) healvier expenditure on wages, over time, 
mileage etc.. allowances to staff. owing to marginal additions to staff 
found necessary towards the close of the  year to cope with increase 
in traffic, the level of traffic not berng susceptible of precise antici- 
pation at the time the revised estimate was framed (143 lakhs); 
(b) payment of arrears wages, over time etc. under Hours of Em- 
ployment Regulations which could not be accurately worked out 
and anticipated at the time of framing the final demand (59 lakhs), 
(c) adequate provision of funds not having been made by certain 
railways (10 lakhs) ; (d) heavier expenditure on dearness allowance 
to st& progressively opting out of grainshop concessions which 
could not be precisely forecast as explained in the prefactory note 
(199 lakhs) which included a small amount representing omission 
to make adequate provision on one railway (34 lakhs) ; and (e) 
minor variations (33 lakhs) . 

Escess of Rs. 71,73,430 over grant No. 7-Retvmue-Working Er- 
penses--Operatio71 (Fuel). 

The excess of about 72 l a k  was about 2 per cent of the final 
grant of 37.10 crores. (Reference is invited to the prefactory remarks 
regarding demand No. 7 . )  

This excess was made up of 67 lakhs under 'freight' and 13 lakhs 
under 'cost of coal': partly offset by a sawng of 8 lakhs under other 
heads. 

The excess under freight occurred owrng to (a)  the adjustment 
of arrear debits for frieght on coal which were not provided for 
by certain railwavs in the final grant due to madvertence (19 lakhs), 
(b )  the erroneous adjustment hy a certain railwa?. under 'credits' 
or 'recoveries' outside the demand, of the writehack of  freight chnrg- 
es excess debited in the first instance, which should have been 
taken within the grant (13 lakhs) ,  (c j  more freight than anticipat- 
ed, having to be paid for bigger quantities of coal receivd to cover 
the increased consumption of r o d ,  which. being dependent on fluc- 
tuations in traffic, could not he estimated precisely at the time the 
revised estimates were framed (23 lakhs), (dl adjustment of certain 
freight bills by a railway, provision for which could not be &owed 
in the final modification due to paucity of funds but expenditure on 
which could also nor be curtailed (8 lakhs) and Ce) lms freight 



charges transferred against a Stdtc Government to whom coal was 
supplied from Railway stocks and whose demanc4 decrecllied to- 
wards the close of the year without prior notice (4 lakhs). 

The excess of 13 lakhs under 'cost of coal' was the result of more 
coal being consumed in order to handle the traffic which rose after 
the subnlission of revised cstimntes (including an element of under 
estimation by one railway d u e  to arrears in accounting (6% lakhs). 

These excesses were partly offset by a saving of 3 l a h  for 
miscellaneous petty reasons and 5 lakhs due to delay in writing off 
certain losses of fuel contrary to anticipations as the scrutiny of the 
causes of loss had not been completed in time. 

Excess of Rs. 2,11,315 over grant No. 9-A-Revenue-Working Es- 
penses-Labour Welfare. 

The excess was about 2 lakhs or less than 0.5 per cent of the 
final grant of 4.50 crores. 

This was due to unexpected heavier expenditure on dearness 
allowance for causes explained in the prefactory note (34 lakhs) 
and the appointment of additional staff found necessary to improve 
conservancy arrangements at  different stations which e s c e e d d  the 
anticipated requirements (24 lakhs), partly offset by savings on 
account of certain dcbits for sanitary stnres not having been receiv- 
ed to the extent anticipated (24 lakhs) and other petty savings 

, (11  lakhs). 

Although technically th1.i is an cseess over the grant. allowance 
has to be made for the fact  that the quantum of the net Railway 
surplus rcprrsrnts the ncbt effect of vsrlous factors in\vlved in bud- 
geting prwise control o\-thr. iqvhich is not feasible. 

The surplus for 195.1-55 was estimated in the original Budget as 
5,14 lakhs and the whole of i t  was to be credited to Development 
Fund In the Hcvist~tl Estirn:~tcs, gross traffic receipts were estimat- 
ed a t  935 lnkhs r n o ~ ~ ,  o f  \vhlch 8.42 lakhs were expected to be ab- 
sorbed by an increase in working expenses and 24 lakhs by decrease 
in Miscellaneous r t ~ e i p t s .  With a saving of 54 lakhs under Divi- 
dend payable to General Rcvenut-s, the .surplus was placed in the 
Revised Estimate as 6,57 lakhs, and a supplementary grant of 1,43 
lakhs was taken for the purpose. When the actuals for the year 
becane available, i t  transpired that gross traPRc receipts esceeded 



even the Revised Estimate by 3.98 lakhs and this was accompanied 
by an increase of 3,14 lakhs under working expenses. As a result 
of all these variations, along with a saving of 1,70 lakhs under Open 
~ i n d  Works (Revenue) caused by slow progress of works and n 
small excess due to rn~nor variations (1 lakh), the surplus finally 
turned out to be 9,10 lakhs; t h ~ s  led to the increased appropriation 
to the Development Fund. 

Excess of Rs. 2.71,03,416 over g r a n t  No. 17-Open Line Works-Re- 
placenie1l ts .  

The escess of Rs. 2 71 crores over the final grant of 4 6 . 3  crores 
works out to 5-9 per cent. 

The excess was partly on 'Rolling Stock' (42 lakhs) and partly 
on Works mainly 'track renewals' (2,29 lakhs) . 

The excess of 42 lakhs under 'Rolling Stock' was only 1 . 4  per 
cent of the final grant, and was due to debits brought to account 
in respect of cost of stock-both imported and indigenous-erection 
and freight charges, customs dut>- etc. having proved to be higher 
than the provision in the final estimates prepared on the forecasts 
received towards the close of the year, which proved to be an under- 
estimate, because of better progress of supplies of rolling stock on 
order, heavier 'on account' payment made to contractors and adjust- 
ment of more debits for customs duty, sales tax, departmental 
charges etc. 

The excess of 2,29 lakhs under. 'Works' occurred due to supply of 
materials towards the close of the year particularly for track re- 
newals being better than was anticipated (1,19$ lakhs) and the &- 
bits for materials received and adjusted in the accounts of the year 
were heavier than anticipated (89 lakhs) and the adjustment of 

I certain arrear freight charges ( 3  lakhs). The supplies of track 
materials have been precarious. particrllarly steel which has been 
in  short supply and a portion of which was imported. I t  was im- 
possible to forecast with accuracy the extent to which rnateriah 
would become availablc to Railwa3.s and the debits would be book- 
ed to track and other works and the revised estimates for the year 
were fixed in the light of the previous experience of heavy short- 
falls due to failure of' supplies t o  materialise and it was considered 
that the expenditure would remain within the original grant voted 
by Parliament and that no supplementary grant was necessary. But 
the improvement in the supply o f  materials during the year was 
beyond expectation and its effect on the requirement of funds could 
not he evaluated and appreciated in time to place a supplementary 



demand for grant. An omission to provide for  the cost of materials 
(198 lakhs) and adjustment of freight charges (5 lakhs) also con- 
tributed to the excess. The excess was reduced to  the extent uf 73 
lakhs by the erroneous adjustment of certain credits inside the 
grant,  which should have been taken under 'Ckdi t s  and recoveries' 
outside the grant. 

E.z.cess of Rs. 63,20,007 over g r m t  No. 18-Open Live Worlcs-Deve- 
loprnen t Fund. 

Out of the excess of 63 lakhs under this grant an amount of 23 
lakhs was d u e  to inadcfertent under-estimation of thc funds requir- 
ed in the final grant by certain railways for the cost of materials 
obtained and certain adjustments to be made tou.ards the close of 
the year;  323 lakhs was due to speeding up certain works (Utratia- 
Sultanpur-Zafarabad Restoration and Madhopilr Pathankot cons- 
truction) towards t h e  close of  the year cvhen it was too late to go 
u p  for a supplementary demand for  grant and the balance of 173 
lakhs was due to receipt and adjustment in the !.ear's accounts of 
debits for stores supplies being healvier than anticipated in the re- 
vised estimates, including an erroneous adjustment of 6: lakhs 
made against a work in adlsance of receipt of materials. 

This has been seen by Audit. 

Dated 22nd June 1957. 301nt D~rector ,  Fznance (Budget),  
Railway Board. 



APPENDIX IV 
a 

(Reference Para 9 of the Report) 

MINISTRY OF RAILW-4YS (RAILWAY BOARD) 

Para 7 of i l ~ c  A u d l r  R c p o ~ t  1956 (Railrca!ls)-Contpensntio?~ paid 
to the  How~a l t  Sheakllala Light Railway Co. 

(i)  -3, copy of the order of the Railway Board issued in 1941 
sanctioning the pa.ment 01' compensation upto the end of War may 
please be forwarded. 

A copy of Board's letter No. 7057-F dated 5th March, 1941 is 
enclosed. 

(ii) Whj. did not the Railway Board call for any explanation 
from the Eastern Railway Administration for the Administration's 
failure to bring to their notice the fact of provisional payments of 
compensation and of objections of Audit thereto when i t  referred the 
matter  to the Railway Board for sanction? 

The Board did call for the explanation of the Eastern Railway 
for making provisional payments without their prior approval and 
a copy of letter No. FX-52!CP-5/l. dated 17th November, 1954, issued 
in this connection is enclosed. A specific enquiry was not made 
about the non-mention of the Audit objection, but  since the Audit 
objection was also to the provisional payments having been made 
without competent sanction. a separate query in regard to this was 
perhaps not called for. 

(iii) The precise reasons for making provisional payments for  
six years may be ascertained and intimated. 

The payment of compensation tc~ the Howrah Sheakhala Rail- 
way for loss of revenue due to the opening of the Howrah Burdwan 
Chord commenced irom 1919 and continued upto 31st March 1946 
under sanction given b?. the Railway Board from time to time, the 
last sanction being issued in 1941. At no stage during this period 
of 28 years was there any  doubt that the payment in question was 
ex gratla and not on account of any legal liability. I t  was thus only 
the  quantum of compensation that was being reviewed periodically on 
t h e  basis of the latest level 01 traffic and earnings, and not the ques- 
tion of legal liability. In fact, in 1936 when the legality of the pay- 



ment of compensation was questioned by the Railway Vakil, the 
Chief Auditor, after a review of the legal position, observed as 
follows: - 

"Thus the pr~nclple oI compensation as agreed to between the 
East Indian Hallway and Messrs. Martln gi Coy., has 
been approved by the Railway Board. The liability 
having been admitted and acted upon, it 1s too late in 
the day 10 raise the question of legality of the liability 
ot the Cast Indlan Rly. under common law or law of 
Torts.'' 

(Copies of the Vakil's note and the Chief Auditor's note are 
enclosed as Annexures I and 11.) 

.4s the nature of the payment was not in doubt, the General 
Manager, after the end of the War, proceeded with the review and 
entered into negotiations with the Light Railway regarding the 
quantum of the compensation. The negotiations involved a good 
deal of information being obtained from the Light Railway with a 
view to examining various proposals and counter-proposals made 
in regard to the quantum, and could be finalised only in 1952. The 
General Manager was ultimately successful in securing the agree- 
ment of the Company to t h e  quantum being reduced to 31 per cent 
of the average gross earnings of the diverted traffic from 60 per cent 
of the gross earnings which was paid upto 31st March, 1946. As the 
Light Railway were meanwhile pressing for payment of the com- 
pensation on an ad hoc basis provisionally, the ex-East Indian Rail- 
way made certain payments to the Light Railwa5- provisionaYy 
pvnding the sanct~on of the Board being obtained, under the impres- 
siun that only the quan tum of compensation Lvhich Lvas being nego- 
tiated was in question. Such provisional payments had been made 
on previous occasions also, pending fixation of the revised amount 
and its sanction by the Board, apd the Railwaj- Board 1ver.e aware 
that the- had been made. I n  the present instance also payments 
\VPI.C ~nadr, alter obtaining an undertaking from the Light Railway 
Coln),any 111:it thest. amounts \vere subjeci t u  adjustment on the 
basis of thtt ~ I I - ~ , I U I I I  finall?' sanctioned by the Board. However, 
tv}lcn t h ~  03SC' C ~ I I I C  up for consideration of the Board, i t  was exa- 
mintxd from an e!itircly ncs\v mgle, namely, whether the ex-gratia 
pnylnc~lt should continue to be made to the Light Railway Company 
for an indefinite period. I t  was eventually decided, in consultation 
with the Legal iidviser, that the ex-qraticl payment should be dis- 
continued. The decision not to insist on the refund of the provi- 
sional payments was taken by &he Board on the ground that since 



the payment was made not because o f  legal liability but on other 
COIlBIderations, and the Company had been relying on these pay- 
ments, these could not, in fairness, be discontinued without appro- 
priat6 notice. The Board, therefore, regularised the provisional pay- 
ments made by the Eastern Railway and also paid the compensa- 
tion upto 31st March. 1954 on the consideration that notice was 
served on the Company to stop payment of compensation only in 
April, 1954. 

Audit has seen this Memorandum but has reserved comment. 

Dated 13th November, 1957. Director, Finance (Expenditure),  
Railway Board. 



GOVERNMENT OF INDIA 

NO. 7057-F 
N e w  Delhi, d a t e d  t h e  5th March,  1M. 

T o  
The General Manager, 

East Indian Railway. 

Dear Sir, 

Cornpensation payable to Howrah-Sheakhala Light Rai lway 

With reference t c t  >.our letter No. CRII-CJBG, dated the 27th 
January,  1941. 1 am dlrected to communicate the sanction of the 
Governor General in Council to the existing basis on which com- 
pensation is paid to the Howrah-Sheakhala Light Railway Company 
being continued for the duration of the War with effect from first 
April 1940. It is noted that at  the end of the War the position will 
be further reviewed. 

1 I 
DA: NIL, 

Yours faithfully, 

w- 
Deput!~ Director. Railwag Board. 

No. 7057-F dated the 5th March. 1941. 

Copy, together with a copy of the letter replied to, foni-arded for 
information to the Chief Auditor. East Indian Railway. 

Sd/- 
for Financial Comtnissioner. Railways. 



GOVERNMENT OF INDIA 

NO. F (X) 11-52/CP-5/1. 
New Delhi, dated 17th November, 1954. 

To 
The General Manager, 
Eastern Railway, 
Calcutta. 

SUBJECT: Compensation to  Howrah Sheakhala LM. Raitway for 
Diversion of its traffic to the Houyrah-Burdu7an Chord of 
Eastern Railway. 

REFERENCE: Corf'espondence resting with gout. letter ATo. C R / I C /  
RIIIPt. II. dflted the  27th October 1954. 

The Board would like to know the circumstances under which 
the provisional 'on account' paya~ents  reported in ? o u ~  letter No. 
CR/IC/RH/PT. 2 dated 4 12 February. 1954 lvere 11-.idt by the Rail- 
way Administration without thelr prior approval. esiri~c.lally ~ v h e n  
thc. question of the determination of the compensatjol. payable was 
under consideration and under correspondenrc. wii '  ;he Railway 
Board. It is requested that the position in this I cspect m a y  be clari- 
fied at  a very early date to enable the Board to consider further 
the question of enforcing the recovery of ovt~rpayrnents made 

DA: NIL. Dy. Director Finance ( E x p ) .  
Railway Board. 



ANNEXURE I 

0 ~ 1 ~ 1 0 ~  OF THE RAILWAY VAKIL 

RE: Claim for compensation by Howrah Sheakhala Light Railway. 

From the correspondence that passed between the Agent, East 
Indian Railway and the Board of Directors, London, prior to the 
opening for public traffic of the stations a t  Dhankuni, Begumpuf and 
Monirampur, i t  is abundantly clear that merely on equitable 
grounds an arrangement was arrived at to pay some compensation 
to the Howrah Sheakhala Light Railway and it was decided that this 
arrangement would remain open to reconsideration three years after 
the date of opening the new stations. The Board of Directors in 
sanctioning the payment of compensation subject to the concurrence 
of the Government of India very clear.1~ pointed out to the Agent 
that the important consideration was not whether the opening of 
the stations in question would ad\.ersely affect the earnings of the 
Howrah Sheakhala Light Railway, the equitable treatment of which 
was a matter to be separately dealt iwth. but \vhcther the public 
interest would br s e r ~ v d  thcrcbj- Although the question whether 
the East Tnd~an Railway n-oi~lci comc under. an>- legal liability to pay 
any  compensation t o  the How-r;ih Sheakhala Light Railu.ay on their 
opening for public traffic t h ~  above three starlons was not raised 
or discussed. the Roarti elf Directors. n.o\ild appear. must have 
becn advised that they ~ . o u l d  be under no S L I C ~  legal liability and 
they sanctioned payment of compensatlnn as suggested by the .4gent 
only on equitable grounds 

From the legal p o ~ n t  of  viekv the Howrah Sheakhala Light Rail- 
way was or is not entitled as of right to any compensation or legal 
damage. It is \:.ell sc:t!td i n  principle that the  exercise of ordinary 
rights for a lawful purpose and in a lawful manner :- no ~ ~ o n g  
even if it causes damage. Sir Frederick Pollock in  h ~ s  treatisc "Law 
of Torts'' has observed as follows: - 

"It is impossible to carry on the common affairs of life with- 
o u t  doing various things which are  rnare,or less likely 
to cause loss or inconvenience to others. or even which 
obviously tend that way; and this in such a manner that 
their tendency cannot be remedied by any mean; short 



of not acting at all. Competition in business is the most 
obvious example. If John and Peter are booksellers in 
the same street, each of them must to some extent 
diminish the custom and profits of the other. So if they 
are shipowners employing ships in the same trade or 
brokers in the same market. So if, instead of John and 
Peter. we take the Railway Companies whose lines offer 
a choice of routes from London to the north." 

It appears to me that any question of discontinuing payment of 
the compensation at this stage is a very delicate one. I do not think 
what we considered to be our nloral liabilit?. about 20 years ago 
has now ripened into legal liability by reason of the fact that we 
have all along been paying the compensation. If it is intended that 
we should take our stand on our legal right. our Solicitors may, if 
you so desire. be consulted in the matter. 



ANNEXURE l I  

This case was handed over to me by Mr. Gilbert for my remark. 

2. A doubt has been raised as to the legal liability of the East 
Indian Railway to pay compensation to MIS. Martin & Company. 
The "Law of Torts" has been quoted by the Railway Vakil in sup- 
port of his opinion that it is not a legal liability. 

3. Under the Common Law or the Law of Torts every person (or 
corporate body) has a right to carry on his pursuits freely, safely 
and' without undue interference. This however does not apply to 
the case of construction of new Railways as explained below. 

4. In England, an Act which is done by the State itself or in 
other words is an act of the sovereign power gives no right of action 
and an act which is ordered by the State itself gives no right of 
action unless the State directs that there shall be such a right. 

5. A Railway Company in England is usually formed by an Act 
of Parliament incorporating the powers, rights, responsibilities etc. 
of the Company as a public undertaking after due enquiry has been 
made by the Board &f Trade into the whole scheme and the repre- 
sentations and objections and a certificate has been given inserting 
such provisions as it deems necessary vide para 1238 of Halsbury 
Laws of England. 

6, Similarly under Tramways and Light Railways Act, vide paras 
1446 and 1449 of Halsbury 'Laws of England', an application for a 
light railway is considered by the Commissioners with reference to 
dl material circumstances t+. (1) the utility of the proposed rail- 
way and the advantage offered thereby to the public; (2) the desire 
of the persons living or interested in the district for the proposed 
railway, and the extent and nature of the opwsition to the applica- 
tion; (3) the safety of the public; (4) the probable effect of the 
competition upon existing railways; and (5) the financial prospects 
of the proposed undertaking and where competition is likely to affect 
an ~ p o s i n g  railway company, the Commissioners must determine 
whether it is of a character contemplated as befng admissible under 
the Statute. 



7. In India, the Government of India Act. Section 29(5) proddm 
.that a contract may be entered into by the Secretary of State for 
or relating to afheightment or the carriage of goods. The construc- 
tion of a railway is sanctioned by the Secretary of State or the 
Governor General in Council and a Light Railway or Tramway is 
sanctioned by the Provisional Government under the powers dele- 
gated to the latter by the Secretary of State vide Schedule I Part I1 
6(c) and (d) of the Devolution Rules delegating powers regarding 
tramways, light and feeder railways to the Provincial Government 
subject to legislation by the Indian legislature in the case of any 
such railway or tramway which is in physical connection with a 
main line or is built on the same gauge as an adjacent main line. 

8. Thus the decision regarding damages or compensation hinges 
3n the question whether the State itself has directed that there shall 
be such a right for the same. 

9. Coming to the particular Railways under discussion, the con. 
struction of the Howrah Sheakahala Light Railway has been autho- 
rised by the Local Government in accordance with the above dele- 
gation under the District Board's Act and the construction of the 
East Indian Railway has been authorised by the Secretary of State. 

10. In India, the powers of the State are exercised by the Secre- 
tary of State in regard to companies with English Domicile and 
t y  the Government of India in respect of companies of Indian 
I)omicile and it is under the powers vested as above in the Govern- 
ment of India that they decide the disputes regarding the rights or 
compensation for vested interests of existing line when new lines 
are proposed to be built. In the case of Howrah Sheakahala Light 
Railway, the Railway Board held the view "that the impartant 
consideration is not whether the opening of such (East Indian Rail- 
way) stations will' adversely affect the earnings of the Howrah 
Sheakahala Light Railway, but whether the public interest will be 
served thereby" and also expressed the opinion in regard to M/r. 
Martin & Company's Railways that any compensation paid to the 
Light Railways Companies should be assessed on a comparison of 
the gross earnings of the Companies during the period of three 
years following the opening of the chord with those du rhg  a perld 
of five years previous to its opening. Thus the principle of wm- 
pentation as agreed to between the East Indian Railway md M/& 

& Co. has been approved by the Railway Board. The ]*bf. 
UtY bving been admitted and acted upon, it is tm Lte  1. the &y 
to the q u d o n  of legality of the liability of the b t  
R . f l w ~  under Common h w  or h w  of TO-. 



11. regards the compensation itself, the East I ~ ~ d i a n  Railway 
case had been veriably put forward at  the time of the second arbitra- 
tion of 1935. The East Indian Railway had proved on the basis of 
each of the three methods of tests explained in paras 89, 99, 113 of 
tfie East Indian Railway's statement that the compensation payable 
should not be more than 45 per cent of the gross earnings of the 
East Indian Railway. These three tests were based on the difference 
between the probable normal and the actual gross earnings of the 
Howrah Sheakahala Light Railway reduced by the amount that could 
have been spent by the Howrah Sheakahala Light Railway in work- 
k g  the extra trafflc. Another method a fourth method has been 
ably worked out by Mr. Crawford in his notes on pages 34 wherein 
he avided Howrah Sheakahala Light Railway stations into two 
groups (1) affected stations and (2) unaffected stations, and assess- 
ed the difference between the probable and the actual gross earnings 
of the affected stations on the basis of the variations in the non- 
affected stations during the same periods and arrived at  higher 
figures of loss in gross earnings of Howrah Sheakahala Light Rail- 
way but in view of some omissions and assumptions e.g., omission to 
take into account diversion of traffic to road between Chan&tola 
and Uttarpara, I am inclined to the view that the figure given in 
East Indian Railway statement for 1935 arbitration is more accurate. 

12. The particular line of argument which has been all along 
advanced by the Howrah Sheakahala Light Railway and which has 
been accepted by the arbitrator in coming to his decision is however, 
on the basis of the working results of the Howrah Arnta Light Rail- 
way. That basis is however open to objection on account of the 
difFerences between the two lines as explained in paras 75 to 81 at 
the East Indian Railway Statement for 1935 arbitration. While i t  
may be admitted that subject to certain allowances the estimates of 
normal gross earnings may be based on a comparison of the Hownab 
Amta Light Railway, the extension of that principle to the working 
expenses is obviously untenable as the proportion of the working 
expenses of the Howrah Sheakahala Light Railway has been very 
different as compared with that of Howrah Amta Light Railway 
and therefore, East Indian Railway can never agree to the assump 
tion that the net earnings of the Howrah Sheakahala Light Railway 
for post chord years would have borne the same proportion to those 
of pre chord years aa the net earnings of Howrah Amt. Ught W- 
Way for post chord years bore to those of pre chord years. In foe& 
ff the argument of the arbitrator is carried to its logicd eoncludoq 
u Mon as the Howrah Amta Light Railway is able to reduce the -king expensea stil l  further, a pooltion will be mched whenby 



according to the formula adopted by the arbitrator, the corn-- 
tion may amount to cent per cent of the gross earnings of the East 
Indian Railway, thus showing the absurdity of the position. The red 
baais for assessing the compensation should be that indicated in the 
Railway Board's letter No. 269 P. 16 dated the 25th May 1917, name- 
ly that it should be assessed "on a comparison of the gross earnings 
of the companies during the period of three years following the 
opening of the chord with those during a period of five years pre- 
vious to the opening" and the difference of gross earnings less the 
working expenses for such extra traffic is the true basis for com- 
pensation. 

13. The East Indian Railway had gone even further and had 
practically accepted the principle of compensating not only for the 
traffic immediately affected but also for the share of the increased 
traffic which was certain to result from the improved transportation 
conditions. 

14. When the East Indian Railway Home Board agreed to 45 per 
cent to be paid to the Howrah Sheakahala Light Railway, the work- 
ing expenses of the East Indian Railway main line were about 35 
per cent of the earnings and out of 65 per cent of the net earnings 
only 45 per cent were given as compensation, the East Indian Rail- 
way retaining 20 per cent as its own profit. Therefore, when the 
East Indian Railway working expenses had increased to as high 
as 65 per cent, the East Indian Railway had a good case for really 
reducing the percentage payable to the Howrah Sheakahala Light 
Railway. In our case for arbitration of 1935, we had however 
practically weakened our case by agreeing to accept the bagie of 
dependent costs for Howrah Sheakahala Light Railway and we can- 
not now go back to the basis of the whole working expenses. 

15. If we ge to arbitration again, we can challenge the decision of 
the arbitrator that his finding on the basis of a comparison between 
the working results of Howrah Arnta Light Railway and Howrah 
Sheahhala Light Railway is not correct and argue that the compen- 
sation should be based on a wmparison of the gross eaninga and 
not on the working results and that the net amount to be paid out 
of those gross earnings should be decided by the amount of working 
expenses incurred by the East Indian Railway in carrying such 
tra5c or the amount that would have been incurred as worldng 
expemes by the Howrah Sheakahala Light Railway in carrying such 
t r m c  and not by the amount the Howrab h t a  Light Railway 
would have incurred for working expenses. It is pomible that a 
this baais we may be able to press for our compensation to be reduced 
to 66 per cent from a fresb a f i i t~dor ,  but we have to consider t b t  



trrt, arbitrator would be Miuenced by the facts that (1) East Indian 
Railway is a very prosperous State Line and Howrah She- 
Light Railway has not got any prospects of exp-im (2) the sym- 
pathy of the arbitrator would always be on the weaker side (3) that 
60 per cent has already been decided during the last two arbitrations 
and (4) that the 60 per cent basis has not involved the East Indian 
Railway in actual loss taking into consideration only the dependent 
coats as distinguished from the whole working expenses and (5) 
that East Indian Railway has derived other benefits by opening those 
stations, vtz., its own local and foreign tramc to all Stations other 
than the traffic between the concerned statians and 
Howrah and I think the chances are ten to one that a new arbitrator 
would also decide in favour of 60%. As the amount involved is 
after all very small, so far as East Indian Railway is concerned, I 
would suggest that we agree to the 60 p r  cent basis for next 5 years. 
Though such an acceptance is within the powers of the Agent, per- 
haps the Agent might like to take this opportunity to advise the 
Railway Board of his decision and get their approval before commu- 
nicating it to M/s. Martin & Co. in view of the fact that the matter 
is already under correspondence with the Reilway Board in connec- 
tion with a question raised in the Assembly. 

16. The Railway Board have made two suggestions in their letter 
of 12th May 1936 (1) whether it is possible or not to reduce the com- 
mitments in respect of compensation payable by taking over the work- 
ing of the line or (2) alternatively to make a lumpsum payment which 
will  clear the liability for all time. 

17. As regards (1) taking over the Line is not a practicable proposi- 
tion for the following reasons:- 

(i) Howrah Sheakahala Light Rai lwy is intimately connected 
with the Howrah Amta Light Railway owing to running 
powers exercised by the Howrah Sheakahala Light Rail- 
way over Howrah Amta Light Railway portion from 
Howrah Telkalghnt to Kadamtola, a distance of 20.06 
miles. 

(ii) The line is 2 ft. gauge and East Indian Railway would have 
to make special provision for working the same and for 
workshop repairs, stores and consequently East Indian 
Railway cannot work it more chmply than M/s. Martin 
& Co. The probability is that East Indian Railway would 
lose more in working it than the compensation it now 
pays. 

(iii) Ordinarily it would be an advantage for the main line to 
take over the working of the branch line if the gauge of 



the railway is the same or if the branch can be converted 
into line of through comrnunication or even if it is a 
feeder to the main line, but not one of these conditions is 
satisfied. 

(iv) The prospects of the line are not a t  all very bright and it is 
possible that with the extension of road facilities for 
buses, the Light Railway Administration may be a losing 
proposition and would have to wind up but for the 
guarantee of 4 per cent by the District Boards. The 4 
per cent guarantee elso is limited to Rs. 9501- per mile. 
For these reasons the Government of India will not be 
well advised to venture on the purchase and working of 
the Light Railway. I 

18. Proposition (2) is not also feasible as it will not be to tho 
interest of Government to compound for a single lumpsum payment 
just at the present moment. As I have already explained, with the 
increasing road competition, the East Indian Railmy trafRc from the 
concerned stations may become less and less, thus resulting in our 
payments also becoming less. Therefore, our compounding at  the 
present time is likely to involve a serious loss to the East Indian Rail- 
way. The District Boards who have to pay the guaranteed interest 
uuy also have to be consulted as to whether they would care to agrea 
ta thJp compounded payment to the Light Railway Agents. 



APPENDIX V 
(Reference Para 16 of the Report) 

MINISTRY OF RAILWAYS (RAILWAY BOARD) 

Para 10 of the Audit Report:--Overpayment to handling contractor. 
(i) How did the irregularity come to notice of the Accounts 

Department in April 1953 when ibis stated to be going 
on since 1943? 

According to clause 2(f) of the handling agreement entered into 
'm 1946, the payment in the mse of inward goods was to cover the 
services of unloading from Railway wagons, stacking on the platform 
o r  in the yard or in the goods shed, as may be directed, and also hand- 
ling for any necessary reweighment. The handling agreements prior 
to 1st June, 1946 care not available and it is therefore, not possible to 
state whether this or an equivalent clause existed in the agreements 
in force prior to that date and whether the irregularity goes back to 
1943. The sanction for the employment of 8 hamals for the purpose 
a£ reweighment of inward consignments was, however, issued in Feb- 
ruary 1943 and as the relevant records pertaining to the issue of this 
letter are not available, the circumstances under which these 8 hamals 
were appointed are not known. 

Sometime before 22nd September, 1952 the Senior Travelling 
Inspector of Accounts at Carnac Bridge in his report to the X3y. Chief 
Accounts OfBcer (Tr-c Accounts) seems to have raised the question 
regarding the actual practice vis-a-vis the provisions in the contract in 
regard to the reweighment of inward consignments. (This report, 
howwer, is not available). The Dy. Chief Accounts Officer (Tra.5~ 
Accounts) on receipt of this report, called for the remarks of the Goods 
Superintendent Carrrac Bridge who replied in March 1953 that the 
departmental labour was being utilised for the reweighment of inward 
consionments. 

The Dy. Chief Accounts Ofncer (TrafRc Accounts) then enquird 
from the Chief Operating Superintendent as to the circumstances 
under which departmental labour was being utilbed for the purpolw 
when the ccmtractors are required to provide labour for neassaq 
nweighment; and also whether the cost of departmental labeur so 
-gad wan to be recovered from the contractors. It was also 
bqd that the hundling contractor should be warned tbat the cost d 



departmental labour so engag* in the past, would be recovmble 
from his dues. After protracted correspondence the Regional Trafac 
Superintendent, Bombay Central informed the Dy. Chief Accounts 
Ofacer (Traf8c~Accounts), Ajmer on 14th August, 1953 that 8 Hamla 
engaged so far on reweighment work were being withdrawn and 
necessary action for their employment elsewhere was under consi- 
deration. On 1st November, 1953 the Hamals were transferred from 
the inward goods section to the Dangerous goods section outward plat- 
form and the work of weighment of inward consignments was entrus- 
ted to the contractors from that date. The posts of 8 hamls were 
finally surrendered on 24th March 1953 when opportunity arose for 
their absorption elsewhere. 

(ii) Has responsibility in this regard been w e d  cmd if so has 
any disciplinary action been taken against the persona 
concerned? 

The question of fixing responsibility and taking appropriate action 
against the i n d i v i d d  concerned is under consideration. 

This has been seen by Audit. 

Dated: 31st October, 1957. 
Director, Finance (Expenditure) 

Railway Board, 



APPENDIX VI 
(Reference Para 22 of the Report) 

MINISTRY OF RAILWAYS (RAILWAY BOARD) 
MEMORANDUM 

Para 12 of the Audit Report--Supply of dafective springs in all-metal 
M. G. coach body shells. 

(i) The tare weight of the imported furnished Coach was 27.15 
tons. This was taken as the prototype by the Central 
Standards Office. A m r g i n  of 314 tons was &lowed for 
the highq weight of furnishing materials available in 
India. Was this margin adequate? What was the bask 
for this estimation? 

The weight of the M. G. coaching shells end the under-frame with- 
out "furnishings and fittings" is 19.5 tons. Therefore, on the M A N .  
coach, which weighs 27.15 tons fully furnished, the weight of furnishing 
and fittings works out to 2'7.15-19.5 = 9:65. C.S.O. allowed a 10% 
increase in weight due to Indian furnishing and so allowed a margin 
of 3/4 ton. 

The total weight of Indian furnishings and fittings on the Broad 
S u g e  Hindustan 111 Class Coach is 10 tons approximately. As a 
metre gauge coach has only 62% of the surface area for furnishing of 
the broad gauge coach to be furnished in India, the total weight of 
furnishing which was reckoned is 7-65 plus 75.8. 4 tons for a 
metre gauge coach appears more than a liberal estimate for assess- 
ment purposes. 

There are not many comparable cases of Broad gauge showing the 
difference between the rate of Indian furnishing and imported furnish- 
ing except the case of the broad gauge standard light weight coaches 
as now produced by I.C.F. Some of these had a tare weight of 35 
tons when imported completely furnished in the initial stages. A 
similar cmch while furnished in India at  Matunga weighed 36 tons, 
This increase of 1 ton in respect of Indien furnishing on the broad 
gauge would again suggest that an allowance of 3,/4 ton increase in 
weight for Indian furnishing in the case of metre gauge coaches was 
reasonable. 

An annezure to this memo. explaining the difficulties in the correct 
assessment of a single weight to which 'springs' could be designed, is 
also enclosed. 



'(ii) What is the margin allowed in the case of B.G. Couches 
mcrnufactured by Hindustan Aircraft Ltd., Bangdore? 

No imported shells have so far been furnished by the Hindustan 
Aircnaft Ltd. 

The Audit has seen the Memorandum and has observed as under:- 

"As the actual tare weight -of the coaches proved greater than the 
w e  estimated by the CSO, the basis adopted for the estimation of 
the tare weight including weight of furnishings was obviously faulty. 
Since 900 cmches were ordered for the years 1952-53 to 195455 which 
were to be furnished, greater care was necessary for the assessment 
of the tare weight including the weight of furnishings, etc., after mak- 
ing due allowances for factors which contributed to the increase in 
the tare weight. 

The springs as designed by the RPT were provided for a working 
coach load ranging from 24 tons tare to 32.2 tons under crushed load 
conditions (i.e., under 200% of normal passenger load) with a margin of 
4.2 tons left to take the gross load of 36.4 tons which was the maxi- 
mum capacity of springs. In the case of new all metal M.G. Coaches 
ordered egainst 1952-53 programme and onwards, the CSO fixed the 
tare weight as 27.9 tons after allowing for an increase of 3/4 ton for 
Indian furnishings. As this tare weight was to go up to 36: 1 tom 
under crush load conditions (i.e., after adding 8.2 tons) there was a 
margin of 0- 3 ton only left in relation to the maximum cspacity of 
the springs, viz., 36.4 tons. This margin was quite inadequate com- 
pared to the margin of 4.2 tons in case of older coaches and did not 
even cover the safety margin which according to the Rly. Board 
should have been 1.25 tons. This position should also have given an 
indication to the CSO that these new coaches would~require sprfnga 
of higher capacity. 

The following facts memtioned in the Memorandum are being got 
confirmed by the Chief Auditors and further remarks, if any, rPill 
follow: - 

(a) The totaf weight of Indian furnishing and fittings on th, 
BG Hindustan TII Class coach is 10 tons approximately. 

(b) The weight of m n e  of the light weight BG coaches import 
d from abroad completely furnished was 35 tam. 

(c)  The BG Standard light weight corrcher produced by tb 
Integral Coach Ppctory weighed 36 tonr after oo?nplrt. h 
~ I a l ~ M a ~ W o ~ l o h q , .  



(d) No imported shells have so far been furnished by the Hind- 
ustan A i r d t  Ltd." 

Director, Finance (Expenditure) 
Railway Board. 

Dated: 28th November, 1957. 

ANNEXURE 

In the course of the oral e-mination of the Members of the Rail- 
way Board, the Chairman, Public Accounts Committee raised a ques- 
tion as to the single weight for which the original springs (on coaches 
to RPT drawings) were designed. The springs for rolling stock are 
designed to setisfy a range of weight and it is, therefore, not possible 
to give a direct answer to this question. For instance a BG wagon 
spring must operate satisfactorily for a wagon weight of 10 tons (tare) 
and 32 tons (gross). Such a spring would be designed for this whole 
range and it would be necessary to check deflections over the range 
end to ensure that adequate clearances existed under all conditions 
and also to be certain that the springs could take the maximum load- 
ings at a stress within the margin of safety. In coaching stock springs 
the variation in weight between tare and gross is less than in wegons, 
but again the whole tonnage has to be checked for clearances and the 
maximum stresses must be limited with a safety margin. There is 
also in this arrse the factor of riding quality and frequencies for passen- 
ger comfort, so that the spring should have softer characteristics than 
wagon springs. 

Against these design requirements, RPT in their original coaches 
for the MG put forward springs capable of taking a maximum coach 
laad of 36-4 tons, with deflections and characteristics that were ade- 
quate far  a range of weight 24 tons tam, 2&) tons nonnal pasgenger 
stmted load, and 32-2 tons crush loaded. Perhaps it would be fair to 
my that the springs were provided for a working coach laad rangfng 
from 24 to 32.2 tons but were designed with a suflident margin t6 
take groau loads of 36.4 tons. 

On strength and clearance considerations of the spring the gross 
load should never exceed 36- 4 tons. A smaU safety margin of epprox. 
la  ton is kept in hand and tke maximum passenger load (200% occupa- 
tion) of 8.2 tom b deducted giving a maximum derived tare weight 
of 96'41.2S4tw228*95 toar which led the CSO to my that the 
rprfna weme dsrbplsd to take r tare load up to 27 tom This WM 
-ortunate wording, because springs are news d e d w  M y  in 
rehtion to a spdf lc  tus  lord but rather for 8 range of load extending 

minimum tam l~~utimum grosl, 



APPENDIX VII 

(Reference Para 27 of the Report) 

MINISTRY OF RAILWAYS (RAILWAY BOARD) 

Para 13 of the Railway Audit Report, lS!X=Cantral Railway- 
truetion of colliery siding without settlement of terms. 

(i) Whet was the actual decision taken in 1945 when it1 was decided 
between the Railway Board and the Supply Department thut 
the G.  I .  P.  Railway should go ahead with the construction of 
the siding? Full details in this regard may please be furnished. 

The details of the decision taken in 1945 were as under:- 

(1) G. I. P. Railway should be asked to go ahead immediately 
with the construction of the Siding. 

(2) That portion of the cost of the Assisted Siding, which 
would normally be borne by the party asking for such 
an Assisted Siding, should be met from the Coal Produc- 
tion Fund, since M/s. Shaw Wallace & Co., were not 
prepared to meet this portion of the expense. The 
amount involved, as estimated at that time, was 
Rs. 2,15,000. 

(3) When the Coal Production Fund comes to an end, W s .  
Shaw Wallace & Co., should be asked to take over the 
Siding and re-imburse the Government the amount ex- 
pended, ie., Rs. 2,15,000 and should M/s. Shaw Wallace 
& Co., refuse to take over the Siding, the Railway Board 
would take over the full financial responsibility and te- 
imburse this amount to the Supply Department. 

(4) Nonnal commercial siding charges for maintenance etc., 
should be levied by the Railway for the Sidbg, and 
M/s. Shaw Wallace & Co. should be asked to d e h y  
these charges. 4 



(li) A detailed note giving clearly the future policy to be followed 
in regard to jt3cing uniform rates for siding charges indieatbag 
whether any special concessions are proposed to be allowed in 
certain cases and if so, the reasons therefor, may please be for- 
warded. 

The basis for levy of Siding Charges on Railways has varied 
from Railway to Railway and w e n  as between one Siding and an- 
other on the same Railway, mainly for historical reasons. 

2. The question of adopting a uniform basis of calculating Siding 
Charges was considered in the year 1953. After careful exarnina- 
tion, the Commercial Committee of the Indian Railway Conference 
Association, which represents all Railways in India, adopted the 
following resolution in regard to the question of levying Siding 
Charges on a uniform basis: I 

"Resolution 3075- (1) -The Commercial Committee have 
studied the details collected by the Railways and, after 
carefully considering the matter, are of the opinion that, 
as a general practice, it would be advisable to levy 
siding charges on the following basis:- 

( i )  Interest, maintenance and depreciation charges to be 
recovered separately as annual lumpsum payment; 

(ii) Siding Charges to be based at Re. 11- per wagon subject 
to a minimum charge per shunt arrived at by multf- 
plying the average time taken per shunt by the cost 
of shunting engine hour. 

(2) There are, however, certain instances where there will 
be practical difficulties in adopting the above basis, 
e.g., when sidings take off from other sidings and only 
one shunting engine is used for shunting at  all sidings. 

(3) Reviewing the existing arrangements for the collection of 
siding charges, it is found that in some cases the 
arrangement p r o p d  will be difficult of application for 
the reasons mentioned in paragraph (2) above, while 
in certain other cases there will be considerable enhance- 
ment or reduction in the charges now being collected. 
For example, the drop in revenue on the Eastern Rail- 
way will be approximately Rs. 40 lakhs per y w ,  while 
on the North Eastern Railway there will be increase by 
about 50%. I 



(4) In these circumstances, the question of change-over of 
the basis in the case of existing sidings should, it is 
considered, be approached with caution and on a gradual 
long term basis." 

3. The above Resolution has been accepted by the Railway Board 
and forms the basis of the policy now adopted by the Board in 
regard to the question of levy of Siding Charges throughout the 
Indian Government Railways. 

4. For reasons which are explained in the Resolution given above, 
~t was not considered feasible to change over to the above basis of 
charge at one stroke so far as  existing Sidings are concerned. For  
one thing, on some of the Railways, sdch as the Eastern Railway 
the adoption of the basis would result in a substantial loss to the 
Railway Administration in the amount of Siding Charges collected. 
It was, therefore, decided that the change-over to the charging of 
Siding Charges on a uniform basis as laid down above should be 
implemented according to a phased programme which was to be 
drawn up by each Railway Administration in consultation with its 
Financial Adviser and Chief Accounts Officer. 

5. The Railway Administrations are acting up to these instruc- 
tions. Some of the Railway Administrations have already imple- 
mented the instructions in regard to their Sidings, where there 
were no difficulties such as enumerated above. Other Railways 
have got the matter under consideration, of drawing up a phrwd 
programme as mentioned above. 

6. It is not intended to give any special concessions in particular 
cases in the implementation of the above policy. 

This has been seen by Audit. 

Director, Finance (Expenditure), 
Railway Bourd. 

Dated the 14th November, 1957. 



APPENDLX VIII 
(Reference Para 42 of the Report) 

MINISTRY OF RAILWAYS (RAILWAY BOARD) 

MEMORANDUM 
Para l a E a s t e r n  Railway:-Purchase of defective axle boxes from 

Italy 

( i )  Whao are the specific reasons for not prefering the claim against 
. the Italian Firm in proper time, indicating the exact dates of 

detection of defects i n  the axle boxes, those of reports of chemist 
and Metallurgist and o f  communications to 8he Railway Board 
f rom the  Railway administration t o  that effect etc? 

(i) The axle boxes were received during 1951. 

After issuing to Running Sheds, etc., 237 out o f  the total of  312 
axle boxes, casting defects were found in some boxes in June, 1953 
while they were being machined in the workshops for being fitted 
on engines. Some of these were sent to the Chemist and Metallur- 
gist Eastern Railway in August 1953 and he  submitted his report 
in November, 1953. The matter was reported to the Board in Janu- 
ary 1956. As the defects were noticed only during the middle of 
1953 and as the guarantee period expired by about the end of 1952, 
there was no question of preferring the claim against the  manufac- 
turer in terms of the contract. 

( i i )  Has the tespcrnsibiliiry been fixed in this case? I f  so, the results 
thereof m a y  please be intimated. 

(ii) The firm have accepted the liability to compensate the Rail- 
way to the  extent of the loss involved, viz., Rs. 33,600, which fully 
covers the cost of melting and recasting the defective boxes. 

The fixation of responsibility for the delay in the office of the 
Controller of Stores in reporting the matter to the Rly. Board is 
being pursued by the Eastern Railway although this delay did not 
e f k t  the  fact that the  guarantee period had already been expired 
when the  defects were discovered and although no loss has been 
occasioned by this delay. 

This has been seen by Audit. 
Direcdot, Finunce (Expend i ture ) ,  

Railway Board. 
Dated the 6th November, 1957. 



(Reference Para 43 of the Report) 

MINISTRY OF WORKS, HOUSING & SUPPLY 

SUBJECT:-Note on the system of purchases from abroad, indicating 
measures taken to guard against losses due to defective Inspec- 
tion. or Defective terms of contract. 

It is presumed that the Public Accounts Committee are refer- 
ring to purchase of stores from abroad through the India Store 
Department, London and India Supply Mission, Washington. 

The India Store Department are responsible for purchase of 
specialized stored from the United Kingdom and. the Continent 
not available in India either from indigenous sources or through 
Indian Agents of foreign manufacturers, while the India Supply 
Mission are responsible for purchase of specialized stores available, 
only, from North America and Canada and a11 purchases against the 
various Foreign Aid Programmes. 

2. According to the existing purchase policy all Central Govern- 
ment Departments are required to place their demands for stores 
exceeding Rs. 2,000 in value on the Directorate General, Supplies 
and Disposals. The Directorate General (Supplies and Disposals) 
scrutinize the demands and arrange for procurement of stores, as 
far as possible, from indigenous sources consistent with economy 
and efficiency. In case stores are not available from indigenous 
sources purchase is effected through the Indian Agents of foreign 
manufacturers, subject to the period of delivery, quality and prices 
of goods being suitable. and subject to the existence of adequate 
after-sale service in India. There are, however, a few exceptions to 
this procedure, namely, Government to Government purchases, pur- 
chase of food grains and of complete locomotives and rolling stock 
in which cases purchases are made through the India Store Depart- 
rnenmndia Supply Mission as the case may be. Exception has also 
been made in the case of certain highly specialized stores such as 
arms and ammunition, wireless equipment etc., a list of which h.r 
bean drawn up and in such cases the Central Govenunent indentorn 
have been authorised to place indents, direct, on India Store 
menmndia Supply Mission. 



3. Steps necessary to effect the purchase of stores are taken only 
on receipt of indent duly authenticated by forwarding letters, or  
telegrams from India. Each indent is, according to the orders 'of 
the Government of India, accompanied by (i) a certificate of pro- 
vision of funds to meet the proposed expenditure, (ii) a certificate 
of the financial sanction to the purchase, (lii) a certificate of neces- 
sary foreign exchange sanction, and (iv) a proprietary certificate, 
whenever necessary. 

4. Purchases are effected after completion of necessary fomal i -  
ties and calling for tenders either:- 

( i )  By  advertisement ("open tender") 
( i i )  By  invitation to  a limited number of firms ("limited 

tender"). 
( i i i )  By invitation to o n e  firm only ("single tender" or "private 

purchase"). 

5. Detailed rules of procedure have txcn laid down for deciding 
which of these w q s  shall he adopted. The High Commissioner for 
India, London/Director General, India Store Departmen!, London, 
and the Director. India Supply Mission have been authorised to 
conclude contracts u p  to certain financial limits in consultation with 
their Financial Ad\yiscl.s, whenever necessary. I n  cases where the 
value of the contract exceeds the ceiling powers delegated to these 
authorities, a reference is required to be made to this Ministry for  
formal Government sanction, which is communicated in consultation 
with our associated Flnance and also concerned mini st^. if neces- 
sary. 

6. The Iridla Store Depnrtnwnt, London. have a fully trained 
inspection staff who arrange inspection of stores at various stages of 
manufacture. In  respect of Defence stores, however, th tv  dr, not 
have technical personnel with requisite qualifications, and inspection 
of such stores is generally entrusted to the Inspecting Agency of 
the Government of the country from whom the stores are purchas- 
ed, while in some cases Services personnel are also deputed for 
the purpose. As there is an  acute shortage of Inspecting staff, the 
India Store Department, have also to off-load inspection of other 
type of stores to Commercial Agencies. in which case the work is 
entrusted to firms of known reliability and integrity. 

The India Supply Mission, Washington, have, however, no 
inspection agency of their own and stores have to be accepted against 
271 L8--3. 



- specific Warranty in the contracts. In special cases inspection b 
however entrusted to Inspection Staff deputed from India or to 
Commercial Inspection Agencies of repute. 

7. The shipping policy of the Government of India is that 
shipment of all stores purchased by the India Store Department/ 
India Supply Mission is to be done by Indian ships wherever 
possible. These stores are not insured during the voyage, except 
otherwise required by the Indentor. In the case of India Store 
Department there is a Marine Insurance Fund, which covers losses 
during the sea voyage. These losses are met by the Fund, only, 
in cases where the Shipping Company or the suppliers refuse to 
bear the loss. 

In case of India Supply Mission, however, there is no such Fund 
and Commercial insurance is resorted to only in case the indentor 
so desires. 

8. All contracts are to be placed by the India Store Department, 
London / India Supply Mission, Washhgton, subject to the Standard 
Conditions of Contract (Annexures I and I1 attached) and devia- 
tions are made, only, in exceptional cases and in accordance with 
the procedure, laid down on the subject. (The India Supply 
Mission's conditions of contracts are, however, under revision.). 

9. The Public Accounts Committee are apparently of the view 
that there have been heavy losses in purchases from abroad, either 
due to the defective inspection or defective terms of contract. This 
is, however, not quite true as compared to the large volume of 
stores purchased/inspected by the India Store Department, London/ 
India Supply Mission, Washington To illustrate the position, it 
may be mentioned that stores worth Rs. 303 mores were inspected 
by the India Store Department, London during the last seven years 
( i .e .  1948-49 to 1954-55) and complaints in respect of faulty inspec- 
tion were made only in respect of three contracts (namely, blankets 
asbestos & swedish boards) involving a sum of Rs. 46 lakhs only 
(the details wiH be found in Annexure 111). These three cases 
were thoroughly looked into with a view to Anding out whether 
the defective supplies were entirely due to faulty inspection. O n  
the basis of the factual information available, uir., the nature of the 
stores demanded and contracted for, the urgency of the demands, 
the conditions regarding supplies obtaining at  the tirae when t h  
stores were demanded, the difaculties of ensuring cent pcr cent 
inspection, and other extenuating circumstances of the pumhruw, 
it could not be established that the Inepectom who impect& 



&os failed in their duties and that defective supplies were entirely 
due to their neglect etc. As a result of the experience gained in 
these three cases, steps have since been taken to tighten up the 
procedure for inspection. Some of the important requirements 
since introduced are:- I 

(i) Scrutiny of contracts by the Inspecting OfRcers before 
proceeding with inspection. 

(ii) Maintenance of full details of the tests applied both in 
the Inspector's note-book and office files. 

(iii) Consultation with superior officers in cases of doubt as 
to the nature of tests to be applied. 

(iv) Stamping of inspected stores as far as it is practicable 
to do so, and 

(v) Scrutiny and randon checks by the countersigning ofacers 
of the tests carried out by the Inspectors before counter- 
signing the certificate. 

mtructions have also been issued to the Purchasing Organisa- 
tfons that they should not proceed to arrange purchase of stores of 
a fragile nature, e.g., Asbestos Cement Sheets etc., from abroad, and 
where such imports are inescapable, they should have the prior 
concurrence of t h ~ s  Ministry. As a further safeguard in the case 
of purchase of speciahsed stores, a guarantee clause is included in 
the contracts as far as possible, providing for free replacement of 
stores found unserviceable or substandard on arrival in India. In 
the case of Defence stores such as arms and ammunition, as far as 
possible, a clause is inserted to the effect that all ammunition 
purchased will be subject to examination and proof on receipt in 
India and in the event of any quantity of such stores being found 
defective or unserviceable, free replacement will be made by the 
supplying Arm. 

In the case of the Directorate General (Supplies and Disposals) 
though there is,no warranty clause in the General Conditions of 
Contract, such a clause is inserted as a special condition in contracts 
governing supply of special types of stores. In the case of Plant 
and machinery, a guarantee clause regarding satisfactory perfor- 
mance of the equipment and repair/replacement in case of defects, 
b invariably included in the Conditions of Contract. 



10. I t  will be seen from above that the quantum of loss due tg 
defedtive inspection is not considerable. There have also been 
ndninal losses due to defects in the Conditions of Contract. As a 
matter of fact, losses occur mainly due to the peculiar nature of the 
individual cases e.g., due to the supplying firm going into liquida- 
tion or other unforeseen causes. 

Secretary to the Government of India. 

Dated the 16th October, 1957. 
ANNEXURE I 

C.N.T. S(Revised) 

THE HIGH COMMISSION OF INDIA 
India Store Department 

Government Building 
Bromyard A.V.E., 

Action, W.3. 

Telegraph+ ,Address : Telephone: 
Indiamen, London W.3. " &om 5353 

IMPORTANT 
In view of the need for economy In the usts of aper, form No. 3. (now 
Standard) Conditions of Contract will no longer &e issued wrrh each form 
of Tender. This copy should. therefore, bc carefully presenvd by you 
for future reference. 

STANDARD CONDITIONS OF CONTRACT 

1. Definition. In these Conditions of Contract and in the form 
of Tender the expression "purchasers" shall mean the purchasers 
mentioned in the Schedule to the form of Tender. "High Com- 
missioner" shall mean The High Commissioner for India for the  
time being acting as agent on behalf of the purchasers. 

2. (a)  Execution and Inspection. The whole Contract is to be 
executed in the most approved, substantial, and workmanlike 
manner, to the entire satisfaction of the Director of Inspection, India 
Store Department, 32/44, Edgware Road, London, W.2, who, bath 
personally and by his deputies, shall have full power, at every 
stage of progress, to inspect the stores. at such times as he may 
deem fit, and to reject any of the stores of which he may disapprove; 
and his decision thereon, and on any question of the true intent 
and meaning of the Specification shall be Anal and conclusive. 

(b) Marking. The marking of all goods supplied for such of 
the purchasers as are in India shall comply with the requirements of 
thc' Indian Acts relating to merchandise marks and of the rules 



made under such Acts, and the Contractor shall be responsible for 
the proper and sufllcient marking of the goods so as to be in com- 
pliance with the requirements of the said Acts. 

(c) Facilities for Tests and -tion. The Contractor nhnll 
provide, without extra charge, all materials, tools, labour and assis- 
tance of every kind which the Director of Inspection, India Store 
Department, may consider necessary for any tests and examinations 
which he shall require to be made on the Contractor's premises, and 
shall pay all costs attendant thereon. 

The Contractor shall also provide and deliver, free of charge, at 
such place as the Director of Inspection, India Store Department, 
may direct, such materials as he may require for tests by chemical 
analysis or independent testing machine. The cost of any such 
tests will be defrayed by the purchasers, unless it be stated in' the 
Specification that it is to be paid by the Contractor. 

(d) Packing. The Contractor will be held responsible for the 
Stores being sufficiently and properly packed so as to enmrre their 
being free from loss or injury on arrival at their destination 

(e) Certification of Inspection and Apporval. No stores will be 
considered ready for delivery in accordance with the terms of the 
letter of Tender until the Director of Inspection, India Store De- 
partment, shall have certified in writing that they have been 
inspected and approved by him. 

( f )  Progress Reports. The Contractor shall render such reports 
as  to the progress of the Contract and in such form as may be called 
for by the Director General, India Store Department. 

The submission and acceptance of these reports shall not pre- 
judice the rights of the Purchaser under conditions Nos. 7,8,9, and 11 
thereof. 1 

3. Customs Drawback When any Stores included in the Sche- 
dule are on exportation subject to a Custom Drawback in respect 
of duty paid on the Stores cr on materials used in the manufacture 
of the Stores, the price stated in the Tender is to be the net price after 
the amount of any such drawback has been deducted, and the Con- 
tractor shall recover and retain the drawback. If by reason of a 
Customs notification published after the placing ef the Contract 
any of the Stores included in the Schedule shall become on expor- 
tation subject to a Customs drawback in reepect of duty paid on 
the Stores or on materials used in the manufacture of the Stores, 



the Contractor is to recover the amount of the drawback and the 
. Contract price of the Stores is to be reduced by the amount so 
recovered. 

4. Prices and Indemnity. The Contractor is to state in the 
Form of Tender his prices for the Stores delivered free on board 
vessels* in the port of London, or Liverpool, or in any other port 
which he may desire to propose, and such prices are to include all 
cast of stamping, painting, marking, protection, or preservation, and 
any claim whatsoever that may arise from the manufacture, or pack- 
ing, or delivery of the Stores, in accordance with these Conditions 
and the Specification. The prices stated in the Tender are also to 
incIude all rights (if any) of patent registered design or Trade 
Mark, and the Contractor shall indemnify the purchasers and the 
High Commissioner against all claims in respect of the same. 

5. Payment on net Quantities. The Contractor shall, if requir- 
ed by the Director of Inspection, India Store Department, weigh 
the whole, or any part, of the Stores in his presence; and the Con- 
tractor shall only be paid for the net quantities or weights of the 
articles delivered, no allowance being made for wrappers, bags, 
binders, etc., required for safe packing, notwithstanding any custom 
of trade, if such there be. 

6. Delivery F.O.B. Invoices and Freight. The Stores shall be 
delivered by the Contractor free on board such vessels in such port 
or ports named in the Tender as the Director General, India Store 
Department, may require. 

Such number of inspection certificates, advice notes, packing 
accounts, and invoices, as may be required by the Director General, 
India Store Department, shall be furnished by ahd at the cost of 
the Contractor. 

Freight for the conveyance of the Stores, or any part thereof 
will be engaged by the Director General, India Store Department, 
who will giue due notice to the Contractor when and on board 
what vessels they or such part thereof are to be delivered. Should 

* T h e  prices qu ~ c d  must provide tor m d  include payrnmt by the Cantractor of 
Dock PPd Harbour Dues md Port Rates, as follows:- 

@) On other stores 7s per ccat of ordinary tarin. In the port of Ahncberta, 
the alba..nc: of25 per cent tvlll apply mly to the tolls md whafigc 
o€ the amsdid rted m e s .  In the Pon of LonJon, the allowmce wUI be 
an:-twelfth of w h d a g c  and poneragc raws a n d  25 pcr cent of Port Ratec 



the Stores or any part thereof not be delivered within six &ys af 
the sending of such notice, the Contractor wlll be liable for  all 
payments and expenses that the purchasers and the High Cam- 
missioner may incur, or be put to, by reason of such non-delivery, 
including dead and extra freight, demurrage of vessels, etc. 

7. Liquidated Damages. In the event of the Contractor's failure 
to have Stores ready for delivery by the time or times respectively 
specified in the letter of Tender, the purchasers may withhold any 
payments until the whole of the stores have been supplied, and they 
may deduct or recover from the Contractor, as liquidated damages, 
and not by way of penalty, the sum of two per cent on the Contract 
price for each and every month, or part of a month, during which 
the Stores may not be ready for delivery. 

But if the delay shall h a w  arisen from any cause which the 
purchasers may admit as reasonable ground for further time, the 
purchasers will allow such additional time as they may consider 
to have been required by the circumstances of the case. 

8. Default. (1) Should the Articles or any portion thereof not 
be delivered within the time or times specified in any of the 
contract documents, the Purchaser shall be at liberty, without pre- 
judice to the right to recover liquidated damages as provided in 
condition No. 7 above or to any other remedy for breach of contract, 
to determine the Contract either wholly or to the extent of such 
default. . 

(2) The Purchaser shall be at  liberty to purchase, manufacture, 
or  supply from stock as he thinks fit other Articles of the same 
or similar description to make good 

(a) such default; 
(b) in the event of the contract being wholly determined, 

the balance of the Articles remaining to be delivered 
thereunder. 

Any excess of the purchase price, cost of manufacture, or value 
of any Articles supplied from stock, as the case may be, over the 
Contract Price appropriate to such default or balance shall be re- 
coverable from the Contractor. 

9. Bankruptcy. The Purchaser may at any time by notice in 
writing summarily determine the Contract without compensation 
to the Contractor in any of the following events, that is to sap:- 

(8) ff the Contractor, being an individual. or where the 
-tractor t a firm, any partner in that firm shall at an? 
time become bankrupt, or shall have a receiving order a, 



administration order made against him, or shall make any 
composition or arrangement with or for the benefit of his 
creditors, or shall make any conveyance or assignment 
for the benefit of his creditors, or shall purport to do so, 
or if in Scotland, he shall become insolvent or notour 
bankrupt, or any application shall be made under any 
Bankruptcy Act for the time being in force for sequestra- 
tion of his estate, or a trust deed shall be granted by him 
for behoof of his creditors; or 

(b) if  the Contractor, being a company, shall pass a resolu- 
tion, or the Court shall make an order, that the company 
shall be wound up, or if a receiver or manager on behalf 
of a creditor shall be appointed, or if circumstances shall 
arise which entitled the Court or a creditor to appoint a 
receiver or manager or which entitle the Court to make 
a winding-up order : 

Provided always that such determination shall not prejudice or 
e e c t  any right of action or remedy which shall have accrued or 
shall accrue thereafter to the Purchaser. 

10. Payment. Payment for the  Stores, or for each delivery of the 
value of not less than £20, will be made to the Contractor, on the 
Certificate of the Director of Inspection, India Store Department 
within thirty days after delivery, and the receipt of the claim for 
payment, and production by the Contractor of the mate's receipt, 
and of the other documents provided in Clause 6, but such payment 
shall be subject to the deduction of any amount for which the Con- 
tractor is liable under this Contract or any contract in respect of 
which the High Commissioner for India acts as agent. Claims are 
to be prepared by the Contractor, in duplicate, on Forms to be 
obtained from the Director General, India Store Department, to 
whom they are to be fonvarded. The Stores are to be designated 
in the claims in the precise words set forth in the Schedule 

11. Corrupt Gifts and Payments of Commission. (1) The Contrac- 
tor shall not:- 

(a) offer or agree to give to any pewon in the service of the 
Purchasers or of the High Commission or any person 
on his or their behalf any gift or consideration of any 
kind as an inducement or reward for doing or for- 
bearing to do or for having done or forborne to do any 
act in relation to the obtaining or execution of this or 
m y  other contract for the service of the Purch.scn 



or for showing or forbearing to show favour or dis- 
favour to any persons in relation to this or any contract 
for the service of the Purchasers; 

(b) enter into this or any other contract with the Purchas- 
ers in connection with which commission has been 
paid or agreed to be paid by him or on his behalf or 
to his knowledge, unless before the contract is made 
particulars of any such commission and of the terms 
and conditions of any agreement for the payment 
thereof have been disclosed in writing to the represen- 
tative of the Purchasers. 

(2) Any breach of this Condition by the Contractor or by any- 
one employed by him or acting on his behalf (whether with or 
without the knowledge of the Contractor) or the commission of 
any offence by the Contractor or anyone employed by him or acting 
on his behalf under the Prevention of Corruption Acts, 1889 to 
1916, in relation to this or any other Contract for the Service of 
the Purchasers shall entitle the Purchaser to determine the Con- 
tract and recover from the Contractor the amount of any loss 
resulting from such determination and/or to recover from the Con- 
tractor the amount or value o f  any such gift, consideration or 
commission. 

(3) Where the Contract has been determined under the last 
foregoing paragraph the powers given by Conditions No. 7 and 8 
hereof shall apply as if there had been a failure in delivery. 

(4) Any dispute, difference or question arising in respect of 
the interpretation of this Condition (except so far as the same may 
relate to the amount recoverable from the Contractor under sub- 
clause (2) hereof in respect of any loss resulting from such deter- 
mination of the Contract) the right of the Purchasers to determine 
the Contract, or the amount or value of any such gift, considera- 
tion or commission shall be decided by the Purchasers whose deci- 
sion shall be Anal and conclusive. 

(5) Any question or dispute as to the commission of any offence 
under the present clause shall be settled by the Purchasers, in 
such manner and on such evidence or information as may be 
thought fit and sflcient and the decision shall be final and conclu- 
sive on the matter. 

12. (a) mace of Manufacture. The Stores shall be made at the 
place named in the Tender, or  in such other place as may be a p  
proved by the Director General, India Store Department. 



(b) Trursfer and Sub-letting.. The Contractor shall not give, 
bargain, sell, assign, sub-let (except as is customary in the trade), 
or otherwise dispose of the Contract or any part thereof or the 
benefit or advantage of the Contract or any part thereof without 
the previous consent in writing of the Director General, India Store 
Department. I 

13. Rejection of Acceptance of Tender. The Purchaser may re- 
ject any Tender without assigning a reason and may or may not 
accept the lowest or any Tender. 

14. Exercising Authority. All acts authorised or required to be 
done under or in consequence of these conditions by the Purchaserr 
may be exercised by the High Commissioner. 

15. Marking of Packages. The Tender and acceptance shall be 
deemed to be a separate contract in respect of each of the purchab 
ers, and any amount specified in the Tender or the Schedule as 
being an aggregate amount shall be apportioned in respect of each 
of the Purchasers in proportion to the amount of the Stores to be 
purchased by each of them. If the High Commissioner so requires 
the Stores or packages in which they are contained shall be mark- 
ed so as to distinguish the Stores supplied in respect of each pur- 
chaser. 

16. Warranty. The Contractor shall warrant that everything 
to be furnished hereunder shall be free from all defects and faults 
in material, workmanship, and manufacture, and shall be of the 
highest grade and consistent with the established and generally 
accepted standards for material of the type ordered, and in full 
conformity with the specifications, drawing, or samples, if any, and 
shall if operable, operate properly. This warranty shall survive 
inspection of, payment for, and acceptance of the goods, but shall 
expire (except in respect of complaints notified to the Contractor 
prior to such date) fifteen months after their delivery or twelve 
months after their arrival at ultimate destination in India, which- 
ever shall be sooner. 

17. Braak. (1) The Purchaser shall, in addition to his power 
under any other of these conditions, have power to determine the 
Contract at  any time by giving three months' (or such shorter 
period as may be mutually agreed) notice in writing to the Con- 
tractor of the Purchaser's desire to do so and upon the expiration 
of the notice the Contract shall be determined without prejudice 
to the rights of the parties accrued to the date of determination but 
subject to the operation of the following provisions of this Condi- 
tion.' 



(2) In the event of such notice being given the Purchaser shall 
at any time before the expiration of the notice be entitled to exer- 
cise and shall as soon as may be reasonably practicable within the 
period exercise such of the following powers as he considers 
expedient : - 

(a) To direct the Contractor, where production has not been 
commenced, to refrain from commencing production. 

(b) To direct the Contractor to complete in accordance with 
the Contract all or any of the Articles, parts of such 
Articles or components in course of manufacture a t  
the expiration of the notice and to deliver the same 
a t  such time or times as may be mutually agreed on, or, 
in default of agreement, at  the time or times provided 
by the Contract. All Articles delivered by the Contrac- 
tor in accordance with such directions and acceptaa 
h a l l  be paid at a fair and reasonable price. 

(c) To direct that the Contractor shall as soon as may be 
reasonably practicable after receipt of such notice 

(i) take such steps as will ensure that the production rate 
of the articles and parts thereof is reduced as rapid- 
ly  as possible. 

(ii) as far as possible consistent with subparagraph (1) of 
this paragraph concentrate work on the completion of 
parts already in a partly manufactured state. 

(iii) determine on the best possible terms such sub-contracts 
and orders for materials and parts bought out in a 
partly manufactured or wholly manufactured state 
as have not been completed, observing in this connec- 
tion any directions given under paragraph (b) and 
sub-paragraphs ( i )  and (ii) of this paragraph as fay 
as may be possible. 

(3) In the event of such notice being given provided the Con- 
tractor has reasonably performed all the prqvisions of the Contract 
binding upon him to the date of the notice. 

(a) the Purchaser shall take over from the Contractor a t  a 
fair and reasonable price all unused and undamaged 
materials, boughtsut components and articles in course 
of manufacture in the possession of the contractor at  
the expiration of the notice and properly provided by 
or supplied to the Contractor for the performance of 
the Contract except such materials, bought-out c o m p  



nents and articles in course of manufacture, as the 
Contractor shall, with the concurrence of the Purchas- 
er, elect to retain. 

(b) the Contractor shall prepare and deliver to the Director 
General, India Store Department within an agreed 
period or in default of agreement within such period as 
the Director General, India Store Department, may 
specify, a list of all such unused and undamaged mate- 
rials, bought-out components and articles in course of 
manufacture liable to be taken over by or previously 
belonging to the Purchaser and shall deliver such mate- 
rials and things in accordance with the Direction of the 
Director General. India Store Department who shall 
pay to the Contractor fair and reasonable handling and 
delivery charges incurred in complying with 
such directions. 

(c) the Purchaser shall indemnify the Contractor against 
any commitments, liabilities or expenditure which are 
reasonably and properly chargeable by the Contractor 
in connection with the Contract to the extent to which 
the said commitments, liabilities or expenditure would 
otherwise represent an unavoidable loss by the Con- 
tractor by reason of the determination of the Contract: 

Provided that in the event of the Contractor not having 
observed any direction given to him under sub-clause 
(2) of this Condition the Purchaser shall not under 
this sub-clause pay any sums in excess of those which 
the Purchaser would have paid had the Contractor 
observed that direction. 

(4) If in any particular case hardship to the Contractor should 
arise from the operation of this Condition it shall be open to the 
Contractor to refer the circumstances to the Director General, 
India Store Department who, on being satisfied that such hardship 
exists shall make allowapce, if any, as in his opinion is reasonable, 
and the decision of the Director General, India Store Department, 
on any matter or thing arising out of this sub-clause shall be Anal 
and conclusive. 

(5) The Purchaser shall not in any case be liable to pay under 
the provisions of this Condition any sum which, when taken to- 
g*r with any sums paid or due or becoming due to the Contrac- 
tor under the Contract, shall exceed the total price of the Articles 
payable under the Contract. 



(8) The Contractor shall in  any sub-contract or order the value 
of which is £2,500 or over made or placed by him with any one 
subcontractor or  supplier in connection with or for the purpose of 
the Contract take power to determine such sub-contract or order 
in the event of the determination of the Contract by the Purchaser 
under this Condition upon the terms of sub-clauses ( I )  to (5) of 
this Condition save only that:- 

(a) the name of the Contractor shall be substituted for t h e  
Purchaser throughout except in sub-clause (3) para- 
graph (a) where it last occurs and in sub-clause (4) 
and 

(b) the period of the notice of determination shall be three 
months (or such shorter period as may be mutually 
agreed upon). 

18. Trainees. The Contractor shall. in special cases, if required 
by the Director General, India Store Department, provide facilities 
for the practical training of Trainees from India and for their active 
employment on the manufacturing processes throughout the manu- 
facturing period of the contract. 

K. B. RAO, 
Director General, 

India Store Department- 

; Q N N E S U R E  11 
THE GOVERNMENT OF IKDIA 

CONDITIONS OF CONTRACT OF INDIA SUPPLY MISSION 

1. Packing. Unless otherwise specified in the contract, all i tems 
ordered are to be processed and packed suitably for export to India. 

2. Packing Lists. You shall insert in each case a packing list, 
fully itemized, to show case number, contents, gross and net weight, 
and cubic measurement. 9 copies o f  each packing list s h l l  b e  
supplied to us, as provided in paragraph 5 hereof. 

3. Marking. Each case shall have shipping marks as specified by 
us stencilled on two opposite sides and top thereof. In addition, you 
sh l t  include in the markings gross and net weight and cubic measure- 
ments. 

The marks shall also be shown on invoices, packing lists, and on 
Railroad Bill of Lading, Express Receipt or Mailing Certificate exactly 
as they appear on the cases. 



- 4. Invoices. Invoices shall be prepared on the 12 copies of Form 
A115 Rev. which we provide. Copies 1 to 11 inclusive, shall k 
forwarded to us as provided in paragraph 5. The 12th copy is for 
your use. 

5. Advice of readiness for shipment. When material is ready for 
shipment, invoice 1 to 11, inclusive, together with nine copies of each 
packing list, should be sent to our ofice at  2536 Massachusetts Avenue, 
N.W., Washington, D.C. The invoices should be clearly endorsed 
"MATERIAL HELD BY US AWAITING SHIPPING INSTRUC- 
TIONS". 

6. Advice of shipment. When shipment has left your factory fol- 
lowing receipt of our shipping instructions, you shall submit prompt- 
ly to us as EVIDENm OF SHIPMENT truck or rail bill of lading on 
freight shipment, express receipt on express shipment, or certificate 
of mailing on parcel post shipments. 

7. Payment. Unless otherwise specified in the contract payment 
shall be made within 30 days after receipt of Certifiaete of Inspection 
or evidence of compliance with our inspection requirements and the 
documents in paragraphs 5 and 6 hereof. 

8. Prices. You warrant that the prices being charged us are no 
higher, nor the terms, taken as a whole, less favourable, than in 
respect of your current sales for export. 

In the event that prior to its delivery, the contract price of any 
of the material is in excess of that permitted by US. Law or Govern- 
mental Regulation, you shall read just the price to conform thereto. 

9. Delayed Deliveries. Subject to the operation of "Force 
Majeure" time is of the essence of the contmct. For the purpose 
of this contract, the term "Force Majeure" is defined as: Aats of God, 
War hostilities, acts of the public enemy, civil commotions, sabotage, 
acts of Government (including, but not restricted to, any preference, 
priority, allocation or limitation order and any export or import 
control), fires, floods, explosions, or other catastrophes, eccidents, 
epidemics, quarantine restrictions, strikes or other labour troubles, 
embargoes or other transportation delays and delays incurred by your 
subcontractors or suppliers due to such causes. Claims for extensions 
of time on account of "Force Majeure" shall be p n t e d  subject only 
to the prompt notification to us of the particulars thereof and the 
supply to us, if required, of reasonable supporting evidence. Any 
waiver of time in respect of partial instalments shall not be deemed 
to be a waiver of time in respect of remaining deliveries. 



10. Progress Reports. You agree to supply us on request with 
reports as to the p rog rw of production. Any delay or antidpatad 
delay shall be reported at once, together with the full reasons 
theref or. 

11. Patents. You warrant that all material furnished here- 
under is and shall be free and clear of infringement of any United 
States patent, copyright or trademark. 

12. Warranty as to Quality. You warrant that eve ry tmg  to be 
furnished hereunder shall be free from all defects and faults in 
material, workmanship, and manufacture, and shall be of the 
highest grade and consistent with the established and generally 
accepted standards for material of the type ordered, and in full 
co~~formity with the specifications, drawings, or samples, if any. 
and shall if operable operate properly. This warranty shall 
survive inspection of, payment for, and acceptance of the goods, 
but shall expire (except in respect of complaints notified to you 
prior to such date) fifteen months after their delivery or twelve 
months after their arrival a t  ultimate destination in India, which- 
ever shall be sooner. 

13. Gifts and Rewards. Any Commission, gift, reward or 
advantage, given, promised or offered by or on behalf of the seller 
in relation to the obtaining of this contract or its administration 
by purchaser, shall, in addition to the criminal liability which may 
arise, subject the seller to cancellation of this and all other con- 
tracts with the seller (at the option of the purchaser) and further 
subject the seller to payment of: (1) Any loss or damage suffered 
bv the purchaser in connection with the repurchase elsewhere of 
the cancelled material and (2) all other loss and damage suffered 
by the seller generally and arising out of the cancellation of this 
and other contracts. 

14. Inspaction. At all reasonable times during production and 
prior to shipment of the material you shall afford and secure for 
our representatives every reasonable access and facility at your 
plant and at your sub-contractors plant for its inspection and the 
making of usual tests. You shall advise us in writing at least ten 
days prior to the time when any material is ready for final inspec- 
tion. Our representatives shall then make the inspection, and 
subject to the material being in all respects as specified, and being 
of sound quality and workmanship, our representatives shall sign 
or countersign a Certf flca te of Inspection. 
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15. Trainees. Should we so require it, you will provide facilf- 
ties for trainees from India to have access to  your plant to observe 
the manufacturing processes throughout the manufacturing period 
of the contract. 

16. Changes in Specifications. Should we require any changes 
in specifications, you shall use your best endeavours to comply with 
our wishes, subject to fair adjustment of prices and delivery 
schedule, where appropriate. 

17. Risk of Loss and Damage. All risks of loss or damage to 
or arising from the material (including material supplied by US) 
shall be upon you until the material is delivered in accordance 
with the provisions of the contract. 

18. Assignment. You agree not to assign, sublet or delegate 
this contract or any part thereof without our written consent, 
which consent shall not be unreasonably withheld, but you may, 
without our consent, purchase such parts, accessories, or associated 
equipment as you do not normally manufacture. 

19. Termination of Contract. If at  any time during the term 
of this contract, the plans of the Gcvernment of India change for 
any reason, we shall have the right to terminate this contract by 
notice to you by registered letter. In respect of such of the 
material that is complete and ready for shipment within thirty 
days after such notice, we agree to accept delivery thereof at the 
contract price and terms. 

In the case of remainder of the undelivered material, we may 
elect (a) to have any part thereof completed and take the delivery 
thereof a t  the contract price and (b) to cancel the residue (if any) 
and pay you a pro-rated amount of the contract price based upon 
the state of completion to be certified by you. You shall deliver 
all such material in process of manufacture to us and shall return 
to us any funds remaining to our credit. No payment shall be 
made by us for any material not yet in process of manufacture 
on the date notice of cancellation is received. 

20. Confidential. If so requested by us in writing, you agree 
to keep confidential all matters concerning this contract, and to 
comply with any reasonable security requirements. All drawinga 
and specifications supplied by us and all copies thereof shall be 
returned to us when their use is terminated, if we shall so request. 
In no event you shall permit publicity concerning this contract 
without our prior consent. 



21. Waiver. No waiver of any breach of any condition herein 
contained shall operate as a waiver of the condition itself or of 
any subsequent breach thereof. 

22. Variations. This contract shall not be capable of being 
varied except by writing, signed by both parties, and we shall not, 
in the absence of our specific written acceptance, be bound by any 
provision in your quotations, offers, form of acknowledgment of 
contract, invoices, packing lists, etc., which purport to impose 
conditions at variance with or supplemental to this contract. 

23. Fair Labour Standards Act. You certify that you comply 
with the "Fair Labour Standards Act of 1938", and that you will 
comply with the provisions thereof with respect to the material 
to be supplied under this contract. 

24. Construction and Performance. The constructian and per- 
formance of the contract shall be governed by the laws of the 
State of New York. 

ANNEXURE I I I  

Statement s h o t o i ~  the number of contracts placed by the India Store Depart- 
ment, b n d o n  and the other authorities against which inspectiota was 

carried out by the Mission during the last seven years and cases 
where faulty inspection was brought to their notice 

Total 
ISD's Remitted value in 

Y car con- contracts Rs. (in 
tracts mores) 

-- - 

1948-49 . (not 734 
available) 31 '30 

1949-50 6,559 426 27'68 



Contract Approximate 
Store Value loss 

._ _ - . - - .-- .- --A 

Rs. Rs. 

Blankets . 2,9943 1 1,34599 

Asbestos Sheets . 32,00,000 8,32.490 

Swedish Boards . 11~84,030 2,01,374 
--- 



APPENDIX X N.R. (i) 
(Reference Para 45 of the Report) 

MINISTRY OF RAILWAYS (RAILWAY BOARD) 
Para 20--0ther cases of losses-Northern Railway (l)-overpa~- 

ments made to casual labour engaged on the C. P. C. scales. 
(i) Short notes on the various cases of losses and the action taken 

in the matter indicating the latest position may be forwarded. 
Remedial measures taken to avoid irrigularities of such nature 
may also be mentioned. 

According to the orders of the Railway Board issued in January 
1949, casual labour chargeable to contingencies or engaged tor 
specific works the duration of which was not likely to exceed 
6 months was required to be engaged at current market rates. On 
two Divisions on the Northern Railway, however, punkha coolies 
and other casual labour engaged for short periods during 1949 
were allowed the minimum of the prescribed scales of pay plus the 
usual allowances instead of current market rates. 

On receipt of an advice from the Chief Administrative Officer, 
Ex-E.P. Railway, necessary instructions laying down that in future 
casual labour should be engaged on the market rates only were 
issued in Delhi as well as Ferozepur Divisions in November 1949. 

The total amount overpaid to casual labour in the three cases 
amounted to Rs. 1.47,141, of which a sum of Rs. 35,816 (Ferozepur 
Divn.) plus Rs. 50,325 (Delhi Division) 1.e. Rs. 86,141 has already 
been written off by the G.M. under his o\vn powers. In order to fix 
individual responsibility for the loss, the Board asked the General 
Manager, Northern Railway in July 1956 to appoint a Committee of 
two administrative officers, one of whom should be an accounts 
officer, to investigate thls case fully and fix responsibility. The 
report of this Committee is still awaited. Sanction to write off 
Rs. 61,000, the loss involved in case of Ambalcl Sub-Division will be 
considered after responsibility is fised. Further developments re- 
garding the write off of the balance of Rs 61,000 and the disciplinary 
aspect of the case will, if required by the P.A.C., be intimated later. 

This has been seen by &dit. 

New Delhi, dated 18th October, 1957. 
1 Director, Finance (Errpenditure) , 

Railway Board. 



APPENDIX X N.R. (ii) 
(Reference Para 45 of the Report) 

MINISTRY OF RAILWAYS (RAILWAY BOARD)) 

Para 20 (ii) -Northern Railway-Payment of local allowance 
to Class IV  staf and certain categories of Class 111 staf 
on Lhaksar-Deltra Dun Section. 

Since 1930, an allowance of Rs. 2 per month was paid to Class W 
rtaff empoyed at stations Lhaksar (exclusive) and Dehra Dun 
(inclusive) on account of expensiveness of living and unhealthy 
climate under certain old orders of the E.I. Railway. On simlrnn 
grounds, the old 0. & R. Railway had sanctioned since 1919 a local 
allowance to certain lower-paid Class I11 staff serving on the 
Hardwar-Dehra Dun Section (excluding Dehra Dun). In the Audit 
para it is stated that in November 1947, while introducing the Central 
Pay Commission's scale of pay, the Railway Board ordered "that 
these allowances should be discontinued". The position is that i n  
November 1947, while introducing the Central Pay Commission's 
scales of pay, the Railway Board ordered vide para 18 of their letter 
No. E 47 CPC-85 dated 31-10-47/1-11-47 that allowances mentioned is 
Annexure VI should continue and those in Annexure VII should: 
be discontinued, adding "Railway Administrations are requested to 
bring to the Board's notice any particular allowance now existing 
which has not been included in either Annexure VI or VII, so that 
instructions may be issued regarding its continuance or otherwise. 
In the meantime, such allowances should be discontinued from the. 
date of issue of this letter." This particular allowance fell under the- 
last category, the position regarding which was required to be report- 
ed to the Board, to enable them to issue instructions as to their con? 
tinuance or otherwise. 

In consideration of the audit criticism, the Board looked into the 
question of overpayment in this case, with due regard to the orders. 
contained in para 18 of their letter of 1/11/47, as referred to above, 
and came to the conclusion that the payment of the ailowance wa, 
irregular. Taking into account the cirmucstances of the case, they 
sanctioned the write-off of the amount involved, but ordered an, 
inquiry to be made so ae to fix the responsibility for the overpaymet& 



AB a n t r d t  ad tibe inquiry held by the General Manager, ~ o & e r n  
Railway, the Board have come to the conclusion that the Divisional 
Personnel Officer and the Divisional Accounts OfBcer, Moradabad, 
were respomshh for this overpayment. The Divisional Personnel 
Officer bas since retired from permanent Railway service and is now 
en temporary re-employment. In his case, it is proposed in consulta- 
tion with U.P.S.C. and provided it agrees, to withhold a portion of the 
special contribution to provident fund otherwise payable to him and 
action in regard to this is in progress. As for the Divisional 
Accounts Officer, the Board have decided that their displeasure 
should be communicated to him and this is being done. In regard to 
non-gazetted staff, the General Manager is being advised to finalise 
disciplinary action. 

The case does not present any special features calling for any 
fresh remedial action beyond emphasizing that aliowances etc. should 
only be paid as sanctioned by the competent authority. 

This has been seen by Audit. 

Dated the 4th November, 1957. 
I Director, Finance (Eqenditure) , 

Railway Board. 



APPENDIX X N.R. (fv) 

(Reference Para 45 of the Report) 

MINISTRY OF RAILWAYS (RAILWAY BOARD). 

Para 20 (iv)-Northern Itailway--.Defective specidcations for 
wheel-sets far Locomotives for the Kalka-Stmla Sectfo~- 

Short  notes on the t * a r t o ~ u  cases of losses and the action taken 
r n  the nlntfer zndlcntrrig the latest position may be 
forwarded. Remedia! measures taken to avoid irregec- 
larities of .wch nnttcre m a g  nlso be mentioned. 

The locomotives In llucb.,uon are being utilised on shunting on 
the 2'4' gauge of the No1 them Railway and there will, therefore, be 
no financ~al loss sustamed by the Railway on account of the present 
unsu~tablllty o f  the !;\.ri~ for  tht' Kalka-S:mla wction. New tryes to 
suit thls section halve been ordered for these locos so th~ t  the locos 
mag be made fi t  for the Kalka-Slmla sectlon The tvres have been 
sh~ppccl from Germany and are esp:ctcd to bc ic~ceivccl in India any 
day no\v The 40 ~cle: i \ td tyrt.s iv l l l  be In stock i4~1  ti period but 
there ivill be !ICJ \ ~ g ~ l f ~ c < i i l :  loss due to ~ . s cvs s  (11 \p:i~ t*.;. as these 
tyres \ i d 1  replace thow on lde~itical locos utillscd on 1hc3 Matheran 
Light Railway ;vhere :he \year on t y r w  is r a p ~ d  dlle ! i the sharp 
curses Even if the tyres were excess to store reqlllre~nents for a 
couple+cof years, the loss w ~ l l  unly be tile Interest on their capltal 
cost of Ks 10.000 - v;!i~ch COI-T-IW to h a r d 1  R\ J90 i -  per year 

Ars regards r e s p o ~ ~ ~ ~ t r i l r t ~ ~  fur wrong s p w f i c a t - o n ,  ~t 1s stated that 
the Kalka-Slmln Section o f  thc Narroiv ( ;nugfh  (2' -%' has becn 
folIoi\*ing a set of standard dimensions whlch arc. diffi~rent from 
thow publishrvi :!.I thr~ "Schtdulc. o f  Max~rnum and M~nimum and 
Recommmded D ~ m e n s ~ o n s  1922'' as applicable to 2' -f>" gauge. This 
book nc~ther in the 1922 edrtlon nor in the re-print of 1950 indicates 
that f h ~  dirnens101ls given In tht. book arc not ryphcahltb to Kalka- 



Simla Section. On the other hand, the 1922 original a s  well as 
the 1950 edition contain the following special note:- 

"The maximum and minimum dimensions given in this schedule 
are to be observed on all 2 ft. 6 in. gauge railways in 
India. If, for any reason, it is proposed to execute any 
work or to procure Bridge Girders, Station Machinery, 
Rolllng Stock or other railway material which will 
infringe the dimensions or loads given or which will 
interfere with the elimination of infringements already 
in existence the sanction of the Railway Board must be 
obtained through the Government Inspector of the 
Railway concerned before s ~ c h  work is commenced or 
order issued." 

In these circumstances, the Central Standards Office which drew 
up the specification based on tho book cannot be held responsible 
for drawing up "wrong specifications". In view of the lapse of time 
it seems hardly worthwhile to locate responsibility for the omission 
in the Book of Standard Dimensions as the st& concerned, who 
should have incorporated the exception to standard dimensions in 
the book, when the special dimensions for the Kalka-Simla section 
were sanctioned, must long ago have retired. 

In order to obviate the recurrence of a similar situation in future, 
the Board have decided in March 1956 that specifications for all non- 
standard locomotives and boilers should be prepared by the Railways 
concerned and sent to the Central Stand'ards OfRce at  Chittaranjan 
for vetting. 

This has been seen by Auc: ' 

Dated the 6 th  Decetnbev-. 1957. Director. Fitlance (Expenditutr?', 
Railway Board. 



APPENDIX X W.R.(il) 
(Reference Para 45 of the Report) 

MINISTRY OF RAILWAYS (RAILWAY BOARD) 

Para 20-Western Railway (ti)-Incorrect levy of wharfage charges 
at Carnac Bridge. 

Short notes on the various cases of losses and the action taken in 
the matter indicating the latest position may be forwarded. 
Remedial measures taken to avoid irregularities of  such nature 
may also be mentioned. 

In order to reduce the large accumulations of goods and parcel 
consignments on railway premises at the large stations, the Railway 
Board, in 1948 suggested to the Railways the enhancement of the 
scale of wharfage charges, on the reversed telescope basis i.e., the 
rate of wharfage increasing as the time increases. They desired that 
the position at  all big stations should be reviewed from time to time 
and the rate of wharfage enhanced where the state of the trafRc 
called for this. 

2. The ex-B.B. 8. C.I. Railway accordingly reviewed the position 
at all important goods booking stations and enhanced the rate of 
wharfage w.e.f. 1st March, 1950, vide their Local Rate Advice No. 2 
(Goods) of 1950 (relevant extract pertaining to rat- attached *+ 
Annexure 'A'). 

3. The manner in which this notification has been set in print 
caused the confusion. 

4. The rates shown in the last column are to be applicable for 
both inward as well as outward consignments at the respective 
stations shown against the two brackets. The rates chargeable at 
the wmaining unimportant stations or goods depots are those given 
:it t h  . eni! of t h n :  co!uwn The fact that the second bracket in the 
last co iunu  stands jds, uppoalte the entry "I1 Inward consignments" 
etc. in the first column proved to be misleading. Had only the matter 
in the f i s t  column "I1 Inward consignments" etc. been set just after 
item I in that column, without the intervening space that now 
appears, the intention would have been clearer. 



5. This position was specially explained to the Chairman and 
Members of the P.A.C. during local examination of the Members of 
the Railway Board on 30th August 1957 when the original Rate cir- 
cular was also shown. 

6. The figure of Rs. 2,19,110 shown against this item represents the 
difference between the rates charged-and the rates that should have 
been charged with effect from 1/3/50 but &r the mistake. But the 
assumption is not quite tenable that this amount represents a loss 
and  that the consignees would have allowed their goods to remain in 
the railway premises for the same period despite the levy of the 
higher rates of wharfage. To so assume would be to ignore the basic 
fact that the rates of wharfage charges were raised with the sole 
abject of discouraging the business community from using the rail- 
way premises as temporary warehouses. The higher the rate of 
wharfage charges, the more expensive it would be for the traders 
to leave their consignments at  the railway premises beyond the free 
time allowed, and had the wharfage charges been levied at  the 
increased rate from 1/3/50, it is very likely that consignments would 
have been removed from the station premises earlier thereby reduc- 
ing the amount of wharfage charges that could be recovered at the 
higher rate. 

7. Responsibility was not fixed on the staff immediately after the 
detection of the omission in 1950, because the administration con- 
sidered that the mistake on the part of the Goods Superintendent, 
Carnac Bridge was due to a genuine misunderstanding of Local 
Rate Advice No. 2 (Goods) 1950. The then Superintendent Rates, 
therefore, ordered that the inward revised rates should be held to 
have been introduced at a later date and no disciplinary action 
against the staff was considered necessary. 

The question of individual responsibility has, however, been 
reopened and the explanations of the Railway servants concerned 
a r e  now under Board's consideration 

This note has been shown to Audit who have observed as under:- 

I "The Local Rate Advice No. 2 of 1950 was issued in February 
I 1950 to have effect from 1B/50. The actual error, how- 

-A' 
ever, o@curred when the Goods Superintendent, Carnac 
Bridge h u e d  a Depot Order on 6/3/50 indicating the 
revised basis for free time for inward goods at  Carnac 
Bridge and in the same Depot Order rates for wharfage 
charges, which were lower than thoee mentioned in the 
Local Rate Advice referred to above were also mentitm- 



ed to be levied in respect of inward goods. A copy of 
this Depot Order was sent to the Trafac Superintendent 
for obtaining concurrence to the revised basis of free 
time. The incorrect lower rates for the wharfage charges 
mentioned in the Depot Order were not detected by the 
Traffic Superintendent at  the time of giving concurrence 
to the revised free time. The lower rates of wharfage 
charges mentioned in the Depot Order were consequent- 
ly adopted by the staff for recovery of wharfage charges 
for inward goods received in- the Depot. Even if the 
confusion was caused by the manner of printing the 
Local Rate Advice, the anomaly arising from the appli- 
cation of lower rates of wharfage charges for the most 
important station (C.C.B.) should have been clear to 
the Goods Superintendent while the incorrect rates were 
notified in the Depot Order. 

While it is not disputed that if the increased rates had been 
applied, the consignments might have been removed 
earlier, and wharfage charges would have been reduced, 
the fact is that the revised rates were not applied and 
the goods remained warehoused for some time. The 
wharfage charges have, therefore, necessarily to be 
calculated for the entire period, the goods remained 
with the railway as it is impracticable to ccmpute the 
amount of wharfage charges for the period for which 
the goods would have remained in the shed if the increas- 
ed rates had been enforced from the ince~tion. For the 
same reasons it appears the Ministrv have also adopted 
the figure of Rs. 2,19,110 for exhibition in Annexure C- 
Cases of remission and abandonment of claims to reve- 
nue in the detailed Appropriation Accounts, Part TI for 
1955-56. " 

As regards Audit observations at 'A' above it 1s stated that the 
reference made by the Goods Superintendent to the Trafec Superin- 
tendent being in connection with the length of the free time to be 
allowed, the incorrect rate of wharfage charges mentioned in the 
Depot Order escaped notice in the oface of the Chief TrafRc Manager. 
However. the staff liability that is being renewed includes this aspect 
as well. 

Further comments are not made on para 2 of the observations 
since Audit have themselves conceded that if the increased rates had 



been applied the consignments might have been removed earlier, an& 
the wharfage charges to be collected would have been reduced. 

I Director, Finance (Expenditure), 
Railway Board 

Dated 19th October, 1957. 

RNNEXURE 'A' 

Extract from Local Rate ~ d v i c e  No. 2 (Goodsj of 1950 
VI.  Revision of Wharfage charges-/R I 945'01 / I I I ) -  With effect f r a  

2,t March, 1950, the existing rules and conditions for the lezy of wharfage on. 
goods of all descriptions (except Boats, Carriages, Motor cars, Motm boats, 
Howdahs or Palanquins and Horned cattlc) will bc rivised as undn  :- 

Rate per maund 
or part of a 

Circumstances Time allowed free Stations maund in ex- 
cess of free 
time 

I. Outwmd con- 
signment .- 

On goods for des- 
patch waiting to 
be consigned, i .  
e., consignments 
brought t o 
stations but 
Consignment 
Notes not re- 
ceived. 

Closing time of Bombay 7 
the day on which (Carnac Bridge) I 
goods are brought Bombay 
to the stations. (Centralj 

Bornhay (Dadar) I Two annas for the 
Bombay (M3him) I first day or part 
Bandra!tI.Yard J of a day. 

.bdhcri Three annas for 
Borivli the next day or 
Ahmedabad part of a day. 

Asnsva j Four annas per 
Kank~ria ! day or parr of a 
Delhi Serni day for the sub- 

Rohilla L- sequent period 

Delhi Queens 

Delhi Lahori 
Gatc. "OaJ i . 



Rate per maund 
or part of a 

Circumstances Time allowed frte Stations maund in a- 
cese of fiec 
time 

41. Inward con- 
signments.- 

A. On goods One day including Bulsar. 
available for the day of amvd. Surat. 
delivery be- 
fore 12 noon. 

Broach. 
Baroda M. Yarc 

6. On goods Two days inclu- Pratapnagar. 
available for ding the day of Anand. 
delivery after arrival. 
it noon. 

Nadiad. 
Godhra. 

Ratlam. 
U jjain. 
Subarmati. 

Surendranm. 
Mehsana 
Ajme. 

Indore. 
Mhow. 

Jaipur. 
Hatras City. 

Fadhabad. 
Alwar . 

One anna per day 
or part of a day 
for the first two 
days. 

T w o  annas per 
day or part of a 
day for the sub- 
sequent period. 

All other stations One anna p a  day 
or Goods De- or part of a &y 
POrS . for the first three 

days. Two - pet Ay 
or pan of a day 
for tht BuLI#E- 
qucnt period 



APPENDIX X W.B.(lfi) 
(Reference Para 45 of the Report) 

MINISTRY OF RAILWAYS (RAILWAY BOARD) 

Para 20-Westem RLY.(iii)-Loss due to letting out of a cycle stand. 
at a station 

Short notes on the various cases of losses and the action taken am 
the matter indicating the latest position may be forwarded. 
Remedial measures taken to avoid irregularities of such nature 
may also be mentioned. 

The explanations of the officers concerned in the acceptance of 
the rate of Rs. 144/- per annum with effect from 1/8/52 have been 
received and are under consideration with a view to deciding on 
the disciplinary action to be taken in this case. Further develop 
rnents in the matter regarding disciplinary action will be intimated 
to the Lok Sabha Sectt. 

This has been seen by Audit. 

Director, Finance (Expenditure), 
Railway Bourd,- 

Dated the 17th October, 1957. 



APPENDIX X WS.fJv) 
(Reference Para 45 of the Report) 

MINISTRY OF RAILWAYS (RAILWAY BOARD) 

'Short Note-Para 20 Western Railway (IV) Fixation of minimom , 
rates of wages payable to workers under the Minimum Wag- 

. Act 1948-Western Railway. 

The Minimum Wages Act 1948 applies to staff employed pn 
%Lailways in the following forms of employment:- 

(a) Employment on road constr~uction 01. in building opera- 
tions. 

(b) Employment in stone breaking or stone crushing. 

The appropriate Government for fi-umg .minimum 'wages in 
respect of the central sphere is the Central Government in the 
Ministry of Labour. There was no time for the appointment of a 
Committee for fixation of minimum wages as envisaged in the Act 
and, therefore, on 31st January 1951. the h1inlstr-y of Labour address- 
ed the hlinistr~cs of the Go1-x-nment of India to t h e  effect that 
proposals for the fixation of minimum wages may be sent by 15th 
February. 1951 since the fixation was to he done by 15th hIarch, 
1951. The Rarlway hlinistry's proposals could not be cornrnunuxited 
by the 15th of February 1951; also there was a doubt as to whether 
it was not adequate if the Railu7ays observed the minimum wages 
notified by the respective Sta tcs  in the two schedulrcl employments. 
On 22nd March, 1951, the Mmistr?. of Labour clar~fied that the 
provisions of the Act would be fulfilled only after the proposals 
were notified to the interested public before final fixation. They 
added that while there would be no objection to adopting State 
rates, these would have to be first notified by the Central Govern- 
ment as proposals and after examining the objections from the public 
they would have to be finalised. The Ministn? of Labour also 
extended the date for furnishing proposals up to 30th June  1951. 
The Railways were accordingly asked to furnish the rates fixed 
by the State govern men!^. On receipt of information, the Ministry 
of Labour was informed on 9th November 1951 of the rates fixed 
by the States of Madhya Pradesh, Bihar, East Punjab and De&t 
and was told that other States had not yet fixed minimum wages. 
*On 14th November 1951, the Ministry of Labour stated that in foma-  



tion muat be given in respect of each Railway Administration and  
not Statewise and that proposals about Railways not covered by 
the Railway Ministry's previous reply must also be given, adding 
that the proposals could be revised at  the time of finalization in the 
light of the rates which the State Governments may fix. A further 
communication was addressed to the Ministry of Labour on 22nd 
November 1951, stating that where State Governments had not 
already fixed the minimum wages the only course open for this 
Ministry was to obtain proposals from the affected Railways based 
on the living and labour conditions of the localities served by the 
Railways. The Ministry of Labour in their reply dated 29th Novem- 
ber, 1951, stated that irrespective of whether State Governments 
had fixed minimum wages or not it was obligatory for the Central 
Government to fulfil the provisions of the Act within the prescribed 
date, and the Ministg of Railways were requested to furnish pro- 
posals by 10th December, 1951, so that wages could be finally notified 
before 31st March 1952 On 8th December, 1951, Railway Adminis- 
trations were addressed to furnish their proposals immediately 
giv~ng duc consideration to the labour and living conditions of the 
locality scrvcd by the Rallw-ay and the rates fixed by the adjoining 
 stilt^ Governments for t he  concerned categories. 

I n  the very short tlme available certain rates were furnished by 
the Western Railway on 25th January, 1952 in respect of skilled, 
semi-sk~llccl and unskilled labour In the scheduled employments 
refcrrcd t o  In t h c  opetxng paragraph. The rates as furnished were 
forwarded to the 3llnistq of Labour on 29th January, 1952. The 
Mlnlstry of Labo~lr .  in turn, published these rates on 30th January, 
1952 111 a Gazette Nvtification mvitlng comments from all concerned. 
Finall>. thv ratc's \\.ere notified in the Minlst1-y of Labour Xotifica- 
tion No. S . R . 0  593 dated 31st March. 1952 and these notlfied rates 
bwarnc statutorily enforcible. 

C 

The States through which the 'Cl'estern Railway passes except 
Bombay had not notified minimum wages and the rates proposed 
by that Railway wet t: i~ased on the minimum of the CPC scales of 
pay and dearness allowance, without taking into account the local 
condi1iot.r~ and m:irket rates and were consequently on the high 
side. It is, however, considered that the officer who dealt with the 
case in the Railway Board's oflice is primarily responsible in this 
matter. First of all, since it had been agreed that minimum wages 
notified by  the State Governments could be re-notified by the Central 
Government after following the due procedure, the State Govern- 
ments should have been addressed directly bv the Ministry of 
Railways for obtaining their rates. In that case the rates notified 
for areas of Western Railway in the Bombav State would have been 



62 
the same as on Central Railway. Also, no action was taken in the 
Board's oface when the preliminary Gazette Notification of 3Otb ' 

January, 1952 was received in the Board's ofEce. The Ministry of 
Labour having issued this Notification inviting the comments of the 
interested parties, the Ministry of Railways should have scrutinised. 
the provisional Notification. The responsibility for both these 
omissions is that of the Deputy Director, Establishment and his 
Assistants. The former has been informed of the displeasure of the 
Railway Board in his handling of this case. The latter two have 
been warned and informed that the Board consider that they should 
have been more careful in dealing with this matter. 

On the Western Railway, the proposals were dealt with by a 
Headquarter's Personnel Officer, who put up the Board's directive 
for fixing the rates to the Chief Engineer and the Additional Chief 
Engineer. These two worked out the rates that should be Axed 
and advised the Dy. General Manager (P), who in turn, communi- 
cated the same to the Railway Board. The Headquarter's Personnel 
Officer committed an error in furnishing wrong information that the 
Bombay Government had not fixed minunurn wages and the Chief 
Engineer and the Additional Chief Engineer in working out the 
minimum wages took into consideration only the minimum of the 
CPC scales of pay plus dearness allowance. The Deputy General 
Manager (P) also failed to examine the proposals to see whether 
the two Chief Engineers had taken into account the labour and 
living conditions of the locality. The Headquarter's Personnel 
OfEcer has been warned for his error. As for the other three officers 
the Chief Engineer had retired and been Anally settled up much 
before the Audit para was received in 1956 and the two other 
officers, viz., the Additional Chief Engineer and the Deputy General 
Manager (P) died in harness in 1954 and 1957. It was, consequently 
not possible for the Board to call for explanations, and pursue this 
matter any hutber. 

Remedial measures were initiated in 1952, as soon as the mistake 
was detected by the Western Railway. The Ministry of Labour 
were approached to have the rates revised to the lwei obtaining in 
the respective States as notified by the State Governments. But 
the procedure f o r  the revision of minimum wag- as laid down in 
the Minimum Wages Act requires that the Minimum Wages Advisory 
Committee should be consulted. From 19M, onwards, six meetings 
of the Minimum Wages Advisory Committee have been held and the 
Committee have been supplied with a mass of information as desired 
by them. At one stage, they pended the consideration of the 
question until the principles far Axation of minimum wagcs hd 



been settled by the Committee for all Central Government under- 
takings. In  the 5th meeting held in June,  1957 the representatives 
of the Ra~lwny Ministry pressed for. a decision u n  the Western 
Railway case in vlcw o f  t h c ~  fact that thc  fixation o f  general prm- 
ciples was getting delaycd o n  arcount of the various cnqulries 
including the family k~uciqcbt cnyui r les  that were b a n g  conducttd 
a t  the instance ot' the. C ' o n ~ t n ~ t t r ~ ~  The Committee. however, called 
for somcJ further ~ n f ( ~ r  rnatlon o n  the Western Hallway case to be 
rnadca a\7allat)l~- at t h e  t ; t t l  t n rv t lng  T h c  6th m e t t ~ n q  was held a t  
the end of 0rtohr.1. 10L)7. \i7hr,n it wax also possiblr~ for the Committee 
to  finalisc thc. gcncra! pr~nclplcs and to take- a decision on the 
rewscd minr mum waqes that should  be f i x d  for all Central Govern- 
ment Departments In thc. two scheduled employments. It has been 
accepted h> thch Comm~ttc~h that thew decls~on rcgardlng minimum 
wages would apply to t h e  Westcrn Railway This will have the 
effect o f  ~xduc ing  t h e  rates now in force The matter has, however, 
yet to  be placed bcforc the  Minimum Wages Advison. Board and 
thereafter consldercd by the C;overnment before not ifyinq the 
rex~ised mlnimun~ wages This will be pursued 

This has hecn seen by Audit 



APPENDIX X W.R.(v) 
(Reference Para 45 of the Report) 

MINISTRY OF RAILWAYS 

(RAILWAY BOARD) 

Para 20-Other cases of losses-(v) fraudulent encashment of refund 
orders (overcharge sheets) on the Western Railway. 

The procedure for refund of over-charges on the Western Railway 
was that the overcharged sheet both in case of local and foreign 
traffic was prepared on a combined form. This form differed con- 
signed by a gazetted officer. Below the endorsement was a column 
traffic provided in the State Railway Code for Traffic Department 
in that this form senred as overcharge sheet as well as the pay 
order. When this form was ~vxeived from the Accounts office duly 
certified for the amount refundable, it was endorsed for payment 
on the reverse as provided on the form instead if issuing a separate 
pay order. This endorsement was an order to the Station Master 
to pay the amount specified therein to the party concerned and was 
signed by a gazetted officer. Below the endorsement was a column 
provided to be signed by the payee and the payment was required 
to he attested by a witness. 

2. In the case of claimants not residing a t  the stations where 
the freight was initially paid, or at any station situated on the 
Western Railway, the refund order was endorsed to Goods Supdt,. 
Carnac Bridge, in favour of Chief Commercial Supdt., as payee ~ n d  
the officer who signed the refund order (for CCS) also signed as ' 
payee in the receipt column. The refund order was then passed 
on to a Claims Inspector posted at  Carnac Bridge who signed as 
witness to payee's signatures and also in the payment book and 
received payment which was handed over to the refund section for 
m i t t i n g  it by money order. A system of clerks being sent person- 
ally with the refund order, to obtain the cash from Carnac Bridge 
station also crept in. The facts of the present case of fraud arc 
given in detail in the Audit Para itself and have been accepted by 
the Railway Administration. 

3. The departmental enquiry Committee which investigated this 
case (apart from its other findings regarding responsibility etc.) had 
recommended that as the procedure which existed at that tfme was 



liable to lead to fraud it should be replaced by the Code procedure. 
According to this procedure the over-sheet duly certified by Accounts 
Branch (who would maintain a separate register containing neces- 
sary particulars and the amount of the over-charge sheet passed for 
keeping a watch over outstanding claims) s h ~ u l d  be returned to the 
Traffic Department for arranging for the issue of necessary pay order 
on a separate form in favour of the person entitled to the refund. 
The payment is arranged by the Chief Commercial Supdt. either 
through the Accounts office in which case the Pay Order is sent to 
the Financial Adviser and Chief Accounts Officer for check and pay- 
ment or by means of a Station Pay Order on the station (which col- 
lected the freight) for payment from Station Earnings. When the 
payment is made by a Pay Order on a Station, the Station Pay Order 
along with the certified over-charge sheet is sent direct to the station 
who makes the payment after obtaining payee's acknowledgement 
thereon. The Pay Order is then sent by the station to the cash office 
with other remittances of the day. The Chief Commercial Supdt. is 
required to send a list of pay orders lssued to the Accounts Office. 
These lists arc used to verify the genuineness of the Pay Orders 
cashed from stations' earnlngs This recornrnendatlon of the Com- 
mittee has becn implemented by the Railway and the procedure of 
withdrawing money from Carnac Bridge station for payment by 
Money order has been discontinued from November, 1954. 

4. As regards the hsciplinar? action taken against the staff, 
the position is as follows:- 

( i )  Mr. Felix Soares, the record sorter of the Commercial 
branch who w-as caught red-handed encashing frau- 
dulently some refund order, was prosecuted by the 
police under sections 420, 468 and 471 I. P. C. and was 
convicted on two counts and sentenced to three years 
R.I. on each count. He was also dismissed from Railway 
Service. 

(ii) The head cashier and the asslstant cashier were suspected 
to be in collusion with the culprit. Despite instructions 
issued by the C. S. S. on 3.7.54 that the cashiers 
should not be settled up till the case was finally decided. 
the cashiers were allowed to retire on 13-7-54 and 
1-4-55 and have been finally settled up in July,  1955. 
A joint enquiry into this lapse is being held and suitable 
action will bc taken against those found responsible. 

(iii) Shri R. M. Desai, the Travelling Claims Inspector was 
found guilty of cashing over-charge sheets not complete 
or not correctly made out. Subsequently a committee 



of 3 Junior Administrative Officers, after ccursideriq 
the facts of the case and hearing his defence, haw) 
exonerated him of the two principal charges of tem- 
porary mis-appropriation and fraud. In fact in none of 
these cases has non-remittance of the amounts to the 
claimants been established. Shri Desai was, however, 
held responsible for not ensuring that the proper pro- 
cedure was followed in encashment of certain refund 
orders at Carnac Bridge and here again his lapse had 
no direct bearing on the fraud committed by Shri 
Soares. For this Shri Desai has been penalised by 
withholding 3 sets of passes upto 31-12-1957. with a 
warning. 

(iv) Responsibility is aiso being fixed and action taken against 
the Accounts staff who were responsible for not exercis- 
ing the normal check in the course of which they should 
have detected that credit was being taken by the station 
against incorrect vouchers. 

This has been seen by Audit. 

New DeEht. dated the 21st October. 1957. 
Director. Finarwe (Espenditute), 

Railway Board. 



APPENDIX X W.R.(vi) 

(Reference Para 45 of the Report) 

MINISTRY OF RAILWAYS (RAILWAY BOARD) 

Para 2b-Western Railway (vi)-Levy of intra-port charges an the 
ex-Saurashtra Railway 

(4) Short notes on the various cases of losses and the aetaon taken 
in the mutter indicating the lutest position may be foru.wrded. 
Remedial measures taken to avoid irregularities of such nahre  may *f also be mentioned. 

For the haulage o f  goods from one godown to another in the  port 
area done on the ex-Saurashtra Railway, intra-port charges at  fixed 
rates used to be recovered. On the integration of the ex-Saur~shtra 
Railway into one unit under the control of the Government of 
India, it was decided, in March, 1951 that the sailway in rhe port 
area shouId be managed as a palt of the Indian Govcrnment Rail- 
wagi. At that ilrnc, t i l o  S a u m s h t r a  Railway was levying charges 
for the intsn-pot t rn~~ \ , t . r rxc~ i : s  wh~ch contained no  element trtwards 
terminals. T h r  ?;tandard tt.l.nliniil charge ordinarll5- applicsble to 
intra-station rntri-c~mt~nts I &  tvt.ht m n a s  per ton of waqon capacity 
for each t m i  'Thc Sa;ir*ash:~.o Gcn-;.!.nment while it  did nor object 
in principle to :in inc.itci.w in  intsn-post char ips  t o  include terminals, 
pointed out that thew ports halving been dcvclopcd by cheap local 
charges any significant a n d  huddcn increase ww!d h a w  dicastrous 
consequences In Marc!> 1951, rcprescntatives of the Ministry of 
Railways and of the S n ~ i r ~ ~ h h t r a  G n v ~ ~ r n m c n t ,  present at a meeting, 
agreed that t h~ c-ha1 gcs lr*vimi f o r  mrn-cmen t o f  mcrchandisc etc. 
within the ports should be enhanced not immediately, but progres- 
sively. Accordingl). i t  w a s  decided by the Rlg. Board that the intra- 
port charges should hci tlniilly raiscd to a level where the?- w111 give 
a return equal to the standard terminal charges of 8 annas per ton 
of wagon capacity for each and plus a siding charge of Re. 1;- per 
wagon in both the loaded and empty directions and +hat the 
difference between the then existing intra-port charges and the 
proposed charge should bc eliminated in five instalments, the first 
increase quivalent to 20C; of  the difference being applied immediate- 
Ig f.e. from 115!51, the  second increase from 1'4'53. and further 



68 
increase thereafter at  two yearly intervals. And the Railway 
Administration was advised accordingly. 

2. After the integration of the Ex-Saurashtra Railway with the 
ex-BB & CI Rly. to form the Western Rly. with effect from 5111151, 
the commercial work of the Ex-Saurashtra Railway portion was 
being administered by the Chief Commercial Superintendent from 
the Headquarters office at Bombay and the Regional Traffic Superin- 
tendent, Gondal. An office note was recorded on 19/5\52 in the file 
of the Ex-Saurashtra Rly. explaining the setting up of a departmen- 
tal committee to go into the question of the working of the ports 
in Saurashtra and in this note. it was mentioned that the question 
of increasing the intra-port charges had to be taken up as per 
Board's directive. This file, however, was transferred to the 
Regional Traffic Superintendent's Omce Gondal as i t  contained 
matters other than rating, which were appropriately to be dealt 
with by the Regional Office and the matter was not pursued turther. 
The fact that increase in the intra-port charges leviable from 1 is151 
according to Railway Board's orders had not been levied came to 
light d y  towards the end of April 1954 accidently during some 
other investigation. At this stage the Western Railway promptly 
gave &ect to the orders on 117154 by combining the increase which 

have been effected on 1 i5151 and 1i4153, into one increase. 
The Tratfic Manager of the ex-Saurashtra State Rly. who. had 
handled this file both in that capacity and as the first Regional 

Supdt. Gondal, Western Railway. had retired in February, 
1853 i.e. long before the matter came to light in April 1954. His 
a-t was however, Anally settled up in 1955. The circumstances 
under which no action could be taken against him before he was 
m y  settled up are being investigated. Shri Trivedi had put up 
in September 1951 a note as TrafBc Manager to the General 
Manager, exSaurashtra State Railway who apparently also toak no 
action. The latter has been dismissed from service on another 
charge. The failure thus was of these two omcers. The Regional 
Traffic Supdt, Gondal, who took over later could not be expected 
to know the contents of the earlier Ales of the exSaurashtra State 
Railway. 

3. It was thus that not till July 1954 the Western Railway increas 
ed the intra-port charges combining the increases to be effecte<i. jn 
the first two instalments in one increase. Since the increase3 were 
made, the Railway Board have been receiving protests from the 
trade. The Rly. Board have. however, instructed the  Rly Admini* 
tration to go ahead in giving effect to the balance of instalrnenb of 
hrease in the rates, subject to the Railway satisfying themselvw 
that b y  do not in any way contravene eflective agreemenb, if m y ,  
with the parties. The Western Railway have given effect to 
4th iahhmnt of hacream with effect from 1st Aprfl 1957. 



This has been seen by Audit who have observed as under:-- 
"According to the Memorandum of discussion of 1951 between 

the Government of Saurashtra and the Ministries of 
Finance, Transport and Railways, the rates for intra- 
port charges had to be increased progressively. The 
Ministry after due consideration of the above Memo, 
decided to increase the port charges to the level of 
standard terminal charges of Rs. 0-8-0 per ton of wagon 
capacity in 5 instalrnents in 8 years. Whether the 
increase should have been made by the Railway 
Administration in 10 years or 8 years, the first increase 
should have been made by tht  Railway Administration 
in M a y  1951. as directed by the Railway Board." 

Lkted: 21st November. 1957. Director, Finance (Expe~diture) 
Railwmy Board. 



APf END= X S.R. (I) 

(Reference Para 45 of the Report) 
MINISTRY OF RAILWAYS 

(RAILWAY BOARD) 

Para 20 (i) Southern Railway. 

Regarding overdrawal of rations at concessional rates on the Southern 
Railway 

Short  notes on the various cases of losses and the action taken in  the 
matter indicating the latest position may be forwarded. Remedial 
measures taken to avoid irregularities of such nature may also 
be mentioned. 

Consequent on the decision of the Ministry of Labour in May 
1952 that the money equivalent of the concessional element in the 
case of supplies irregularly drawn by an employee from the Railway 
Grainshop, did not amount to an overpayment of wages and that Its 
recovery was. therefore, not permissible under the poyrnent of 
Wages Act. 1936, the Southern Railway did not make a n v  recovery 
in respect of  such cases arislnq after the 12th Decemhcr i952 and 
also suspended reco\w-les that were being made in eariier cases. 
However. reconsidering the matter in consultation with tliln hqinistry 
of Law later, the Railway Board advised the Rly. Administration 
on 16th December 1853 that t h r  earl~cl- niling was suspended and 
that such recoveries wcrc not illegal. The Snuthwn Railway then 
enforced the recoveries in cases detected :if 1 PI- t hr. 1 Rt  h L)ec em her 
1953, but past cases were not reopened. 

The stand taken by the Railway Administration was considered 
in detail in the Board's office and after protracted correspondence 
between the Railway Administration, the Railway Board and the 
Ministry of Law, a decision was taken in April 1957 that (i) the 
recoveries which were stopped from 12'12:52 cannot be waived 
and (ii) the cost of rations overdrawn in respect of cases which came 
to light between 12;12'52 and 15112153 cannot he waived and should 
also be recovered from the st& concerned. 

Board's decision was communicated to the Railway Administra- 
tion on 11 ' 4 5 7  and they were directed by the Board that recovery 



3n all these c a m  should be started withfn a month of the instruc- 
tions and reports submitted to the Railway Board. The Railway 
Administration .have since taken steps to effect the recoveries. 

The High Court of Rajasthan, on an appeal filed by +he General 
Manager, Northern Railway against the decision of a lower court 
in September 1955, has, however, held that recovery on account of 
overdrawal of rations at concessional rates was not covered by the 
deductions permissible under the Payment of Wages Act. 

As the existing orders issued to the Railways to effect recoveries 
from the wages of Railway employees on account of overdrawal of 
rations were based on the advice given by the Ministry of Law, 
that Ministry was requested to advise whether in view of the 
judgment given by the High Court of Rajasthan against the action 
taken by the Northern Railway Administration in accordance with 
the orders issued by this Ministry as referred to above, the earlier 
orders in the matter should be revised and uniformity brought in 
the matter on all the Railways. A reply from the Ministry of Law 
is still awaited. 

If the Ministry of Law consider that the existing orders should 
be reversed, necessary action may have to be taken by this Ministry 
to stop the recoveries in this case also.* 

This has been seen by Audi t .  

Dated 10th December. 1957 Director, Firzairce (E.rpc~zrlitute) 
Railtrat/ Board. 

-- - 
W e  Ministry of Railways (Railway Board) hsvc since intimated that in the li&t 

of tbc advice received from the Ministry af Law, i n s t r u c t t ~ 8  have been issued to t& 
W m y s  to stop thc recovcrica on account of ovcdratval of rations at conccssjona 
mcs.  



APPENDIX XI 

(Reference Para 59 of the Report) 

MINISTRY OF RAILWAYS 

(RAILWAY BOARD) 

SUB: Manufacture of Locomotit~es a n d  Boilers by TELCO. 

The Public Accounts Committee in paragraphs FiWl of their 
Thirteenth Report raised certain questions. which are surnrnarised as 
follows in paragraph 74 of the Committee's Seventeenth Report:- 

(i) Talung ever TELCO as a State undertaking: 

(ii) Adjustment, in the firm prices of locomotives, of the over- 
payments made for initial and double normal depreda- 
tion; and 

(iii) Appointing a team of t e c h c a l  experts by the Railway 
Board to go into the whole question of the costing sys- 
tem in force in TELCO, who should also investigate 
whether the subsidiary business like the manufacture 
of trucks etc. which is a commercial venture under- 
taken by TELCO, was not getting any b e n d t  at the 
expense of the Railways. 

Earlier, the Public Accounts Committee, in their F~fth Report 
(1952-53), had expressed concern over the payments made to TELCO 
even for the pre-price periods and had recommended i n e r  aliu that 
"Government should come to an early decision on the advisabdlity 
of their taking over from 'I'ELCO the manufacture of boilers and 
locomotives and running it as a State Industry". 

2. After the Committee's meeting with Railway Board in April, 
1956, the posttion has been summed up as below. in Serial number 



25 of the Main Conclusion /Recommendations of the 17th Report of 
the Committee on the Appropriation Accounts (Railways) 1953-54:- 

Para No. 
of the 
Report Conclusions/Recommendations. 

74-75 ( i )  The Committee are unable to accept the view reiterated by 
the Railway Board that the payments made to TELCO 
on account of initial and double normal depreciation were 
strictly in accordance with the contract and that the 
effect of allowing larger amounts for depreciation in 
the development period would be that the quantum of 
depreciation to be allowed in the post-development 
period would be less than what it would have been had 
the depreciation been spread equally over the entire life 
of the assets. The Committee consider the Railway 
Board's statement as misleading' for the reason that, 
though the allowance for the depreciation for the post- 
development period might be correspondingly less, the 
excess payments made in the development period could 
not be completely recouped in the post-development 
period inasmuch as the Agreement with the Company 
would expire in June. 1961. 

79 (ii)Thc Railway Board should apprise the Committee of the 
recommendations made by the Tariff Commission on the 
question of fixation of firm prices of locomotives and 
boilers manufactured by the TELCO and other cognate 
matters as also the decisions taken by the Railway Board 
thereon. 

- - - - .- 

3. Copies are attached of the Tariff Commission's Report and of 
the Government of India, Ministry of Heavy Industries' Resolution 
No. Eng. Ind 17(17),'56 dated 23rd November, 1956, in which the 
recommendations of the Tariff Commission and the decisions of the 
Government thereon were embodied. The prices recommended by 
the Commission as a result of thew enquiry and accepted by the 
Government, are shown in the subjoined statement, which indicates 
also the prices asked for by TELCO in their quotations to the Rail- 
way Board. 



74 
STATEMENT 

,-_ _ _  _--_ _____ - _ -  -- - 

Type of LocornotiveIBoiler 

(in units of m p ~ )  

Price per Price per 
unit auoted unit recorn- 
by TELCO. mended by 

Tariff 
Commission 
and accepted 
by the 

Govt . 

Rs . Rs. 

I. Deliveries in 1st Prai~ Period : 
(1-2-54 to 31-3-55 for Roilen) 
(1-7-5.1 to 31-3-55 for Locomotives) 

Locos YP I order (26 units) 79,396 6~9% 105 
Boilers XC I order (2 units) . 3,68.098 3,40,908 
Boilers YD (39 units) . 2.08.272 1,75,512 

11. Deliveries i?a tlrc 2nd Price Prriod 
(1-4-55 to 31-3-56 for 
both locomoth-es and boliers) 

Locornnt~ves YP II n r h  (q units) . 6.63.028 6,37.829 
Boilers 'I'D (13 units) . 2.08.272 I h3.216 
SP ( i t  units') . I ,98,269 I .52,229 
Y G  (6 unltq) 1.86.006 r ,9867 
Y 1: (8 units) . 1.27.742 r ,13.622 
S f i  '3 unlts) . 2,X3.<39 2.55.610 

Y1' I1 1rJr.r (X units) 
YC; I I  ordcr 30 units) 
I'P 111 order (70  units) 
YG 111 order (14  (units) 

YF (39 units) 92,719 
XE (6 units) with clothing 2,37496 

(8 units) wit-hour clothing xc 227,584 
(22 units) 

--.------ - -  *- - . - 2.f3w?Q 



75 
Note : 1. The figures for units produced by Telco in the devdop- 

ment or pre-price period but delivered in the first price 
period are shown below : 

cost of c:ost 
production per unit 
per unit accepted. 

(i) Locos YPI Order 8 units 534.300 6,g0,105 
Ihilers XCI Order 10 unit5 . 28496 3.40~908 
Hoilcrs YD I unit . I 9 .683  I , 7 i , S I 2  

I;< r the above unitc therc was nc price. 

For the above units there was no price quotation from 
TELCO, who had based their quotations with reference 
to the period of production and not the period of delivery; 
therefore, only the cost of production has been shown in the above 
cases. As the Tariff Commission have accepted the Railway Board's 
view that pricing will be based on deliveries and not production the 
price for these units include proportionate profit over and above the 
cost of production in the development period. ?'he extra cost, how- 
ever, is more than offset on the same principle by the lower prices 
for units produced in the 1st 2nd pnce period and delivered in the 
2nd/3rd price period owing to the prices recommended by the Tariff 
Commission l~eing progressi\-cly less. 

Note 2:-In quoting prices, TELCO spread the total quantum 
of the depreciation evenly over the entire period upto the expiry of 
the Agreement ( z . t .  from 19,54 upto 1961). and also quoted separately 
for profit. These quotations except those relatlng to development 
period shoivn under the first price period shown In the  note above, 
have been adjustcbd in Column 2 above, so as to arrive at  the com- 
posite (aggregate) quotations ~ u c h  as would jwrrnit ready compari- 
son 1 ~ 1 t h  thct jlr~ct's ~ - r ~ c ~ o r i ~ l n t ~ ~ i r i t ~ t l  by the Tariff Commission. 

'Thp prices accepted on t h e  rt~commendations of the  Con~mission, 
when compared with the prices asked fur by TELCO, involved a 
reduction of about Rs. 33 lakhs in the aggregate amount payable for 
stuck delivered in  the tirst two price periods (195456). For deli- 
veries in the third period (1956-58) f x  which TELCO had quoted no 
prices, the Commission recommended substantially lower prices than 
those recommended by them for the two earlier periods, as will be 
seen from the figures in column 3 above. 



4. The following observations are made by the ~~ntstry'of Rail- 
ways on the three specific issues raised by the Public Accounts Cam- 
mithe:- 

(i) Taking over TELCO as a State Undertaking 

At the meeting of the Railway Board with the Public Accounts 
Committee in May, 1955, the Railway Board suggested that "it would 
not be advisable for a variety of reasons to take over the concern at 
this stage when the production had reached the target, despite the 
initial delays and lapses". This was embsdied in paragraph 61 of the 
Public Accounts Committee's 13th Report which further read as 
follows:- 

"The Committee note the views of the h i lway  Board. They 
do not overlook the considerations urged by the Rail- 
way Board. The Financial Commissioner for Railways 
assured the Committee that the building up of prices 
from estimates of labour, materials and overhead charges 
will be checked by the appropriate experts which was 
the surest way of arriving at a demonstrably fair and 
reasonable price. The Committee welcome the assu- 
rance and would like to watch the future developments 
in this case with an open mind before coming to any 
cOltClUsi61~" 

The Public Accounts Committee's conclusion ir effect was, that a 
decision on the question of nationalisation could be taken after see- 
ing whether the prices would come down in the price periods. The 
prices recommended by the Tariff Commission and accepted by the 
Government for the third price period (1956-58)-for instance, an 
average of Rs. 4.73 lalchs per metre gauge steam locomotive--do not 
compare unfavourably with the landed cost of about Rs. 4.58 lakbs 
based on 1956 quotations for a similar locomotive from Btitish A r m s .  
The prices per unit as recommended and accepted for deliveries in 
the first and second price periods-for instance, Rs. 6-90 lakhs and 
Rs. 6-38 lakhs for locomotive, as aga~ns: British landed costs in 
period (May 1955) of Rs. 4-15 lakhs-were no doubt on the high side. 
h, however, the Government had asked the Commission to conduct 
the necessary cost investigation and to recommend fair prices of 
~oeomotives and boilers manufactured bv T W O  and as the Corn- 
midon recommended substantially lower prices for deliveries in 
the 3rd price period than in the earlier two perf&, with an indim- 
tiam of still lower prices in dl likeWood for delivertes beyond the 
SsK1 price period, it was considered that it would not 'be appropriate 



b reject the Commissions' recommendations even in regard o priw 
for the first two periods, particularly when these two periods had 
already elapsed. Having regard to the aforesaid level of prices 
recommended by the Tariff Commission for thc third or current 
price period and the prospect of still further reduction in the prices 
beyond the third price period, the Govemmcnt consider that there 
is hardly any case, on the ground of prices, for nationalisation Such 
a step will involve payment (including almost certainly "fair com- 
pensation") by the Government of about Rs. 7 crores, whether fin- 
anced as immediate cash or in any other shape. As mcnticned earlier, 
the prices recommended by the Cormm~ssim for the third price 
period are not unreasonable in comparison with the landed costs of 
British firms; such a comparison is supported by the fact that the 
agreement with TELCO specifies the ceiling of landed cost of 
British products as the basis for the purpose of prices payable during 
the development period. Even on merits. the prices of the UK. 
stock, with the long history of steam ioc~motive manufacture in U.K., 
would be a more reasonable basis of comparison than the landed 
costs with reference to, say, Japanese and Czechoslovakian prices, 
which are as low as Rs. 3 lakhs (apprcuimetely) per metre gauge 
locomotive. The Ministry of Heaxvy Indurtries have explained in 
discussions in this connection that it has not been their practice to 
penalise indigenous industry in the matter of protection or to treat 
it as uneconomic because of i t s  inability to compete v ith imports 
from Japan or from East European countries. Apart from this, it 
was considered purely on practical grounds that. under the circum- 
stances as they have developed in TELCO F'actory. th s  cost of pro- 
duction cannot be brought down appr~ciably below the prices 
recommended by the Commission for the third price perlod. In fad, 
the Commission have gone so far as -o supgert that landed costs do 
not afford a proper standard of comparison rrt all. 

As the prices recommended by the Tariff Commission are limited 
to deliveries up to 31st March 1958, negotiations have been started 
with TELCO to arrive at satisfactory arrangements for prices for 
deliveries beyond 31st March 1958. At a meeting with the Railway 
Board on 2nd April 1957. TELCO's representatives were urged to 
submit quickly their price quotations for deliveries beyond 31st 
March 1958, to enable the Ministry of Railways to consider the 
matter further. If no satisfactory arrangements are reached through 
these negotiations, or for any other reason, arising out of these ne- 
tiations or otherwise, nationalisation is c(msidered to be in the public 
Interest, the position will be reviewed further by the hlinistry of 
Railways. 



. (3) Adjustment, in the firm prices of locomtives, of the ~Ver-loay- 
ments made for initiizl and double normal depreciation. 

The position, from the point of view nf the Railway Board, was 
fully explained to the Tariff Commission. As suggested in paragraph 
18 of the Public Accounts Committee's Seventtenth Report, the 
additional payment on account of initial and double normal depre- 
ciation was brought to the notice of the Colnmissjon ill paragraph 12 
of the statement of the case which was prepared by the Railway 
Board, in consultation with Audit, (copy enclosed) for submission 
to the Commission. The Commission have summarised the Railway 
Board's point of view as under in their Heport:-- 

"The Board. therefore, suggest that the prices payable to 
TELCO should be linked to the landed costs, less a 
reduction therefrom with reference to at least a portion 
of the development expenditure. Conceding that TELCO 
may have been hampered by various difficulties beyond 
their control in reaching the stage of stable production 
within the period originally envisaged in the Agreement 
the Railway Board are prepared to acccpt a reduction 
from the landed costs with reference to only half the 
development expenditure for the nurpose of arriving 
at the prices during the price periods." 

While the Tariff Commission accepted that it was not improbable 
that the price arrangement embodied in the A.greement was based 
on some such understanding as that mentioned by the Rellway 
Board, they expressed their inability to endorse the proposed adjust- 
ment of half the development expenditure in the prices payable in 
the price period because-- 

(i) the understanding referred to was not specifically incor- 
porated in the Agreement which contailxed nothing to 
suggest, in the formula laid down for  detcrminatjon of 
prices. that these prices would not exceed the  landed 
cost during the fixed price periods; snd 

(ii) the considerations of equity were apposed to the Ftailway 
Board's contention, inasmuch as the recovery of one half 
of the development subsidy in eight annual instalments 
would inflict unjustifiable loss on the Corcpany, who had 
already made considerable sacrifices by remaining 
without profits during the period 19654, when it had 
not been shown to have committed any breach of tb 



agreement and when its higher costs were found to be 
due to facts mostly beyand its cunt~oL 

In accepting the recommendation of the Twiff Commission in this 
matter, the Government took account of the fact that TELCO would 
almost certainly seek the remedy open to them under the contract, 
namely, arbitration, if the Tariff Comm~ssim's recommendation had 
not been accepted or had been modified in any respect to the dis- 
advantage of TELCO. It was also amsidered that in that event, it 
was extremely unlikely that the conc1us;ons arrived at by a quasi- 
judicial body like the Tariff Commission as a result of an expert 
technical and cost examination would be rcversed or modified by any 
arbitrator. While considering this point earlier, the Public Accounts 
Committee themselves were "doubtful whether the provisions of the 
existing clause 5(v) of the First Schedcle to ?he above contract 
could be invoked for recouping the excess payments already made 
to TELCO, as there was no agreement for such a course being taken 
through any price formula or for effecting cash recoveries from the 
Company". (P.A.C's. 13th Report, 1954-55--para. 56). 

As against the excess payments made to TEI CO during the deve 
lopment, period on account of special depreciation. the Public 
Accounts Committee have appreciated that "the allowance for the 
depreciation for the post-development period might be correspond- 
ingly less", but have pointed out that "the excess pawcents made in 
the development period could not be completely recouped in the 
post-de\~elopment period inasmuch ns the Agreement with the Com- 
pany would expire in June, 1961." The Ministry of Railwavs con- 
sider, however, that in any negotiations to regulate the arrarige- 
ments beyond Junr,  1961 ( i . e .  either in fixing the purchase price 
payable to the Company in the event nf Govcrnm~nt deciding to 
buy the TELCO undertaking. or in the formulation of price arrange- 
ments under a future agreement), the hlinistry of Railways as the 
sole purchasers in the country of the locomotives/boi!ers, for the 
production of which TELCO is equipped. would be in a position to 
press for due allowance being made on this account. 
(iii) Appoiniing a team of technical experts bg the Railwa?! Board 

to go into the trhole qnestron of the costing system in fame in 
TELCO who should also investigate whether the s ibsidiary 
business like the manufac.ture of t n d i s  etc., which is a commer- 
cial venture tindertaken !)?I TELCO was not geiting any benefit 
a t  the espense of the Railways. 

The Commission, before they took the investigation in hand. were 
also expressly requested to pay attemtion to the above matters. In 
their report, they have made certain suqgesti0r.s for improvements 
tn the costing s y s t e m  as well as in certaim other matters. for the pur- 
371 Ls-6. 



gab 
'pose of achieving efficiency and improvement In prodkction d 
maximum utilisation of indigenous material and capacity in the 
manufacturing processes at TELCO. The attention of T n C O  has 
been drawn, in paragraphs 3 and 6 of the Governmend3 Resolution 
on the Tariff Commission's Report, to the need to implement these 
recommendations of the Commission for effecting imprwements, 
The progress in these matters will be watched closely by the Rail- 
way Board. At a meeting with the-Railway Board on 2hd April 1957, 
TELCO's representatives reported that improvements in regard to, 
costing and absorption of surpIus labour were already in hand. The 
T a r 8  Commission have also held, as a result of their investigation, 
that the subsidiary projects and activities of TELCO "cannot be held 
responsible for the slow development of TELCO's locomotive/boiler 
division", but in fact "have helped to utilise some of the spare capa- 
city in the locomotive/boiler division". In regard to the apportion- 
ment of idle time of men and machines among the various accounts, 
the Commission have indicated that the allocation has been made 
correctly according to the special concession granted by the Railway 
Board to the Company under the "formula for the allocation of over- 
heads" which form part of the Agreement between TELCO and the 
Railway Board. The Commission have concluded, however, that the 
problem of allocation of idle time between loco work and non-loco 
work is "going to be of much less importance for the future", as "the 
idle time has now been greatly reduced and further. ;he orders for 
road-rollers and underframes which were previously e2ccuted in 
the loco shop side by side with loco work have now been completed." 

It is admitted that, while the problem will not be of much 
importance for the future, the accepted formula of loading the loco- 
motive works with the entire idle time of men and machines has 
resulted in an increased cost of Rs. 5.64 lakhs during the first and 
second price period. It was explained by the Railway Board's 
officers during discussion before the Tariff Commission that h e  
formula of allocating the overheads, which has been incorporated 
as part of the agreement, though finalised in 1954 after the period 
of production had started, had been drafted in '53, keeping in view 
the then conditions of the development perid. l't was :bought that 
the proviso in the formula for review by mutual agreemmt could be 
availed of if the prices quoted by TELCO were unreasonable. As it 
was the prices were not quoted by TELCO until 31st March 1955 and 
10th May 1955, and soon after that the question was remitted to the 
Tariff Commission as no agreement could be reached on the question 
of fair prices. The occasion for a review by mutual agreement did 
not, therefore, present itself at any stage. As already explained* 
however, Government cansiderecf that it would not be appropriate t c ~  
reject the Tariff Cbmmissian's recommendatfons in regard to the 
price for the Arst two gerkdts mrmnendations in regard to the 



price for the f i s t  two periods when these periods had already elapsed, 
particularly when the Commission had recommended substantially 
lower prices for 'deliveries in the third period than in the earlier two 
periods with an indication of still lower prices in all likelihood for 
deliveries beyond the third price period. 

5. The two recommendations (i) and (ii) in item 25 of the sum- 
mary of the main conclusions/recomrnendations of the Seventeenth 
Report of the P.A.C. have been reproduced verbatim in para 2  ante. 
. In regard to recommendation (i), it has already been explained 
that the Ministry of Railways consider that in any negotiations to 
regulate the arrangements beyond June '61, ie., for fixing purchase 
price payable to the Company in the evext of the Government buying 
the TELCO undertaking or in the formulation of price arrangements 
under a future agreement, the Ministry of Railways, as sole pur- 
chasers in the country of locomotives and boilers for the production 
of which TELCO is equipped, would be in a position to press for a 
due allowance being made on this account. The possible amount that 
will be left unrecovered on an approximate calculation made by 
Audit as embodied in the Thirteenth Renort of the P.A.C. (para. 58) 
was about Rs. 114 lakhs. It is difficult to furnish a more precise 
figure, as the special depreciation on account of the further expan- 
sion now in hand cannot be readily assessed, but the total amount 
is likely to be in the region of Rs. 150 lakhs. 

The Railway Board. according to item (ii) was to apprise the 
Public Accounts Committee of the recommendations made by the 
Tariff Commission on the question of the fixation of firm prices of 
locomotives and boilers manufactured by the TELCO and other cog- 
nate matters as also the decisions taken by the Foard thereon. The 
main recommendation in regard to prices and the decisions taken by 
!:*f. Government have already been explained in paragraphs 3 and 
4 ante. A copy of the Tariff Commission's Report and of the Gov- 
ernment's Resolution accepting the recommendations of the Com- 
mission are also attached herewith. It has been suggested by Audit 
that the following important points which the Tariff Commission 
have referred to as esplaining the higher p r i e s  recommended by 
then] should be brought out herein along with the remarks of the 
Ministry of Railways:- 
(i) Paras: 9.1 to 9 . 5  of the Commission's Report. (putas. 7 and 30 of 

the Railway Board's Memorandum to the Tarif Commission)- 
High capital cost of TELCO per unit of capacity and delay in 
expanding TELCO's capacity and output. 

Audit's szrmmary of Tariff Commission's observations 
The Tariff Commission has stated that the Rsilway Board should 

have taken care to stipulate in the agreement wit$ TELeO the 



number of locomotives and boilers which would have made their 
economic production possible. The failure on the part of the Rail- 
way Bdard to do so has resulted in higher prices. 
Remarks of the Ministry of Railways 

At the time the original negotiations were conducted by the 
Railway Board with the Company in 1947, it was apparently accept- 
ed by the Company's Consulting Engineer that 50 locomotives and 
50 boilers would be an economic unit of production. Assessing the 
annual requirements, as far as they could be foreseen then, the 
agreement was framed with reference to 50 1oc.omotives and 50 
boilers in Che light of factors appreciated at the time. 

As regards the delay in expanding TELCO's capacity and output, 
it was explained by the Railwal- Board's Officers during the discus- 
slons before the Tariff Commission that the Railway Board could not 
reasonably be expected to place any formal orders In 1931 or 1952 
for the supply of an increased number of units viz., 100 when TELCO 
was so far behind target even in reaching a production of 50. 

(ii) Paras. 10- 2 and 10.3 of the Commission's Report (Paras 40, 41, 
42 and 43 of :he Railway Board's Memorandum to the Tariff 
Cornmission)-TELCO's obligation to produce 75 pm cent. of 
locomotive components mad heavy rejections of ca~tings 

Audit's summary of Tarifl Cmmission's obserz-ations 
The Commission has concluded that the policy of the Railway 

Board regarding the use of indigenous components and castings has 
affected the prices of the locomotives and boilers inasmuch as* their 
use resulted in reduction in output and thereby iqcreased the burden 
of overheads. Besides, the indigenous components cost more than 
the imported ones. The use of indigenous castings resulted in a cer- 
tain amount of potential capacity of the shops being wasted on 
replacement and rectification of defective parts. Had TELCO been 
allowed to make use of imported components to the extent necessary 
to increase its output in accordance with the capacity of the erecting 
shop, the production would have increased resulting in lower costs. 

Remarks of the  Ministry of Railways 

TELCO themselves were a party to the decision in this connec- 
tion in 1951 which was in line with the policy of the Government in 
other fields of private sector. Moreover, in this calculation of 75 per 
cent.. castings were specifically excluded, as it was realised that local 
foundries, at  the then stage of their development, were incapable 
of producing satisfactory castings. The Tariff Commission have 
viewed the rejection of castings procured by TEIICO somewhat indul- 



gently, accepting the plea of TELCO that the Company did not have 
access to the more reliable steel foundries already bookpd up with 
Chittaranjan's requirements. It was not considered worthwhile con- 
testing this point, as the Technical Report of the Tariff Commission 
indicated that defective castings would be elirnina ted by February, 
1957. 

(iii) Para. 16 of the Commission's Report (Paras 4.22 (i) and (iii) 
of the Railway Board's Memmandum to the Tariff Commission) 
Capital employed inflated by outstanding dues 

Audit's summary of the Tarifl Commission's observations 
The Commission has pointed out that had the Railway Board paid 

the full price for the stock delivered by TELCO from time to time 
and not limited it to the landed cost. the additicnal payment to the 
Company on account of profit would have been avoided partly inas- 
much as Government could have borrowed the amount required 
@4 per cent. against the 7 per cent. profit payable to TELCO on the 
moneys due to it by Government. 

Rena7k.s of the Ministry of Railways 

When the prices payable were sub judice it was considered by the 
Ministry of Railways that the full price claimed by TELCO could 
not reasonably be paid and provisional payments were, therefore, 
limited to the landed cost. In fact, TELCO had not even submitted 
their quotations until a year after the price penod had commenced. 

The point raised in para 22 (iii) of Railway Board's Memorandum 
to the Tariff Commission has been conceded in para 20.5 (iii) of the 
Commission's Report. 

This has been seen by Audit. 

Dated the 24th August, 1957. 
Director, Finance (Expenditwe), 

Railway Bootd, 
New Delhi. 



MEMORANDA ON TELCO 

Replies to points on which the Public Accounts Committee like to 
have further information. 

Points 1 to 9. 

Dated the 15th November, 1957. 
Director, Finance (Expenditure), 

Railway Board. 



1. The reasons jm referring $he quesbion sf cost of Locomotives 'to 
be supplied in accordance with the provisions of . a  subsisting 
contract between Government and the TELCO to the Tari# 
Commission whose main function is to recommend to Govern- 
ment the quantum of protection to be given to a new industry 
to be established, m y  be stated 

The prices quoted by Telco far the locamotives and boilers manu- 
factured by them for delivery during the Price Periods were con- 
sidered excessive in comparison with the 'landed costs of similar 
imported products. Telco on their side, pleaded their inability to 
quote prices lower than those which they had quoted, and which, 
they claim, were based on their actual cost of production. No 
agreement on prices could be reached with the Telco and the 
Financial Commissioner, Railways after first consulting the Com- 
merce and Industry Ministry got Telco, at a meeting of their Board 
af Directors on 22nd August, 1955, to agree to a price enquiry being 
entrusted to the Tariff Commission. The Public Accounts Com- 
mittee, earlier, as a result of their meeting on 4th May, 1955, had 
suggested, in their 13th Report (para 60), that the costs of Telco 
should be examined by technical experts. Any examination by 
Railway Board's technical experts would have been considered as 
unilateral, and would not have been acceptable to Telco. It was, 
therefore, considered that the Tariff Commission, as an impartial, 
semi-judicial body with its staff of technical and cost account ex- 
perts, would be in the best position to be entrusted with the work 
and to recommend fair prices to be paid to Telco. The reference 
to the Tariff Commission was notified in a Government Resolution 
dated 10th October, 1955. The Railway Ministry's statement of 
their case was submitted to the Tariff Commission in June 1956, 
after it had been verified and vetted by the Comptroller and Auditor 
General. 

Audit has seen the Memorandum and has observed as under: 
"There is nothing In the Ales of Railway Board to indicate 

whether the proposal to entrust the enquiry to the T a r s  
Commission originated with the Financial Commis- 
sioner, Rlys. or the Ministry of Commerce and Industry. 



The entrusting of the enquiry to the Tariff Com- 
mission does not appear to be clearly covered by the 
terms of the Indian Tariff Commission Act, 1951. Aydlt 
does not share the view that the Tariff Commission 
only was in the best position to be entrusted with the 
work and to recomJnend fair prices to be paid to Telco. 
The Public Accounts Committee in their 5th Report, 
based on their sittings in SepteMer 1952 had suggested 
that i f  there were dificulties in reaching agreement on 
cost, the matter must be refe'rred for arbitration. The 
appointment of an arbitratox is also provided in the 
agreement. Technical and cost accounts experts could 
as well have been placed at his disposal just as 
in fact a technical expert was placed at the disposal 
of the Tariff Comn~ission. Nor does Audit consider 
that the mutualIy acceptable arbitrator would have 
been more restricted in his findings than the Tariff 
Commission He would undoubtedly have based this 
enquiry on the terms of the agreement, which is what 
the Tariff Commission has done. But these terms 
need not have stood in the way of mutually accepted 
arbitrator recommending fair prices on cansiderations 
of equity bearing in mind the amount of assistance thr 
Telco had already from the Government." 

2 At u+mt price u w e  the Singbhrrm W o r b  sold to  Tatas and whe- 
ther it was a fair one? 

The Singbhum Works were sold to Tatas for Rs. 25.39 lakhs. The 
price was fixed on the following considerations as laid down in an 
agreement dated 20th August, 1947 between the Government and 
Messrs. Tata Sons Limited : - 

(i) For all property and assets purchased and taken over by 
Government from the Peninsular Locomotive Co. Ltd., 
and now in the Singhbhum Shops or whose transfer 
to Singhbhum has been agreed upon, the undepreciated 
Book price a t  which the property and asseta are h e  
in the latest accounts of the E.I. RIy. 

(ii) For all property and assets added by Government after 
the purchase of pperty and assets from the Peninsular 
Locomotive Company Ltd., referred to tn (1) above up 
to 3lst March, 1840 and included in the sch&ulea hereto 
the price sh8II be the actnd cost plus tlfty per clmt 
to aaow for i n c r e d  pmaat day replacement value, lm 
depredatfa cdculated at  the present hmmo-tax rates 



(iii) For all such stores tf, which the Government is entitled' 
in connection with the Singhbhum shops as the Com- 
pany shall select and Government may agree to sell, 
the price shall be the actual cost to the railway of those 
stores. 

Note :-All property and assets of the description re- 
ferred to in (ii) above but acquired subsequent to 
the said 31st March 1940 if Government decides to 
sell the same to the company shall form the subject 
matter of a separate agreement. 

2. During the discussions held in September, 1944 between the 
representatives of Tatas and Railway Board for determining the 
basis of selling price of the Singhbhum shops, the representatives of 
Tatas urged that to burden a permanent industry like the manu- 
facture of boilers with machines and buildings at inflated prices 
would not be an unmixed blessing for the Government itself although 
it would secure to the Government a higher price for the Singhbhum 
shops at that moment. F.C., Railways made it clear that the Rail- 
way Board had no intention to charge an inflated price for the 
shops but they wished to secure a reasonable price for the assets 
which they were selling to the company. 

This has been seen by Audit. 

3. Was the arrangement of charging the double normal depreciation 
made through exchange of letters, legally valid? On what con- 
sideration was it arrived at? 

This Ministry are advised that the arrangement agreed to 
through the exchange of letters between this Ministry and Telco is 
legally valid. 

The circumstances under which this agreement was arrived at  
are detailed below: - 

2. While the main draft agreement for the manufacture of boilers 
and locomotives by Tatas, was being negotiated between the repre- 
sentatives of the Railway Board and the representative 
of Tata Sons Ltd., a proposal, among others, was made by 
Tatas at a meeting on 14th September 1944, that since Tatas would 
be establishing the workshop at a time when prices were at  a high. 
lwel and this might be particularly so when machinery for Locomo- 
tfvea was purchased, depreciation should be allowed at a much faster 
rate in the Arst few years so that after about 7/8 years the book 
values represented the normal values of plant and equipment that 
the Company possead, such normal values to be determined by 



mutual agreement. In the course of subsequent discussions, the 
Tatas representatives were assured that the Railway Board agreed 

the principle of extra depreciation. The Ann wanted the same 
.verbal guarantee in the shape of exchange of letters and a formal 
proposal in writing was sent by the Arm on 12th July, 1945 when 
the firm came to know that Government were contemplating a mod- 
.fication in Income Tax Law which would permit additional depre- 
.ciation as a relief from taxation of profits, in order to counteract the 
high post-war prices that had to be incurred by Industrial 
enterprises. This request from the fwm was referred to the Central 
Board of Revenue on the 23rd July, 1945, and the C.B.R. were asked 
to state whether the assurance given to Tatas in this regard would 

.embarrass them in any way. 

3. The Central Board of Revenue in their reply assured the Rail- 
way Board that they would not be embarrassed by the contemplated 
assurance to Tatas by the Railway Board. They, however, pointed 
.out that the effect of adding initial depreciation to cost of production 
would be to swell costs in the first year and to reduce them in the 
later years and in their opinion, instead of allowing this initial 
depreciation to enter into production costs, it should be specifically 
provided that the normal rates on the basis of the expected life of 
the plant etc. should be the rates that should enter into production 
costs. However, as the Central Board of Revenue stated that they 
would not be embarrassed, the Board decided to agree to the sug- 
gestion of Tatas. The Railway Board's intention in agreeing to this 
concession was that as no profits would accrue to Telco duting the 
development period, the special depreciation allowed to industries 
under the Income Tax Law would not be effective until Telco 
reached profit earning stage and the Company could, therefore, get 
relief only if the special depreciation was taken as included in the 
cost of production. This has also been stated by the Financial 

-Commissioner, Railways, before the Public Accounts Committee ( w a  
139 of the 13th Report-Vol. I of PAC refers) and this was also the 
stand taken by the Ministry of Railways before the TarW Com- 
mission (Para 15.1 of Tariff Commission's Report refers). 

4. Railway Board's acceptance was conveyed to the Tatas on the 
27th September, 1945, with a copy of the draft letter which was to 
be exchanged between the Railway Board and Tatas drafted in con- 
sultation with the Government Solicitor, on the 15th of October, 
1945. Tatas agreed to the draft letter proposed by the Railway 
Board. The nonnal exchange of letters dJd not, however, take 
place till the main agreement was signed on the 20th of August, 
1947. On the 23rd September, 1947, Tatas requested the Railway 
Board for the issue of the letter incotporatfng the understanding 



reached in 1045 with reference to initial and double depreciation. 
Accordingly, on the 14th of November, 1947, the Railway Board 
h u e d  the relevant letter. 

Audit has reserved its comments on this Memorandum. 

I Is it a fact that under the above arrangements 90% of the cost 
of the factory hcur already been borne by Governnzent on 
account of excessive prices paid by Government in purchasing 
locomotives *om Telco? 

The position is illustrated in the statement enclosed. It shows 
that the total depreciation to end of 1957-58 calculated in terms of 
the Agreement on Loco Division assets is about 74% of its total 
capital cost, out of which the share borne by the Locos/boilers is 
about 47 per cent., of the capital cost the balance being attributable 
to non-loco jobs done in the loco Division It is expected that by the 
end of 1960-61 (when the present agreement with Telco expires) 
the corresponding figures will be 88% and 58% respectively. 

This has been seen by Audit. 



Stcuemew shomitq the Original Capital cost of loco Division at Telco, normal depreciation and 
S& dep1~14tum (cnrrrd, additional normal and deuelopment rebate) worked our at Inconre-Tax rates 
chatgtable ro cost and the amount of depreciation actually borne/expecred ro be b m e  by Loco/ Boilers delivered b~ 
MIS. Telm to md of thr Contract period. 

( R u p s  in laRht). 

Original Total depreciation (Normal Amount of depreciation 
Capital and special at Income-Tax (Normal and Special borne 

cost Rates Loco Division) by Loco/boilers delivered by 
(b Mls Telo) 

Division) 

Normal Special Total Normal Special Total 

I. (a) Chigird Capital a t  as on 777.44 
31-3-1957 as per Telco's Books . 

(b) Less Debenture Interest capi- 26-20 
taiised, not so far excluded by 
the Company. 75 1 -24 

(c)  Funher estimated additions 83-00 
pmposcd during 1957-58. 

TOTAL . 834'24 
(Iom) 



g o  further additions are anti- 
a p e d  during the rest of the 
contract period. 

I f .  Total deprt~iation charged to end 
of 1957-58 as per Tclco's Rmks  
to end of 1956-57 and estimmci for 
1957-58- 

111. Further Jcprcciation r. timatd 
for the years 1958-59 to 1..j60-61. 

IV. Total depreciation t o  end of the 
Contract period, i.e. upto 1960-61 

V. Fstimated saving by agrccing to 
Special depreciation. 

(a) Nonnai Depreciation . 
(b) Profit 

VI. Amount paid in cxccss on account 
ot' S p ~ m l  Dcprcclat~on. 



5. The extent to which the equipment ordered for locomotives and 
boilers are being utilised on non-loco works may be indicated. 

A statement is enclosed which shows percentage of machine- 
h o w  utilised for non-loco jobs done by Telco during the period' 
1948-49 to 1956-57. It will be observed that utilisation of equipment 
ordered for locos and boilers for non-loco jobs is reducing with 
increase in the tempo of Loco production. 

As regards setting up time referred to by Tariff Commission in 
para 13.2 of their report, it has always been included in production ' 

time except in a few cases in 1954-55 and 1955-56. This has also 
since been adjusted. 

The Audit has seen this memo and has observed as under:- 

"It should not be inferred from the statement as furnished by 
the Railway Board that the balance of percentage of total machine 
hours in loco-shops at Telco has been utilised for loco contracts only. 
The balance includes also idle time, the percentage of which is indi- 
cated below: - 

Year Machine hours. 

Ilris idle time has been charged entirely to loco boiler contracts, 
as a special concession granted by the Railway Board to t h e  
'Lompany ." 
A statement showing the percentage of total machine houra in Loctv 

Shops at Telco utilised for non-ko  contracts is given belour:- 

Year Machine hours 



Year Machine hours 

6. Two copies of the Report submitted by the Cost Accountant on 
this question of prices may be forwarded. 

Only one copy of the Cost Accountant Report was supplied to 
this Ministry by the Ministry of Comrnelce and Industry. How- 
ever, it is understood that the Lok Sabha Secretariat (Public 
Accounts Committee Branch) have already asked for copies of the 
report from the Ministry of Commerce and Industry who are con- 
sidering the request of the Lok Sabha Secretariat. 

This has been seen by Audit. 

7. The Tata Industries Ltd. has been appointed as agent of the 
Gennan firm of M I S .  Krauss MajJei for supplying components- 
to Telco, on which the Tata Industries Ltd. ate paid commission. 
Why did not Telco deal directly with the German $rm and avoid 
the payment of the commission which went to add to the cost 
of the Locomotives? What is the arrangement of commission 
received by the Tata Industries so far year by year? 

From the information gathered by this Ministry, it is understood 
that orders are not placed by Telco on M/s. Krauss Maffei through 
M/s. Tata Industries Private Ltd., but are placed by Telco direct 
and routed through the Telco Department in London. This is 
corppany's normal procedure for all orders placed in Europe for the 
Locomotives and Foundry Divisions. 

Neither Telco, nor M/s. Tata Industries Ltd. receive any rebate 
or commission from M/s. Krauss Maffei, whether directly or indi- 
rectly through Telco Department, London, on Telco's purchases of 
locomotive parts and components. Under Clause 10 of the Techni- 
cal Aid Agreement between Telco and M/s. Krauss MaBCei (an 
extract of which is enclosed) M/s. Krauss MaufFei should offer 
supplies of locomotive parts and components at  competitive interna- 
tional prices and on other principal terms and conditions, such as 

*The nrrcrnragr of 5.09 hay been worked rh - b ~ s  s of i h ~  clpscity  of the 
mchines for 1935-56 as th: rnftxmat~on rrgirdrng 1 1 1  potenrial capetits of thr 
mrhh1Wi during 1956-57 W A S  not avpllohle. 



deliveries etc., which are as favourable as those offered by other 
responsible manufacturers. In fact, Telco placed orders on other 
.suppliers where Mls. Krauss Maffei's prices were not competitive. 

This has been seen by Audit. 

(Enclosure to Q. No. 7) 
;Extract of Agreement made on 24-7-1950 between Tata Locomotive 

and Engineering Company Ltd., and Krauss-Maffei. 

Purchase of Locomotive units and parts 

10. KM shall aid and assist Telco to establish at the Telco Works 
-as rapidly as possible the manufacture of all locomotive and locomo- 
tive boiler parts and components so that the number of such P R ~ ~ S  
and components required to be imported shall be progressively 
reduced to a minimum. Telco will purchase from KM at prices to 
be negotiated, all locomotive units and parts which it finds necessary 
to import into India. provided that KM is able to offer supplies at 
competitive international prices and on other principal terms and 
conditions, such as deliveries, which are as favourable as those 
offered by other responsible manufacturers. So long as the condi- 
tions are satisfied by KM, Telco will not place orders with any other 
party outside India for delivery of any units or parts and components 
of locomotives and locomotive boilers, unless propric tmy i terns arc 
specified in the particular loco or boiler specification. In such 
.cases, Telco will inform KM before orders are placed elsewhere fnr 
these proprietary items. 

For the purposes of this clsuse the comparison of international 
:prices will be made on the basis of the landed du!y paid cost Jn, 
.India of the different tenders. 



APPENDIX Xn 
(Reference Para. 68 of the &port) 

MINlSTFtY OF RAILWAYS 

(RAILWAY BOARD) 

Sw:-Recornmendcrthns No. 13 and 14 in the 17th R e p d  of the 
Public Accounts Committee 

(Paragraph 14 of the Audit Eeport 1955--Central Railway-Parehaso 
of Barsi Light Rly. on 1st January, 1954). 

For an adequate appreciation of this case, it is necessary to keep 
in view all the relevant terms of the contract with the Barsi Light 
Railway Company bearing directly or indirectly on the purchase 
price and the deductions therefrom on acquisition of the M w a y  by 
Government. These clauses are reproduced below: 

"26. The Company shall, at all times, maintain and keep in 
good condition and repair, to the satisfaction of the 

I hre tary  of State, the permanent-way and all works, 
rolling stock and appliances appertaining to the said 
railway, in such manner as will, to the satisfaction of 
the Government Engineer in executive charge of the 
road, avoid all risk of danger or annoyance to the 
ordinary road M c .  

27. The Company shall adopt and apply all such improvements 
in the said railway and in the rolling stock and appli- 
ances thereon as the Secretary of State may from time 
to time consider necessary or desirable for the safety or 
convenience of the Public. 

I 28. The Company shall, without delay, proceed to carry out all 
improvements, repairs and alterations which, in the 
opinion of the Government Inspector, mag be necessary 
or desirable to comply with the requirements of the Act, 
or to maintain the said Railway and the rolling stack, 
works and appliances connected therewith upto a proper 
m d a r d  of emciency, upon receiving notice to that 
c¶?ect from or on behalf of the Secretary of State at their 



office in the Bombay Presidency, and shall in like manner 
and upon receipt of the like notice carry out all repah 
which, in the opinion of the Government Engineer in 
executive charge of the provincial road, shall be necessary 
to maintain the eame in a proper state for the safety 
and convenience of the public. 

If at the termination of this contract any repairs, alterations 
or improvements shall be necessary or desirable to satisfy 
any or either of the above requirements, the cost of such 
repairs, alterations, or improvements shall be certified 
by the said Government Inspector or the said Govern- 
ment Engineer, as the case may be, and the Secretary 
of State shall be at liberty to deduct any sums so certi- 
fied which shall not be chargeable to capital under clause 
34 of this contract, from any moneys payable to the 
Company under the purchase clause of this contract. 

43. In the event of the determination of the Contract by such 
purchase as aforesaid, the Secretary of State shall, with- 
in four calendar months from the termination of the 
Contract, pay over to the Company in England in sterl- 
ing a sum equal to the total amount of the capital ex- 
penditure in sterling incurred by the Company with the 
sanction of the Secretary of State on the undertaking, 
capital expenditure in rupees being converted into stwl- 
ing for this purpose in accordance with the arrange- 
ments from time to time mutually agreed upon, but sub- 
ject to the deduction of such sums (if any) as may be 
due from the Company in respect of depreciation or de- 
fective maintenance under clause 28.. . . . . . . . .. n 

3. Under clause 43, therefore, the purchase price was to be only 
the capital outlay of the Company and deductions therefrom were 
permitted of "such sums (if any), as may be due from the Company 
fn respect of depreciation or defective maintenance under clause 28". 
The opinion of the Ministry of Law consistently has been that, since 
the conjunction between the words "depreciation" and "defective 
maintenance" in clause 43 is "or", and not "and", the word "de- 
preciation" in clause 43 means the same thing as "repairs, alterations 
and improvements" referred to in clau& 28. This view which had 
been expressed by the Ministry of Law on two occasions prior to 1st 
Jmua~y, 1954, was confirmed by that Ministry again in April, 19S4 
in the following terms; "To avoid any argument turning on these 
two wonis, eiausd 43 bas advisedly (though at the cost of some 
appprent vagueness) said depreciation or defective maintenance under 
Clause 28. Therefare, we can deduct all sums due under clause 28, 



bat none which is not due under it." It is thus clear, that there 
c d d  be no claim for deduction from the purchase price unless the 
omission to remedy depreciation had resulted in defective main- 
tenance. 

3. The P.A.C. in paras 39-40 of their 17th Report, have referred to 
the purchase of the Barsi Light Railway as "a business deal" quite 
apart from legal and technical aspects. Even from the purely com- 
mercial standpoint, of value received for money paid, it is clear that 
the Government gained from the fact that the purchase price, under 
clause 43, was limited to the capital expenditure incurred during a 
time when prices were very much lower-about half the railway line 
having been constructed before World V.'ar I and the remaining at  
the price levels obtaining in 1927-28 and 1928-29. With this ceiling 
t o  the purchase price, m y  deduction therefrom beyond what is ex- 
pressly permitted by the contractual provision as explained in the 
foregoing paragraphs, could not have been enforced. Consequently 
there could have been no claim for depreciation based merely on the 
life of the assets, unless such depreciation had resulted in maintenance 
falling below the "proper standard of efficii?ncy". The only question, 
therefore, is whether any factual evidence on the condition of the 
assets had come to notice prior to 1st January, 1954 which could have 
been the occasion for preferring a notice on the Company to serve 
as basis for a claim later. This is examined in the succeeding para- 
graph. 

4. Before taking a decision to purchase the Railway, a special 
technicalcum-financial examination of the Railway had been made 
in 1952 by the Central Railway Administration who, in reporting the 
results, stated categorically as under in regard to the condition of the 
assets of the Barsi Light Railway:- 

"The age of rails on the different lengths varies from 54 years 
to 23 years. The surface of the rail has become wo* 
hardened and no extensive renewal is necessary in the 
next 20 years. 

The two B.S. class locos. are 47 years old. Of the 13 F class 
locos., 10 are 22 years to 26 years old and 3 are only 2 
years old. Of the 9 G class locos., 7 are approximately 23 
years old and 2 are 13 years old. All locomotives are Ln 
good state of repairs and efilciently maintained. 
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The entire coaching stock is electrified and 33, coaches AtW 

with dynamos. Of the goods stock, all the covead 
wagons are also fitted with electric lights. 

The Railway has 120 coaching vehicles all of which are over 
20 years old and some as much as 55 years old. There are 
292 goods vehicles varying in age from 25 to 55 years. In 
spite of the age the stock is in good condition. All 
coaching and goods vehicles are in a good state of p- 
pair. 1 

On a condition basis, no heavy renewals of rolling stock will 
be necessary in the immediate future. 

The existing machines are old but in good condition and are 
able to meet present day requirements. They would, 
howeyer, require replacement on a programme basis over 
a long period. I 

The points and crossings are in good order and no large scale 
renewals will be rquired in the next 20 years. 

The stations, track, bridges, quarters, workshops and other 
assets in the charge of the Engineering Department have 
been well maintained and are adequate for 
the traPEic offering; no undue expenditure is anticipated 
within the next few years in bringing them up to the 
Indian Government Railway standards." 

The only doubtful remarks in this 1952 Report, if at all, were the 
followingc ! 

'The original steel through sleepers have started cracking a t  
the lugs; attempts at welding the cracks were unsuccess- 
ful and up to date 12-12 miles have been replaced with 
wooden sleepers. For 1950-51 1048 wooden sleepers were 
renewed in 1951-52, 18m steel sleepers were replaced by 
wood and 759 wooden sleepers were renewed. In 1M2, 
it is proposed to replace 20,000 steel sleepem by wood, 
The Company propose to continue replacing about 10 
miles of steel sleepem by wood, each year. This rate of 
renewal hi adequate, and will have to be continued unUI 
rrll the steel slecpens are out of the mad" 



h the face of such a generally satisfactory report on the condition 
of the Wway's  assets, item (iv) of the claims mentioned in the 
Audit Pam. and in para 35 of the PAC's 17th Report-(viz., Rs. 16.47 
lukha for renewal of assets which had outlived their normal life) 
would not have been sustainable, apart from the fact that renewals, 
wen on Government Railways are only on the basis of the actual 
condition of the assets and not on the basis of their age, and that the 
lower speeds and lighter traflic on the narrow gauge railways tend, 
by and large, to lengthen the life of the assets beyond those obtainable 
on the wider gauges. A further inspection of the Barsi Light Rail- 
way's assets, which was ordered by the Central Railway Adminis- 
tration in June 1953, also confkmed the good working condition of 
the rolling-stock, machine, tools, plant and other equipment of the 
mechanical department as well as signal stores and equipment and 
buildings and civil engineering tools, plant and machinery. In Re- 
commendation No. 13 of the P.A.C. though mention is made of the in- 
spection carried out in 1952 which had "disclosed that a large number 
of the Company's assets e.g., plants, machinery, rolling stock and 
permanent way and other structures had long passed their normal 
lives," the criticism appears to be chiefly of the condition of the 
steel trough sleepers; reference has been made to the fact that atten- 
tion to the replacement of these by wooden sleepers was invited in 
the "special inspection of the condition of the assets of the Barsi Light 
Railway conducted in November 1953." The allusion evidently is to 
the results of the inspection already referred to, which had been 
ordered in June 1953, and as a result of which the District Engineer, 
Central Railway, Poona reported as under in November, 1953:- 

''The permanent way is being maintained in good working 
order and as regards replacement of cracked trough 
sleepers with wood sleepers, the Executive Engineer, 
Barsi Light Railway, stated that supplies are on the way 
and, if received, would be put in the road even now. 
Permanent way is being maintained in good order." 

In spite of the reference to cracked trough sleepers, the above 
report reiterated the remarks about permanent way-which term 
includes sleepers as well as rails being maintained in good working 
order. The inspections of the Government Inspector of Railways for 
the successive years ending 31st March, 1952 and 31st March, 1953 
'a, while they contain a mrntion of the p r o m  to q ~ s e  20,000 
trough sleepers by wooden sleepers, had not brought to Wht any 
dcilciemdaa in respect of slcsepers nor had he quaMed in any way 
hi8 ~ o w l ~ t u r e 8  for these years in regard to the lpod working 



condition of the assets of the Railway. In view of such unqualibi 
cwrtdflcates by Inspecting Officers, which were recorded, aotwith- 
Pltanding the fact that they were aware that certain steel trough 
sleepers had started cracking at the lugs and that the comgany Srad 
prepared a programme for replacing these sleepers with wooden 
sleepers, the Ministry of Railways consider that there was no ground, 
on facts, for serving any notice for repairing deficiencies in maintea- 
ance, on which a claim for deduction from the purchase price could 
have been subsequently based. Even if a claim had been made,* 
in fact one was made later in respect of certain lengths of rails and 
sleepers,-it could not have been sustained in the face of repeated 
unqualified certificates of maintenance in good working order as r e  
ferred to. The claim particularly in respect of rails, which figures 
as item (iii) of the claims mentioned in the Audit Para. and in para 
25 of P.A.C's. 17th Report (vir., Rs. 14.27 lakhs) in any case was com- 
pletely insupportable considering that the report of the Central 
Railway special inspection in 1952 had indicated categorically that 
no extensive renewal of rails-the age of which varied from 54 years 
to 23 years-would be necessary "in the next 20 years". There was 
also no reference to rails either in successive reports or the Govern- 
ment Inspector of Railways or in the Central Railway's Report of 
November 1953. Even the Company's own survey of the condition 
of track in 1950 on which the company drew u p  its five year pro- 
gramme of sleeper renewals had indicated that no thorough replace 
ment of rails was necessary for several years. It is significant that 
the Company in their letter of 17th June, 1954 (extract enclosed, 
Annexure A )  while refuting the claim for deductions from the pur- 
chase price on account of deferred sleeper and rail renewals based 
their stand solely on the condition of the sleepers and rails and did 
not take shelter on any merely technical ground that the Ministry 
of Railways had not preferred a notice in time i.e. 1st January, 1854. 
This issue (i.e. that the notice had not been sent in time) was raised 
by them only much later (December 1954). The fact that the Minis- 
try of Railways had not realised, until April 1954, that they could 
sw, motu, and independently of the Government Inspector on the 
one hand and the Government Engineer, on the other issue notice to 
the Company did not therefore, make any difference in the circum- 
Jtanfxs.. I 

5. ThLB leaves lhe two items connected wfth sleepers (viz. Rs. 9.01 
lakhs) to which a specific and detailed reference has ban made in. 
Reunnm~~~dntion No. 13 of the PAC. Tbe foIlowing statement 
s b w s  the pasftian of the tene~~d of sleqnnr on the Bami Light 
milway sectbzu io question. 



Scattered Programmed 
sleeper sle~per 

renewals renewals 
v- 

It will be observed that no re-sleeping was done after the pur- 
chase of the line upto the end of March, 1955 and apparently this was 
not found necessary. The ex-Barsi Light Railway had renewed as 
many as 37,260 sleepers between 1955-56 found it necessary to renew 
only 10,345 sleepers (on a programme basis). Enquiries have also 
confirmed that thew is no record of any speed restrictions, imposed 
after 31st December, 1953 on account of defective track, nor have 
any accidents occurred since 1st January, 1954 on account of any such 
defects. 

Even though there is nothing on record to indicate that the then 
Chief Engineer Central Railway who also went on the special in- 
spection party in December 1953 explained the position to Govern- 
ment Inspector of Railways in detail, nor are there any records to 
show the stoppages of the inspection special at  specified mileages 
for detailed inspection of the track: but it is unlikely that the position 
was not discussed at the time of the inspection.- The then Chief En- 
gineer retired and left the country early in 1954, but the remarks of 
the then Dy. Chief Engineer concerned of the Central Railway, who 
also accompanied thc Inspection Party are reproduced below:- 

"I was not aware of the report submitted by the Executive 
Engineer, Kurdwadi of the Barsi Light Railway Com- 
pany drawn up in 1950, which was not then available 
on the Railway records. I was, however, aware of the 

. fact that a programme of sleeper renewals had been 
drawn up and was being implemented. This fact was 
also known to the Government Inspector of Railways 
as may be seen from item 7(c) of his detailed Inspection 
Report for the year ending 31st December, 1953. The 
rwdflcate dated 31st December, 1953 signed by the re- 
presentatives of the Barsi Light Railway Co. and counter- 
signed by the Chief Engineer, Central Railway and the 
Government Inspector of Railways stated that the 
whole of the permanent way had been maintained 



in good working condition and repair. The fnspsction 
Party's conclusion therefore, was that though the pro- 
gramme of sleeper renewals was not worked up to in hill, 
consistent with the certificate of good repair which was 
iss~led at  the end of the Inspection." 

The above facts which have been brought out as a result of the 
apecial enquiry which has been made in compliance with Recom- 
mendation No. 13 of the P.AC., indicate clearly that it was not 
considered that the conditions of sleepers had reached a stage at which 
maintenance could have been legitimately described as falling short 
of the "proper standard of efficiency" and that, on the other hand, 
it was contended that, even though the programme of sleeper ~e 
newals had not been worked up to in full, it had progressed to an 
extent consistent with the certificate of good repair. 

6. Coming now to Recommendation No. 14 of the 17th Report of 
the P.A.C. to the effect that the Central Railway Administration did 
not make the real purpose of the special inspection of the Bami 
Light Railway in December 1953, clear to the Government Inspector 
of Railways, it is submitted that it is inconceivable that the Govern- 
ment Inspector of Railways could have failed to understand that there 
was a special purpose in the out-of-course inspection ordered in 
December 1953 (unconnected with the normal annual inspection 
made in March, every year) or that he could not have appreciated 
the sipniflcance of the extract from Railway Board's letter which had 
been given to him by the Central Railway (extract reproduced below) 
and particularly of its caption (underlined) : 

"II. Deduction on account of defective maintenance and depre- 
cicdion. 

The Railway Board agree to your proposal regarding a special 
inspection of the B.L. Railway by the Government In- 
spector of Railways in the latter part of December, 1953. 
N e a s a q  arrangements should be made irnmediatslg 
for the same. G.I.R. should be accompanied by Wef 
Engineer and Deputy Chief Engineer of yaur Railway. 

As regards the question whether any deduction is required to 
be! made in respect of "depredationw as distinct from 
"defective maintenance" as occurring in clnuse 43 of the 
ptfndpal contract, the matter is receiving attentian and 
the find decision will be eammunicrrted to you im duct 
COIU~~." I 



Tba Deputy Chief Engineer who accompanied the Inspection party 
of the Government Inspector of Railways in December, 1953 later 
rtated ia this connection aa under:- I 

"I would state that at the Conference held in Board's ofltice in 
April 1W, at which FA & CAO, CME and I were 
present, the Government Inspector of Railways was 
specifically asked whether he. was still of the opinion that 
the permanent way assets were maintained up to an 
adquate  standard of repair. He stated that he stood 
by his report and that the track of the Barsi Light 
Railway Company was maintained in satisfactory order. 
This stand by the Government Inspector of Railways was 
also maintained when he signed the certificate of 
amounts payable by the Barsi Light Railway Company 
towards the end of April 1954, when he stated. that he 
could only certify the reasonableness of the cost as work- 
ed out by the Railway Ofacers and he could not take 
any responsibility for the admissibility or otherwise of 
the recoveries claimed." 

It is signiAcant that as late as April 1954, when the Government 
Inspector of Railways attended a meeting in Railway Board's oBce 
(Copy of the Minutes enclosed as Annexwe 'B') he made no sug- 
gestion that the inspection he had carried out in December 1953, was 
only a routine and general inspection, and considering that the meet- 
ing discussed mainly what deductions could be enforced for defective 
maintenance, it is reasonable to expect that he would have dissociated 
himself from such discussions or at least made it clear that without 
a further inspection he could not indicate what should be the deduc- 
tions. His countersignature of the certificate to the effect that the 
assets were maintained in good working order was recorded without 
any qualification, and the existence of a sentence in his detailed in- 
spection report which read "It was intended to re-sleeper 10 miles 
of sleepers during 1952-53, but on account of the difllculty of getting 
the sleepers in time, this could not be done" was not only not a 
qualification of certificate but could even be considered as evidence 
that the certificate of good working order was given with full know- 
ledge of, and in spite of the existence of, a programme of sleeper 
renewals during 195233 but also in spite of its now having been 
carried out, 

Incidentally, it may also be mentioned that the or imal  estimate 
of Rs. 4.99 lakhs of cost of re-sleepering to be complekd by 31st 
December 1953, end 4.02 lakhs after that date seems to have been on 
the high side based as it was on the Company's prevfous costs-At the 
awt of sleepem now supplied to the Central Railway, adjusted to the 



then prevailing prices, the cost of the re-sleepering ~~~~e aiot 
. c~1pp1eted by the Barsi Light Railway items (i) and (ii) of the claims 

under reference--works out to oniy about Rs. lakhs. 
Summing up, the view of the Ministry of Railways is- 

(i) That in view of the substantial advantage gained by the 
Government, under the contract, of having to pay as 
purchase price only the actual capital expended, no con- 
siderations extraneous to the terms of the contract 
could have been imported into the case when it came to 
making deductions from the purchase price; 

(ii) That legal opinion on the meaning of the provisions of the 
contract has been consistent in denying to Government 
any right to make deductions for any depreciation of 
assets unless it has resulted in the assets falling below 
the "proper standard of efficiency". 

fiii) That a11 the evidence of all the &ports of the Inspecting 
Officers-both the Government Inspector and the Officers 
of the Central Railway, who inspected Barsi Light Rail- 
way on four distinct occasions before its purchase, s u p  
ports the view that the assets were maintained in good 
working order for the purpose of the contract provisions, 
as witnessed by the certificates recorded by the officers 
without attaching any qualification to them or detracting 
from them. Even if the inspection by the Government 
Inspector of Railways in December, 1953, is discounted, 
it will be seen that care was taken to arrange a specid 
inspection much earlier. I t  is difficult to hold that either 
the Railway Board or the Central Railway could, wen  as 
a measure of prudence or caution, have issued e notice 
in the face of the recorded results of these inspections. 

(iv) That, in view of this evidence of the state of assets, it 
would not be correct to presume, merely from the fact 
that a programme of track renewal had been made out 
by the Company, that the state of the assets at  the time 
they were taken over could have been the occasion (err 
have sustained) any notice for setting right defective 
maintenance on which a claim for deductions under 
clause 28 could have been founded. 

This has been seen by Audit. ' I 

Nrw lhwx; ! 
The 14th August, l957. 

LWecior, Finance Expenditure, 
R u i l ~ ~  Bwrd 



ANWEXURE 'A' 
Extract of letter No. nil dated 17th June, 1954 from Sir Percivat 
Grifiths, C.I .E.  of the Barsi Light Railway Company, 39 Lombard 
Street, London E.C. 3 to Shri N. C. Deb, Director, Finance, Rail- 

wuy Board, N e w  Delhi. 
* * * * * 

You suggested that I might put down very briefly our main 
attitude with regard to the deductions which it was suggested should 
be made from the purchase price. Those deductions, you will re- 
member, fell into four categories- 

( i )  Deferred sleepering. 
(ii) Rail renewals. 
(iii) Writing off of three locomotives. 
(iv) Abandoned assets. 

As regards the re-sleepering, our view is that the sleepers are 
in fact in good condition, with many years of life in them, and that 
this is borne out by the fact that neither in his Take Over Inspection, 
nor on any previous occasion, had the Government Inspector any 
adverse comments to make on them. It is true that in his Taking 
Over Report he referred to the deferment of a portion of a previous- 
prepared re-sleepering programme. There was, however, no obli- 
gation on the Company ever to have such a programme, and if w e  
had not had such a programme the question would never have been 
raised in  view of the satisfactory condition of the sleepers. In fact the 
programme was undertaken purely as an administrative measure t o  
guard against the possibility of an accumulation of renewals at a 
later date which wouId have resulted in an undue strain on our  
resources. I feel sure that, in the absence of any adverse comments 
from the Government Inspector for the handing over of this Railway, 
you will accept this view. 

ANNEXURE 'B' 

Minritrs of cr rrtr*etiti,q irfld i n  the O ~ ~ C F  room of the Financial Com- 
missiotrer, Rnihwys, on 14111 April ,  1954 in ronnertion wi th  the 

purchase of the Barsi Light Railway 
(Copy circulated under Shri D. Sandilya, Joint Director, Railway 

Board's D.O. No. F(X)T-51-PR/3 of 17th April, 1954) 

1. Shri P, C. Bhattacharyya, Financial Commissioner, Railwaps, 
2. Shri H. R. Krishnan, I.C.S. Joint Secretary, Ministry of 

Law. I 



3. S M  R C. Khanna, Director, Railway Audit. 
4 Shri R C. Sood, Government Inspector of Railways. 
5. Shri K. Krishna Rau, F.A. & C.A.O., Central Railway. 
6. Shri J. W. E. Gurr, Chief Mechanical Engineer, Central 

Railway. ! 
7. Shri K. L. Ghei, Ofacer on Special Duty (Finance), Railway 

Board. I 
8. Shri D. D. Basu, Deputy Secretary, Ministry of Law. 
9. Shri R W. Wilson, Dy. Chief Engineer, Central Railway. 

10. Shri D. Sandilya, Joint Director, Finance, Railway Board. 

At the outset, F.C. Railways explained the object of the meeting 
and the need for coming to early decisions in view of the fact, that, 
under the contract, payments to the company had to be made by the 
30th April. He stated that the issues were:- 

(a) whether a claim for "depreciation" could be sustained; and 
(b) whether deductions on account of the non-renewal of over- 

aged assets could be made within the meaning of the 
phrase "defective maintenance". 

The above points and other related issues were then discussed in 
detail with particular reference to (a) Clauses 28 and 43 of the 
contract, and (b) the certificates (i) the general certificate regarding 
the assets being in good working order signed by the B.L. Railway 
Administration and the Central Railway Adrninistra tion and counter- 
signed by the Government Inspector of Railways and (ii) the detailed 
Inspection Report issued by the Government Inspector of Railways 
on the basis of his special Inspection on the 29th and 30th December, 
1953. I 

As regards "depreciation", the note prepared by Directar of Rail- 
way Audit outlining the development of the concept of depreciation 
and the provision for the installation of Renewals Reserve Funds 
in the various contracts with railway companies entered into by Gov- 
-nt in the same pexiod as that of the B.L. Railway contract was 
gone into. The Wector of Railway Audit was of the view that the 
word "depreciatianW in clause 43 had dgnifkance apart from being 
an equivalent of the expression udefective mairrtenance". Shri 
KFishnan stated that the interpretation of clause 43 would have to 
tre ddmmined by the legal canetruction of the clause and other n 
hted clauses cd the same contract rather than with reference 60 



other contracts. The word "depreciation" had not been mentioned 
in other clauses. There was discussion about whether what the 
practice was in connection with depreciation on Government Rail- 
ways could be regarded as a guide. Here the Government Inspector 
of Railways and the Central Railway's representatives stressed the 
point that renewals of assets was usually done on a condition basis. 
In the light of the material supplied by the D.R.A. in his note, the. 
Ministry of Law's representative agreed to re-examine the precise 
meaning of the phrase "depreciation" in clause 43. A copy of the 
D.R.A's note was to be supplied to them. 

As regards "defective maintenance", the position was that the 
Government Inspector of Railways (and the Central Railway Admin- 
istration) had certified the "good working order" of the assets. In 
the detailed Report, the Government Inspector of Railways had 
mentioned two items: (i) a shortfall in the programmed renewal of 
sleepers and (ii) non-execution of P.O.H. repairs of certain units of 
rolling stock. The question was whether the cost of these works, 
which were not executed, could be deducted from the purchase 
price. At this stage, the p i n t  arose whether Government on their 
own could also initiate action now and request the authority desig- 
nated in Clause 28 to certify the cost of renewals which were due, 
The construction of clause 28 was examined and it was considered 
that the advice of the Law Ministry should be obtained as to whe- 
ther the portion of the clause "to maintain the said Railway and the 
rolling stock, works and appliances connected therewith up to a 
proper standard of efficiency" authorised Government to state with- 
out reference to the Government Inspector of Railways what the pro- 
per standard of efficiency should be and to what extent deficiencies 
fn these could be deducted from the purchase price having regard 
to the existence of several overaged assets. The point for examin- 
ation, therefore, was whether the first part of the f i s t  sub-para. re- 
ferred only to the Government Inspector's directions under the Indian 
Railways Act and whether for maintaining the proper standard of 
efRciency Government could issue directions independently and get 
the costs certified by the Government Inspector. The representative 
of the Ministry of Law stated that they would examine this questioh 



APPENDIX Xm 
(Reference Para 66 of the Report) 

NO. INS. 1-N(51)/56 
GOVERNMENT OF INDIA 

MINISTRY ' OF TRANSPORT AND COM-MUNiCkTIONS 
mEPARTMENTS OF COMMUNICATIONS & CIVIL AVIATION) 

(RAILWAY INSPECTORATE) 
Duted New Delhi, the 5th July 1957 

Sm.mm:-Para 15 of the 17th Report of the Public Accounts C m -  
mittee-Purchase of Barsi Light Railway. 

The undersigned is directed to invite a reference to the Lok Sabha 
Secretariat Office Memorandum No. 169-PACJ57 dated 21st June, 
1957 and to this Ministry's interim reply No. INS. 1-N(51)/56 dated 
the 25th June, 1957. A memorandum on the subject is enclosed for 
the information of the Public Accounts Committee (with 40 spare 
copies). 

2. A copy of this Memorandum was forwarded to the Comptroller 
and Auditor General and his comments are as follows:- 

"Note containing comments on the Memorandum. 

Para 5. 
An extract of Railway Board's letter of the 8th December, 1953, 

with a fully indicative caption "deductions on account of defective 
maintenance and depreciation'hwas furnished to the Government 
Impector of Railways by the Central Railway on the 12th Decem- 
ber, 1953. If the implications underlying the deductions on account 
of defective maintenance and depreciation were not clear to the 
Government Inspector. he should have called from the Central Rail- 
way Administration any elucidation necessary in the matter as idso 
copies of the relevant clauses of the contract pertinent to the deduc- 
tions on the above account. An experienced administrative ofRcer 
of hb rank needed no specific instructions from the Railway Admin- 
istration to understand his duties and responsibilities in regard to 
the object underlying the inspection. If he had no clear wnctpaon 



of the purpose of the Inspection, there was nothing to prevent him 
from seeking 4he same also from the Chief Engineer, Central Rail- 
way who accompanied him on this inspection." 

3. In view of the position explained in paragraphs 3(g), 4, 5 and 6 
of the Memorandum, no useful purpose would have been served if 
the Government Inspector of Railways had made a reference to the 
Ministry of Railways or the Central Railway Administration for a 
clarification since the Railway Ministry had not, at that time, obtain- 
ed an authoritative legal interpretation on the question of applica- 
bility of the clause of the Contract for the purpose of making deduc- 
tion from the purchase price. This Ministry, therefore, considers that 
no change in the views already expressed in this Ministry's Memo- 
randum is called for in the light of the above comments by the 
Comptroller and Auditor General. 

Joint Secretary to the Government of India. 

MEMORANDUM 

SUFUECT:-Paragraph 15 of the Public Accounts Committee Report, 
(Vol. I) Ministry of Communications, 1955.-Purchase of Barsi 
Light Railway. 

Paragraph 43 of the Public Accounts Committee's Seventeenth 
Report, leads to recommendation No. 15 which states as follows:- 

"The fact that the Railway was to be purchased by Govern- 
ment was within the Government Inspector's knowledge 
and he should have been more careful in countersigning 
the certificate of the Engineers of the Barsi Light Rail- 
way that the assets of that Railway were maintained 
in good working condition and repairs during the period 
ending 31st December, 1953, without any qualiftcation. 
The Committee place on record their displeasure at the 
perfunctory manner in which the Government Inspector 
signed the certificate without realising for a moment the .  
implications thereof. The Committee are distressed 
over the manner in which this case has been handled and 
would suggest that a thorough investigation should be 
made into this case and responsibility fixed for the vari- 
ous lapses on the part of the persons concerned which 
led to the purchase of the Railway at a higher cost." 

2. In compliance with the aforesaid recommendation of the Public 
Accounthl Committee, the Ministry of Communications carried 
out pn investigation into the part played by the Government Inspec- 

of Railways, Bombay Zone, and have given very serious 



110 
d e r a t i o n  to all the aspects of the case. In doing so, the Minish.g 
have also taken into account the normal inspection report of the year 
1953 as well as the types of inspection reports and maintenance cer- 
tificates which are given by the Inspectors of Railways in the course 
of the discharge of their functions. One of the duties of a Govent- 
ment Inspector as laid down in Section 4(2) of the Indian Railways 
Act 1890, is to make such periodical or other inspections of any rail- 
way or of any rolling stock used thereon as the Central Government 
may direct. 

3. At the outset it would be convenient if the part played by the 
Government Inspector of Railways in respect of purchase of the 
Barsi Light Railway is summarised in a chronological order- 

(a) the Government Inspector of Railways carried out the 
normal annual inspection of this Railway in March 1953 
and made no mention of the arrears in re-sleepering pro- 
gramme though he recorded that he understood that the 
Railway was going to be taken over by the Government 
of India on 1st January, 1954; 

(b) on the 10th December 1953 the General Manager, Central 
Railways, wrote to G&ernment Inspector of Railways 
that "the Government of India are purchasing the Barsi 
Light Railway with effect from 1st January, 1954. The 
Ministry of Railways, Railway Board, have requested 
that a special inspection of the Barsi Light Railway in 
the later part of December 1953 should be arranged. The 
Railway Board have also directed that the Chief 
Engineer and the Deputy Chief Engineer of this Railway 
should accompany you for this purpose. A copy of Lhe 
certificate issued by you on your inspection of Bard 
Light Railway line on the 17th and 18th March 1953 is 

$9. enclosed for ready reference. . . . . . , 
(c) the very next day, i.e., 11th December, 1953, the Govern- 

ment Inspector of Railways wrote to the General 
Manager, Central Railway, asking for a copy of the 
Railway Board's letter referred to in the General 
Manager's letter dated 10th December, 1953; 

(d) or, the next day, i.e., 12th December, 1053, an extract from 
and not the whole of the W w a y  Board's letter dated 
8th December, 1953, relevant to the questfun af 
tion, was forwarded to the Go~nuncnt lnrpector of 



Railways. This extract consisted of only one sub-para- 
graph which was as follows:- 

"Deduction on account of defective maintenance and depre- 
ciation: The Railway Board agree to your proposal 
regarding a special inspection of the Barsi Light Rail- 
way by the Government Inspector of Railways in the 
later part of December, 1953. Necessary arrangements 
should be made immediately for the same. Govern- 
ment Inspector of Hailways should he accompanied by 
Chief Engineer and D e ~ v t y  Chief Engineer of your 
Railway". 

(e) in accordance with the Railway Board's desire to have the 
special inspection conducted "in the latter par? of 
December 1953" the Government Inspector of Railways 
aarried out the inspection and countersigned the main- 
tenance certificate on 7th January, 1954. In this, the 
certificates of the Agent, Executive Engineer and Loco 
Officer of the Bpcsi Light Railway d ~ t e d  31st December, 
1953, that all the assets of the Railway have been main- 
tained in goad working condition and repair during the 
period ending 31st December, 1953, were countersigned 
by the Government Inspector of U l w a y s  on 7th Janu- 
ary, 1954; 

( f )  within 4 days, i.e., on 11th January, 1954, Government 
Inspector of Railways prepared a detailed report cf his 
inspection in which he mentioned the arrears of re- 
sleepering programme which formed subject matter of 
the consideration of the Public Accounts Committee; and 

( g )  on 14th April, 1954, there was a meeting in the room of 
the Financial Commissioner, RPilways, when for the 
fimt time, the Government Inspector of Railways was 
brought in for a discussion whether a claim for depre- 
ciation could be sustained and whether deductions on 
account of the non-renewal of the over-aged a-ssets d d  
be made within the meaning of the phrase "defective 
mainttrnance". It was on this occasion that the Govern- 
ment Inspector of Railways was made acquainted with 
clawes 28 and 43 of the contract between the Bard 
Light Railway and the former Secretary of State and i t  
was also observed that the matter required further era- 
mination by and advice of the Ministry of Law. In this 



meeting, the Govenunent Inspector of Railways stressed 
the point that the renewal of assets was usually done 
on a condition basis. In other words, while the Ministry 
of Railway were not clear in their mind regarding the 
applicability of the clauses referred to above for the 
purpose of making deduction from the purchase price 
the exact import of the Government Inspector of Rail- 
ways' maintenance certificate and the detailed report 
were known to the Railway Ministry. 

4. The Ministry of Communications have gone carefully into the 
nature of the maintenance certificates and the annual inspection 
reports submitted by the Government Inspector of Railways and it 
has been found from precedents that the practice is to give certifi- 
cates of maintenance on a condition basis which has no particular 
relation to the age of the assets. The maintenance certificate of the 
Government Inspector of Railways only stated that the assets of the 
Railway had been maintained in good working condition and repair. 
It has to be borne in mind in t b  connection that the previous report 
of March 1953 also was an unqualified report without the mention of 
any arrears of re-sleepering programme. It appears that the arrears 
of relaying and re-sleepering programme and in the renewal of 
rolling stock have existed on all Indian railways during the last 
several years and will probably continue to exist for several years 
more. Further, if this condition regarding arrears in re-sleepering 
programme were to stand in the way of countersigning any such cer- 
tificate given by the heads of departments of Indian railways, no 
Govenunent Inspector, it has been asserted, would be able to cow- 
tersign any maintenanm certificate of any railway. A Government 
Inspector of Railways does usually give an overall clean certificate 
even when it is within his knowledge that arrears in re-sleepwing 
exist provided that he is satisfied that such arrears do not involve 
risks in the working of the railway according to the normal stan- 
dards. In this particular case, the Government Inspector of Rail- 
ways did not impose any speed limitations or qualify the certificate 

any way. It can, therefore, be concluded that so f a r  as the main- 
tenance certificate goes, the G o v h e n t  Lnspcor of Rallways did 
not err on the side of any particular leniency. Nor could he be con- 
Pidered to have performed his function in a perfunctory manner 
because his detailed report was signed within four-daye of the 
countersignature of the maintenance certfAcate. If fhe Railway had 
given him a little longer notice for the special inspection, it would 
#y have been possible for them to get both the certificate grid 
the detailed report at  the same time and auflkimtly in advance of 
the date of taking wer of the Railway, i.e., l n t  Jan-, 19% k 



against this date, it would be observed, in this connection, that the 
maintenance certificate was countersigned by the Government 
Inspector of Railways only on 7th January, 1954. 

5. It would further be noticed that even though it was within 
knowledge of the Government Inspector of Railways that the Rail- 
way was going to be purchased by Government, the part which could 
be played by his inspection report in terms of Clauses 28 and 43 of 
the relevant contract was never communicated or explained in any 
other way to the Government Inspector of Railways at  the time of 
the inspection. It will be noticed from paragraph 3(b) (c) and (d) 
above that even the extract of the letter of the Railway Minbtry 
containing the phrase "deduction on account of defective mainten. 
ance and depreciation" was forwarded to him at his own request end 
that extract was both preceded and followed by asterisks which left 
the position vague so far as the Government Inspector of Railways 
was concerned. It was for him to conduct a special inspection which 
he did and hi the detailed report he had mentioned the arrears of 
re-sleepering. It was, therefore, for the Railway Ministry and not 
for the Government Inspector of Railways to prepare their line of 
action wbs-vis  the Barsi Light Railway on the basis of the detailed 
report together with the maintenance certificate. From the proceed- 
ings of the meeting in the room of the Financial Commissioner -- 
ways, it appears that the Railway Ministry themselves were not clear 
in their mind about the legal interpretation of the clauses. Nor was 
the Government Inspector of Railways asked even an that occasion 
to state clearly whether his certificate of good working order should 
or should not be modified in view of the short fall in the renewal 
programme. This Ministry venture to think that it was open to the 
Ministry of Railways to get the certificate, which in any case was 
available after the acquisition of the asset, modified in view of his 
detailed report and existence of the clauses of the contract with the 
Barsi Light Railway. If the Railway Ministry had wanted to get the 
certificate qualified, they should have asked the Government Inspec- 
tor of Railways even during this meeting to qualrfy his certificak. 

6. The Ministry of Communications, therefore, would submit that 
it was for the Ministry of Railways and not for the Government 
Inspector of ]Railways to take whatever action should have been 
taken in respect of deductions, on the basis of the maintenance cer- 
tificate and the detailed report submitted by the Government I M ~ ~ c -  
tor of ~ d w a y s .  As the Public Accounts Committee themselves 
have been pleased to record "the Central Railway Administsation 
did not make the real purpose of the special inspection of the Barsi 
Light Railway in December, 1953, clear to the G ~ e m e n t  b v  
of RailwaysH. The Covenunent Inspector of Railways gave the 



maintenance cel tificate on a conditional basis and himself submiW 
the detailed report, which in the opinion of this Miaistry, is the 
special inspection report required by the Ministry of . W ~ y s ,  wZliEh 
should have been taken into account in deciding whether any reco- 
veries were admissible or not. It could not be argued that the main- 
tenance certificate could ipso facto override the statements regard- 
ing arrears of re-sleepering mentioned in the inspection report if any 
recoveries were admissible on account of the arrears. In other words 
the maintenance certificate could not be treated alone and divorced 
from the detailed report which the Railway AdrnirListratb had 
wanted of the Government Inspector of Railways in their letter 
dated 10th December, 1953. 

7. The Public Accounts Committee have themselves observed in 
paragraph 39 of the .Report "In reply to a specific question from tbe 
Railway Board, the Ministry of Law have observed on 21st Apr& 
1954, that the Government could suo m t o  and independently of the 
Government Inspector, on the one hand. and the Government EnLp- 
neer on the other, issue notice to the Company if certam rep- 
alterations and improvements were considered necessary or desirable 
to meet the requirements of clause 28 of the contract. It is unfortu- 
nate that this question was not posed just a few months earlier. 
Again, for the same reason, the possibility of recovering the cost of 
uncompleted sleeper replacements from the Company by resorting 
to arbitration under Clause 47 of the contract was ruled out by the 
Ministry of Law". 

8. Taking into consideration all the circumstar.ces of the case the 
Ministry of Communications would submit that so far as the Gw- 
ernment Inspector of Railways is concerned, he performed his duties 
duly and diligently and the regrettable fact that no eflorts werm 
made to get the purchase price of the Barsi Light Railway reduced on 
account of depreciation or defective maintenance could not be aUrl- 
buted to any particular lapse or lack of care on his part. 

Joint Secretary to the Government of India. 



(Reference Para 70 of the Report) 

OIRm of the Comptroller and Auditor General of India, New Delhi 

Note for the information of the Public Accounts Committee con- 
cerning para 13 of Audit Report, Railways, 1955-Avoidable es- 
penditure a freight on 150 Locomotives. 

The Public Accounts Committee have made the fo!lowng recom- 
mendation against serial Number 12 Appendix I11 to their Seven- 
t e n t h  Report for 1955-56:- 

"The Committee await a detailed note setting forth the full 
facts of the case". 

The following are the fuil facts of th, case:- 

(i)  Shipment of 100 locornnt iws f rom U .  K. t o  Bombay. 

A quotation was received on thc 26th June, 19.51. through the 
India Storm Department S F . ~ r v ~ n q  Brcknrs. from the Calcutta Con- 
ference Lines, for the shipment of 100 Y P locomotives and tenders 
under manufacture with the North British Locomotive Co. Giasgow, 
a t  £2400 for each erected locnrnotivc, the offer being open for 
acceptance till the  31st Julv, 1951. with shipment to end of Septem- 
ber. 1952. The quotation was made on the understanding that i t  
covered shipment of the whole contract ard  the Lines r ~ e r v e d  the 
right to withdraw the quotation in the elpent of anv smaller quantity 
than specified being offered. The rate  (luoted was considered very 
high when comnared bv an Officer of the India Stores Department 
on the 21st July 1951 with a quotation received in 1949 of £2350 for 
the much bigqer and heavier 'W G.' locomotive. This comparison, 
however, was defective as it did not take into account the 15% 
general increase in frcight rates t h ~ t  came into force in September, 
1951 and which would have been taken into account by the Lines 
when quoting for Y.P lncomotitws as the shinment of these loco- 
motives was not expected to commence until Novexher. 1951. The 
quotation was again considered on the 28th Julv. 1951. bv an officer 
of the Tndia Storcs nepartment,  but  as the charter party market 
was on the downward move. and a further drop was likelv depend- 
 in^ on a settlement in Korea. it W R S  derided not to atscent the offer 
but t o  wait tor the expcted  drop in the freight market. The Brokers 



were accordingly told, that the freight quoted by the Conference 
Lines was high and that they should negotiate further for a reduc- 
tion. Instruction were also issued to the Shipping Branch of the 
India Stores Department that the Brokers should also be asked tc 
make enquiries from tramp steamers and to see whether freight by 
Belships (Norwegian Line) or ships of a similar type would not be 
cheaper than the Conference Lines rate. The Brokers, however, did 
not succeed in securing a reduction from the Conference Lines, hut 
they got the period of acceptance extended to the 30th November, 
1951 with shipment to end of December, 1952. The Conference Lines 
in agreeing to the above extension. however, warned the Brokers 
on the 19th November 1951, that if the acceptance of this quotation 
was not received by the 30th November 1951, they would have no 
option but to withdraw it. The Brokers in their letter dated the 22nd 
November, 1951 recommended to the India Stores Department the 
acceptance of this offer. The last para of this communication reads 
as under- 

"For your information. we are enclosing. herewith. copies of 
letters sent to the Secretary of the Conference and in 
view of the overwhelmingly strong position of the Lines 
under present conditions. w e  would sugqest that their 
offer be accepted". 

Before a decision could be taken by the India Stores Department 
on this recommendation. the Brokers informed the Shippers on the 
28th November, 1951, that they have ascertained from the suppliers 
on the 27th November. 1951, that the delivery of locomotives would 
not commence until March. 1952, and would continue thereafter (in2 
per week, taking about 12 months to complete the supply and 
requested that the period of shipment be extended amrdingiy at 
the current quotation of £2,400 to the 30th April. 1993. This letter 
and a subsequent conversation between the Scre ta ly  of the Con- 
ference lines and the Representative of the India Stores Depart- 
ment Brokers led the India Stores Department to believe that the 
letter was regarded by the Conference as a development which made 
it unnecessary for the Tndia Stores Department to reply to their 
letter of :he 19th November, 1951 The minutr 57 recorded in this 
connection in the file of thc Tndia Stores Department on the 11th 
December. 1951 reads as under:- 

"As agreed with you T phoned Mr. Peat (Brokers) and told 
him that we did not reply to the offer of £2400 per 
locomotive by the 30th November 1951 in view nf tht. 
unomdal assurance he had received that the docket 
48(a) [13mkcr's letter dated 28th November. 19511 was 



being regarded by the Conference as altering the posi- 
tion and making it unnecessary for us to reply so 
promptly. . . . . . T 9  

The offer was, however, withdrawn by the Conference., Revised quo- 
tation at  £2,475 per locomotive open for acceptance upto the 17th 
December, 1951, with shipment upto 30th April. 1953, was received 
by the Brokers from the Conference Lines on the 3rd December 
1951 and was forwarded to the India Stores Department on the 6th 
December, 1951. In forwarding the revised offer, the. Conference 
Lines in their letter of the 3rd December, 1951 to the Brokers observ- 
ed as under:- 

"The Lines have given this matter very full and careful con- 
sideration and we are now instructed to advise you that 
as no acceptance of their quotation (given you in June 
last) had been received by the 30th November, the Lines 
must-in accordance with their letter of 19th November- 
withdraw their offer . . . . 3 9  

The offer of the 3rd December, 1951 was not accepted upto the 17th 
December. 1951. On the 31st December, 1951, the Brokers informed 
the India Stores Department that the Conference Lines gave the 
datum line for refusal or acceptance of the revised affer upto the 4th 
January, 1952. Tt was then decided in early 1952, in consultation 
with the Deputy Financial Adviser that the revised offer qf the 
Conference Lines should be accepted. 

(ii) Shipment of 50 Locomotives from Continental Ports to Madras. 

For shipment of 50 lncomotives (under manufacture with Krauss 
Maffei Gennanv) a quotation was received from the Outward Ccnti- 
nental Indmn Conference. dated the 31st October, 1951 at £2.400 per 
erected locomotive, the offer being open for acceptance till the 
14th November, 1951, with shipment to end of December, 1952. This 
quotation was also made on the understanding that it covered ship- 
ment of the whole of the contract and the Lines reserved the right 
to withdraw the quotation in the event of any smaller quantitt. than 
specified being offered This quotetion was also not accepted. Later, 
a quotation of ES.475 \ n s  received from the Outward Continental 
Conference for shipment to Bombay or Madras (the shipment for 
Madras being subject to the further condition of availability of proper 
unloading facilities) and this offer was eccepted. Of the 50 Loco- 
motives, 10 were shipped to Madras and the remainder to Bombay. 

2. At the time, this paragraph was discussed by the Public 
Accounts Committee in their meeting held on the 24th January, 1956, 



The Secertary, Ministry of Works, Housing and Supply offered 
the following remarks: - 

(i) Shipment of 100 Locomotives. 

When the delivery period of these locomotives instead of being 
to end of December, 1952, was extended to April, 1953, the whole 
o%er had to be revised, because in the case of shipping companies 
the delivery period is very important. In the revised d e r ,  the 
Shipping Company gave a quotation of £2,475. Meanwhile, the 
Director General. India Store Department, London was making 
enquiries from other shipping companies whether lower quotations 
could be got elsewhere. They were told that no other quotation 
would be available till about March or April 1952 and that there were 
signs that the freight would rise. The revised offer was, therefore, 
accepted. , 

As the offer of the Shipping Company was  on an all-or-none ba~ls ,  
it ulas not open to them to tell the Conference Lines that they accept- 
ed their offer at the lower rate upto December, 1952, and thereafter 
they should give a further quotation. They seemed to have no other 
option in the matter. 

In regard to the question whether any attempts were made by the 
India Store Department to negotiate with the Conference on pay- 
ment of extra freight in respect of locomotives to bc delivered during 
the period of extension, the Secretary read out the contents of the 
letter received from the Cnnferencc statinc that "when the new date 
of completion of shipment became the end of April. 1953, the Lines 
considered the quntation afresh and even if £2,400 had been applied 
by the Lines in respect of shipment to end of Dwember, 1952, they 
would have asked for a higher figure than £2.475 for the period of 
extension as it is onlv right that they should cover themselves when 
quoting .so far ahmd". Further re-examination of the position by 
them disclosed that there was a chance of freights going up in March' 
April, 1952. txcause of the increase in seamen's wages and if they 
had started negotiations, perhaps a Rtrth3r fortnight or a month 
would have elapsed and freights might have gone up still further. 

The Secretary also stated that he believed that the letter of the 
28th November, 1951 wa.; written by the Rrnk~rs  to thc Conference 
Lines after being authorised to do so by the Tndia Store Department. 
He also stated that if the specified dates of delivery had not been 
adhered to. the G o v ~ m m m t  might have had to pay d~megea 
Shipmrs reserve space for goods and the Government has, therefnre 
to adhere to these dates. 



(ii) Shipment of 50 Locomotiues. 

To the question why if there were doubts about proper port facili- 
ties a t  Madras, the Director General India Store Department did not 
Find out in advance whether adequate facilities existed in Madras, the 
Secretary replied that the Director General, India Store Department 
and Brokers all knew that Madras Port did not provide facilities for 
cranes. Only one shipping Company, the Hansa Lines had these 
crane facilities and they were at  thst time not authorised to land at 
Madras. Further, he stated that as in the case of shipment of the 
100 locomotives, the original quotation in this case was for shipment 
upto December, 1952, but the suppliers asked for a longer delivery 
period to end of April 1953 and the originel quotation did not hold 
good for the changed conditions. 

3. The Director of Audit Indian Accounts in U.K. was asked to 
examine the views cx~ressed by the Secretary with reference to the 
files in London. The following facts have emerged as a result of the 
examination : - 

Apart from the qualifying clause in the quotation of the shipying 
Compsny, there is nothing in the files to sipport the contention that 
the contract was on an all-or-none basis. It would appear from a 
repding of the quotation that the phraseology "al!-or-none basis". 
evidently has reference primcp.ily to the total number of locomotives 
offered to the Company for shipment as opposed to the period during 
which they should be shipped and it does not appear to debar ship- 
ment of some locomotives at a lower rate and the others at a higher 
in case the Lines later demanded an increase. In actual practice, it 
is seen that the Conference Lines do agree to quote different rates 
for different periods of shipments of the same lot of locomotives. In 
the case of contract PR 4923 for a lot of 30 ML tvpe Diesel Loco- 
motives, the Conference Lines quoted two rates (i) £1,500 per loco- 
motive shipped upto March 1955 and (ii) £ 1,700 per locomotive 
shipped from April, 1955 to December, 1955. In this case, 53 loco- 
motives were shipped upto December, 1952 and 47 thereafter. If 
negotiations had been carried out with thc Shipping Company for 
payment at the original rate of £2,400 per 1~ortlotive upto December, 
1952, and at a higher rate for the remainder, it is possible thet pay- 
ment of freight at the higher rate for the entire consignment might 
have been avoided. It is possible that the Shipping Company might 
have withdrawn their offer as a result of such negotiations but the 
contention of the Secretary thet "it was not open to them to tell the 
Shipping Company that thev accept their offer at the lower rate upto 
December, 1952 and thereafter they should give them a further quota- 
tion and that they had no other option in the matter" does not appear 
to be well founded. In fact, If the quobation had been accepted by 



the stipulated date, namely, the 31st July, 1951 or even a little later, 
the question of extending the offer to cover shipment upto April, 1953 
would not have arisen at  that time, as it was not until the last week 
of November, 1951, that this complication came into the picture. In 
that event, the Company of course would have had the right to 
demand higher freight for locomotives shipped after December, 1952. 
But it is unlikely that they would have demanded higher freight in 
respect of the locomotives already shipped before that date. From 
the scrutiny of the actual implementation of this contract as well as 
some other contmcts, i t  is possible even in respect of shipment after 
December, 1952, that freight might not have been increased. In the 
case of the shipment of the 100 Y.P. locomotives a t  the higher rate of 
£2,475, only 76 locomotives were shipped upto 31st March, 1953 and 
24 during the period April-October 1953 but the Conference did not 
demand any increase even though the offer was couched in terms 
very similar to the first. From the Conference Lines letter dated the 
3rd December. 1951 forwarding the revised quotation, it is apparent 
that i t  was primarily owing to the inordinate delay that took place 
in accepting the Conference Line's offer of June, 1951, and not so 
much the fact of the shipping period having been extended by three 
or four months, that the Lines put up their rates from £2,400 to 
f. 2,475. 

In regard to the statement that ( in November 'December 1051) 
when the positinn was stated to have been re-examined. the freigh! 
rates were going up. there is no evidence in the files of the India 
Store Department to show that this view was held by them a t  that 
time. In fact, even a t  that stage. the India Store Department were 
hoping that they might be able to obtain a lower quotation from 
Belships or other shipping companies. and it was only when they 
felt that there was no other course that the revised offer of Confer- 
ence Lines was accepted In other words. the view express4  by 
the Secretsry, that freights were going up does not appear to he the 
view held by the India Store Department that freights were goinq 
down which was indeed the only rrason for not accepting the 
Conference offer in time. 

The letter from the Shipping Company from which the Secretary 
quoted was dated the 23rd December. 1955 and lends no support to 
the suggestion (of which there is no rmtemporancr)us cvidencc on 
the files) that a n  attempt was mudem to  swure  cxtcnsion of the period 
of delivery by paying cbxtra freight during the ex t end~d  period. Thc 
opinion expressed four years after thc event as to  the possible actinn 
of the Confcrcnce in relatirm t o  t h ~  delayed dcliverics i f  the nffcr of 
the £2,400 has been accepted docs not carry much weight 

There is no evidence in thc file to the effect that the Broken' 
letter, deted the 28th November. 1951. informing the Cnnterencc Line9 



requesting an extended delivery period was issued with the approval 
of the India Stores Department, although i t  is seen from the files that 
some conversation took place between the Brokers and the India 
Store Department, the exact matter discussed being not clear. The 
Brokers in their letter of the 22nd November, 1951, recommended to 
the India Store Department the acceptance of the offer of the Con- 
ference Lines. As a result of this letkr,  a minute, dated 27th 
November, 1951 was recorded on the India Store Department file 
which indicates that the department had contacted the Brokers over 
the telephone regarding a quotation from Belship, but there is no 
reference in the minutes to the question of extending the delivery 
period. On the 28th November, 1951 the Brokers forwarded to the 
India Store Department a copy of their letter of the 28th November, 
1951 (addressed to the Conference Lines) in which the question of 
the revised delivery period was mentioned for the first time. I t  is 
very likely that the India Stores Department might have been 
interested in the introduction of the extended delivery period in Nov- 
ember 1951 t o  delay their acceptance of the offer which they consider- 
ed was high and which they hoped with further negotiation to reduce. 

As regards the liability of the Government to pay cfamages to the 
Shipping Company in the event of non-delivery of goods for shipment 
within the specified period. there is no known case where damages 
have been asked for or levied by the Shipping Company in such 
circumstances. 

(ii) Shipping of 50 Locomotiues. 

With regard to the statement that there was no doubt about port 
facilities at Madras and that every body knew about their inade- 
quacy, an extract of the minute dated 2nd January, 1952, recorded in 
the flle of the India Store Department is reproduced below:- 

"What U.K. Cmference mean by adequate shore facilities at 
Madras since the Outward Conference made a clear 
quotation? The crane at Madras is 60 tons and if the 
latter Conference thought this provided sufficient margin 
for the beam. it is not understood why U.K. Conference 
should not. (A Y.P. Iocomotive weighs 521. tons and 
the margin seems very little to me but the Conference 
know the weight to their beams In any wise, we could 
no doubt take off wheels.)" 

According to a marginal note recorded against the above minute. this 
point was not to be considered bv the Conference until 7-1-1952. I t  
appears that as a result of this the Outward Continental Indian Cnn- 
ference and the Calcutta Conference in their quotations dated 



8-1-1052 and 5-2-1952, respectively, provided that the lump sum of 
£2,475 per locomotive and tender would apply for Bornbay and 
Madras, but that shipment to Madras was subject to confirmatiion 
regarding the lifting; facilities at  that port. Further, in the last 
pamgraph of the letter, dated 5-2-1952, i t  was stated as under:- 

"We wpuld add that it had been hoped to have received by 
this time, definite information regarding the lifting gear 
a t  Madras, but this is so far not available. As soon as 
it is to h n d  we will advise you." 

In addition to the ahove, the Brokers in a letter, dated 7th b y ,  
1952 with regard to the shipment of locomotives to Madras stated:- 

"At the moment, there are grave doubts as to whether the 
crane at  Madras m n  lift these locomotives, and until such 
time as a loading beam has been delivered to Madras, we 
shall not be able to make further bookings. We tmder- 
stand that the Clan Line are having a loading beam 
modified in the U.K. and propose to ship out with the 
first consignment of North British Y.P. locomotives to 
Madras. This arrangement has now completely altered, 
and we am awaiting further information from the Ccm- 
ference regarding the prospects of discharging s t  Madras." 

While it will be seen that there was doubt even as late as May, 
1952 regarding the prospects of discharging Y.P. locomotives a t  
Madras, no enquiries were made by the India Store Department 
from the authorities in India about the port facilities before the 
expiry of the offer. 

Enquiries made from the India Store Department, London, also 
reveal that there  was no shipment of any locomotives to Madras 
before the shipment of these Y.P. Locomot iv~ .  



APPENDIX XV 
(Refemace Para 70 el the Report) 

GOVERNMENT OF INDIA 
MINISTRY OF WORKS, HOUSING AND SUPPLY 

Note for the Public Acceunts COllltl(ittee-Para 13 of Audit Bepe- 
Bailways 1955--Avoidable expenditure on freight on 158 loas- 
motives. 

(a) Whg was no enquiry ma& in regard to the transhipment facilities 
available at Madras 'before rejecting the quotation of £2,400? 

No enquiry was made by the India Store Department, London in 
regard to the transhipment facilities available at Madras before reject- 
ing the quotation of £2,400. The Director General, India Store 
Department, London have explained that this was not considered 
necessary as they were aware of the inadequate crane facilities at 
this port on the basis of their previous experience and knowledge. 
It should also be appreciated that any further enquiries by the 
department for the purpose of communicating the same to conference 
lines might well have impaired or lessened the conference responsi- 
bility for arranging supply of necessary gear etc. for despatch of the 
Locomotives at Indian portj. 

In this connection, it has k n  pointed out t h t  m their letter, 
dated the 10th December, 1951, the U.K. conference extended their 
quotation given on 3rd December, 1951 to Madras also, but with a 
rider. The Indin Store Department accordingly raised the question 
f o r  the purpose of elucidation from the U.K. conference as to why 
they had added the rider when the ou twrd  continental conference 
in their quotation of 31st October, 1951 had not done so. This was 
done its it was considered necessary that such elucidation should be 
obtained in view of the circumstances under which this rider had 
been made taking into teccount the previous offer of the outward 
continental conference, and as it would not have been correct to 
have referred to continental conference and enquire from them why 
they had not 'made their quotation a conditional one. 

As it happened ultimately, the question was not answered by the 
U.K conference, but by the continental outward conference who also 
added a rider to their quotation of the 8th January, 1952. This is 
not surprising os the two conferences function more or less ordinarily 
as aue body and have a common chairman. 



In further elucidation of the apparent failure of the India Store 
Department to take advantage of the quotation of £2,400 submitted 
-by the Continentd Conference for shipment to Madras, it may be 
pointed out that if they had accepted it without awaiting the result 
of the efforts their Freight Forwarding Agents were making to get 
the U.K. Conference, to reduce their identical quotation for despatches 
to Bombay, they would have jeopardized whatever chance they had 
of success in the negotiations referred to. As the offer in question 
expired on November 14, 1951 and the result of the negotiations with 
the U.K. Conference did not become available until after that datq 
the apparent failure to avail of the offer is not dSf3cult to understand. 

(b) The circumstances which led to the alteration of the &livrry 
schedule and under whose authority it was accepted? Unckr 
whose authority the letter, dated the 28th November, 1951, wru 
written by the Brokers because of which Government had to pay 
£75 more as freight for the shipment of a loco. 

2. It may be stated that as a result of negotiations between the 
Railway Board and M/s. North British Locomotive Cornpamy the 
India Store Department, London, was esked to place the order subject 
to their (India Store Department's) Standard Conditions of Contract 
and the force majeure clause of the L.M.A. Safeguarding c l a w  
(Annexure I). I t  will be seen that once such a clause is accepted 
the Purchaser does not seem to be entitled to repudiate the contract 
or recover any damages for late supply. The question of delay was, 
however, taken up by the India Store Department with the firm in 
October 1951 and they stated t b t  there would be delay fllartly 
because of the time taken between the date of their offer and the 
placemenr o r  the order and, secondly, because of the necessity for 
collaboration with Krauss Maffei with whom the contract for 30 Y.P. 
~ocomotives was placed, through the then Consulting Engineers M/e. 
Rendel, Palmer & Tritton. Copies of the relevant letters are con- 
tained at Annexures I1 and 111. An extract from India Store 
Department's letter, dated 134-1955 addressed to the Railway Board, 
which explains the reasons for deky in placing the contract is alro 
e n c I n 4  (Annexure IV) . 

It may also be mentioned that under special agency arrangements, 
the Brokers (Bahr Bahrend & Company) have to keep In touch with 
supliers and arrange booking of ships to comply with actual avail- 
abilities. The lndia Store Department have stated that though there 
is nothing on record, it is r e c o k t e d  by the of3cer dealing with the 
case that the Brokers advised the then Deputy Director General that 
the s u p p k  were behind in the origlnal promise of delivery end 
thereupon the Deputy Director General authorbed them to write 



their letter, dated 28-11-1951 (Annexure V). I t  is felt that in order 
to limit the Government liability for as long a period as possible, it 
was reasonable to get Conference to fix the rates for the locomotives 
to cover the extended period of delivery. 

As regards 50 Locomotives ordered with M/s. Krauss Maffei, 
although i t  w s  intimated originally that there would be a little delay 
in completing the delivery and a part of the supply would extend 
beyond December, 1952, actually all the 50 Locomotives were deliver- 
ed and shipped before December, 1952. There was, therefore, no 
question of alteration of the delivery schedule in regard to these 50 
Locomotives. 

Secy. to the Govt.  of India. 

Dated the 19th June, 1956. 

ANNEXURE I 

Copy of Force Majeure Clause 

"The delivery period provided for is stated in good faith and the 
contractors shall not be held responsible and shall incur no penalty 
nor shall the Purchaser be entitled to repudiate the contract, recover 
any damages or withhold any payments already due in the event of 
failure or delay to complete or delivery any locomotive, boiler spare 
part or other item the subject matter in whole or in part of this con- 
tract if the said failure or delay is caused directly or indirectly by 
recognised Force Majeure or any other cause beyond the control of 
the contractors. In the event of any such failure or delay the time 
or times for delivery or any other act hereunder shall at  the sption 
of the contractors be extended by such time as is necessary to over- 
come the said failure or delay and its consequences and to effect 
delivery in accordance with this contract and the dates for any future 
payments or credits by the Purchaser shall be correspondingly 
extended. The decision of the contractors CIS to the length of time 
attributable to any particular delay and the corresponding extension 
of time or credits or payments shall be conclusive." 



Uw 

ANNEXURE 11 

COPY 
WK. 3294/51.P.S. 

11th October, 1951. 

Dear Sirs, 
Contmct No. K.3294/S.6560/15-1-1951. 

I trust that satisfactory progress is being made with the -nu- 
facture of the 'Y.P.' Loco.notives against the above contract. Am 
delivery is scheduled ta commence next month, I shall be glad to 
have your production programme as early as possible so that arrange- 
ments may be made in advance for their shipment 

Yours faithfully, 
for Director General. 

India S o r e  Department. 
The Locomotive Manufacturers Co. Ltd.. 

82, Victoria Street, 
London, S.W. 1. 

ANNEXURE I11 

COPY 
LOCOMOTIVE MANUFACTURERS COMPANY LTD. 

82, Victorha Street, 
London, S.W. I .  

JWV/EJ. 
L. 121/02.19806. 
Your Ref: WK. 3294151.PS 

17th October, 1951. 

Deer Sir, 

Contract No. K.3294/Sr656O/ 15-1 -1 951. 

W e  duly received your letter of 11th October asking for the pro- 
duction programme in connection with this Contract so that you might 
make arrangements for shipping. 



These Locomotives will not be ready at  the time stated in the 
original quotation because, as you are no doubt aware, considerable 
delay occurred before the order was placed and further delay has 
been inevitable due to the necessity for collaboration with Messrs. 
Krauss Maffei through the Consulting Engineers on numerous 
modification detail. , 

We will give you good notice of the time when the Locomotives 
will be ready in order to facilitate your shipping arrangements. 

Yours faithfully, 
LOCOMOTIVE MANUFACTURERS COMPANY LTD. 

Sd /- Director. 

The Director General, 
India Store Department, 

32.44 Edgware Road, 
London W. 2. 

ANNEXURE IV 

13th August, 1955. 
Extmct of Letter to Director of Finance, Railway Board, Ministry 

of Railways,  Government of  India, New Delhi. 
Subject:-Increased Cost claim on 100 YP Locos. 

2. The Contract was placed on the basis of N.B.L.'s letter dated 
22nd September 1950, addressed to Shri A. K. Chanda wherein they 
had stated: "Delivery to commence November. 1951, and complete 
in September 1952, on the promise that orders will be placed very 
soon." The instructions to place the formal order were received onIy 
in December, 1950 (Shri Chanda's DO No. FC/EU/Locos dated 23rd 
DeceMher, 1950 refers) and t h e  contract was actually issued on 15th 
January, 1951. In  October 1951, when the commencement of supply 
was nearly due, we asked the firm to confirm that satisfactory progress 
had been made with the manufacture of the locos to which they 
replied that there will be considerable delay in supply, firstly because 
of the time taken between the cbte of their offer and the placement 
of the order and secondly because of t he  necessity for collaboration 
with Messrs Krauss Maffei through the then Consulting Emineers, 
Measrs. Rendel, Palmer & Tritton. 

3. As a result of negotiations between the Railway Board and M/s. 
North British Loco. Co., this Department was instructed to place the 
order subject to our Standard Conditions of Contract and the Force 
271 LS--9. 



Majeure Clause of the L.M.A. Safeguarding Clauses. After place- 
ment of contract with the N.B.L. Co., the Railway Board directed that 
in accordance with the terms of the Technical Aid Agreement, t h s  
contract should be placed with the L.M. Co., (Mr. Chande's DO letter 
No. FC/EU Loco dated 18th January, 1951 refers).  When however, 
the contractual documents were despatched to the L.M. Co., they 
agreed to accept the order only if it was subject to all the  terms of 
the Loconwtive Manufacturing Association's S a f e w r d i n g  Clauses. 
You ii-ill have noticed from our letter S. 6560/50. FWJS,/RLY dated 
20th February. 1953 that thc L.M. Co.. had consistently refused to 
accept the order on the conditions originally agreed to by N.B.L. 
Several meetings with N.B.L. Co. Ltd., subsequently however, resulted 
In this firm agreeing to the original conditions and the claims com- 
puted on this Sesis, were found to bc beneficial to the Government; 
as  intimated to the RaiIivay Board in this Department's letter 
No. S. 6560/50 JIjRLY 3 dated 4th February. 1954: and therefarc 
recommended for your approval. 

ANNEXURE V 

C o p  of 1ettc.v from M / s  Bchr Behrend 8. Co. to t h e  Calcutta c m -  
fei ence. 

JSGP SAP. 28th .Vmw?nher, 1951. 

The Secretaries. 
U. K./Calcutta Conference, 
M s. J. B. Westrav & Co., Ltd., 
138, Leadenhall Street, 
London. E. C. 3. 

Dear Sirs. 
We wisb t o  refer to your letter of the 19th instant and to our 

reply of the 22nd instant regarding rate of freight an the above. 

We have only ascertained yesterday that delivery o f  this Contract 
wil l  not commence until March 1952 and eccording to Suppliers, will 
continue thereafter at the rate o f  2 Lcxomofivm and Tenders pw- 
week Since this means that the Contract will not be completed for 
a t  least twelve months, we wfould request you t o  ex t rnd  p u r  offer 
to  cover the shipment of thesr 1,wtrrnot ivm a t  your current quotatian 
until the 30th of April; 1953. 

Yours very truly, 



APPENDIX XVI 

(Reference Para 76 of the Report) 

MINISTRY O F  WORKS, HOUSING AND SUPPLY 

Note lu the Public Accounts Committee relating to the Purchase of 
defective and unserviceable rails-S. Nos. 30 to 32 in Appendix II 
of the P.A.C'b;. 13th Report. 

"S. No. (31)-TItzs case ( ~ e l a t t n g  to the  purchase of tinse~-viceable 
rails) has been grossly mzshandled by the lndza Supply Mission, 
W~shingtot t  and requzres fur ther  d ~ t a i l e d  inziestigation. It is a 
sad comnzentary 0 7 1  the workzng of the Purchase Wtng of the 
Mission. The Committee would like to have a fuller report on 
the transnctzon and w h a t  uctiow I S  proposed t o  be taken against 
other o.ficials at  fatilt." 

A full report o f  the cast. is given below:- 

In April, 1948, the Prime Minister of the Government of Mewar 
requested the late Ministry of Industry and Supply to ascertain pros- 
pects of the early supply of 10420 tons of 50 lbs rails together with 
necessary accessories for Chittorgarh-Kotah Railway Project, from 
"Outside the  pool" and added that "the formal indent will be placed 
by the General Manager, Mewar State Railway, Udaipur on hearing 
from you." 

2. A cable was accord~ngly sent by the M~nls t ry  of Industry and 
Supply to the India Supply Mlssion who replied as under on i iugust 
5, 1948:-- 

"1218 YOUR CABLE l ( 1 )  ( 2 )  (1) /48 JULY 1 NEW FIFTY 
POUND RAILS STOP UNDER PRESENT CONDITIONS 
EXTREMELY UNLIKELY 10120 TONS HALF 20840 
COULD BE DELIVERED WITHIN TWELVE MONTH 
P m I O D  STOP HOWEVER WE WILL EXPLORE 
ADDITIONAL POSSIBILITIES STOP COST OF FIFTY 
POUND RAILS WOULD BE APPROXIMATELY 113 
DOLLARS HALF 226 DOLLARS PER SHORT TON 
ANGLE BARS 6-40 DOLLARS HALF 12 - -  80 DOLLARS 
PER 100 POUND AND BOLTS NUTS 9 DOLLARS 
HALF 18 DOLLARS PER 100 POUNDS STOP 65 
POUND RAIL, COULD PROBABLY BE PROCURED 



MORE EASILY STOP ADVISE IF THIS WEIGHT 
ACCEPTABLE IF 50 POUNDS RAIL NOT AVAlL- 
ABLE STOP PRICE OF 65 POUND RAIL DOLLARS 
87-28 HALF' 1 7 4 5 6  JOINT BARS DOLLARS G 2 4  
HALF 12-48 PER 100 POUNDS BOLTS AND NUTS 
DOLLARS 8-40 HALF 16--80 PER 100 POUNDS." 

3. On receipt of a copy of India Supply Mission's cable of August 
5, the Mewar State Railway wrote as under to the Ministry of Indus- 
try and Supply:- 

"The persual of costs of 50 lb and 65 Ib. rails given in the 
telegram shows that the total cost for even importing 
the 65 lb. rails would be the same as of 50 lb. rails. The 
price of 65 Ib. rails is shown as 87 dollars, 28 cents per 
short ton, as against 113 dollars, per short ton for 50 lb. 
rails. Therefore. if availability of 50 lb. rails is not cer- 
tain, I will be grateful if you could kindly wire the 
India Supply Mission. Washington, to negotiate for 85 
lb. rails. But in this case the tonnage will increase 
from 10420 to 13550 standard Br. weight. If the 
American supply is in short tons, which I presume is 
equal to 2000 Ibs. per short ton against the standard 
2240 Ibs. per ton Br. weight. then this tonnage will 
further increase to 15200 short tons. Of course the cor- 
responding requirements of joint bars and bolts and nuts 
as required, would be supplied with these 65 Ib. rails, 
rates for which are acceptable. 

2. 1 would be grateful if the I n d ~ a  Supply Mission could let us 
know the final price and the perid  within which these 
can be supplied to enable me to arrange for submission 
of the formal indent." 

4. The reply sent to the India Supply Mission by * e  Ministry of 
Industry and Supply on September 11 was as under: -- 

"IF AVAILABILITY OF 50 POUND RAILS NOT CERTAIN 
MEHAR STATE RAILWAY PREPARED TO ACCEPT 
15200 (HALF 30400) SHORT TONS 65 POUND RAXLS 
AND ACCESSORIES AAA PLEASE CABLE FINAL 
PRICE AND DELIVERY PERIOD." 

Subsequent exchange of correspondence between the India Sup- 
ply Mfgion and t h e  Ministry indicates that the stpcl quota allocated 
to India being small. delivery of new rails would have to b . p m d  



over a considerable period of time particularly as another demand 
for 90 lb. rails was  pending procurement. 

5. The  India Supply Mission cabled as  follows to the Ministry of 
Industry and Supply on October 22: 

"HAVE OFFER TENTHOUSAND TONS FIRST QUALITY 
56/60 POUND REbAYING RAILS SUITABLE FOR 
USE IN CONTINUOUS TRACK FOR DELIVERY 
WITHIN ONE YEAR OR LESS AT 75 (HALF 150) 
DOLLARS PER NET TON WITH FISHPLATES AT 
DOLLARS 4.25 (HALF 8.50) PER ONE HUNDRED 
POUND STOP OFFER SUi3JECT TO CONFIRMATION 
ON QUICK ACCEPTANCE STOP CABLE ADVICE." 

The note recorded by Mr. Bishop of the India Supply Mission on 
the  offer for relaying rails prior to the issue of the above cable is as  
under: - 

"This could solve the problem. I see no reason why India 
should pay $ 100-110 for rails for a side track when 
relayers would do. Shall we cable India?" 

The abovc figure o f  S 100-110 was apparently taken from the letter 
of offer from American Rail and Steel Co. reproduced in para 7 
below. 

6. 'f'he note r c ~ o r d e d  In t h e  3Iln1st1.y tollon-lng yecelpt of I.S.hI.'s 
cable o f  Octnbel* 22, is as under:- 

"The rails offered are  not the usual good quality rails, but 
relaying rails. The price o f  $ 75 per ton is apparently 
FOB and this is comparable to prices of previous offers. 
The Mewar State  Railway may be asked to give their 
c o ~ r m e n t s  -1rgtwt1y Draft  telegram submitted for 
approval." 

"OFFER E'OK T E N  'I'HOUSAND FIRST QUALITY RAILS 
56/60 POUNDS WIT11 FISI-IPLATES IS ACCEPTED SPECIFIED 
RATES REQUEST EARLY ARRANGEMENTS." 

As the significance o f  the  ~ v o r d  "relaying" was clear even to the 
non-technical Assistant handling the case in the Ministry of Indus- 
try and Supply, it could not be assumed that the fact that 2nd 
hand rails would be supplied had not been taken into consideration 
by the Mewar State  Railway in communicating the above decision. 



7. The India Supply Mission was, the1.t i'ure, informed on Novem- 
ber 27, to accept the offer for relaying rails which they did on 
December 1. The contract was based upon American Rail and 
Steel Co's original quotation of October 18, as confirmed by letters 
of November 27 and November 29. The original offer mentioned 
first quality relaying rails, the letter of November 27. good quality 
relaying rails and the letter of November 29 relaying rails only. 
Mr. Bishop, the Supply Assistant, has recorded words No. 1 and No. 
2 against the words 'relaying rails' in the letter of November 29, 
resumably  following discussions with the suppliers. The origi- 
la1 quotation of October 18, reads as under: 

"As you know, we are one of the largest dealers in used 
rails in the United States, and in this particular ins- 
tance, we are probably better equipped to serve you 
than anyone else as we already hold a large tonnage 
of these rails and have options on additional quanti- 
ties to be taken up. 

We could guarantee to furnish you. therefor over a period 
of one year or less, 10,000 tons of 56 pound and 60 
pound good qualit?. relaying rails suitable for any 
purpose for which they might be used in India. 

It  should be further noted that we would be able to make 
firm prices fur the duration of such a contract We 
doubt that you would find anyone in the trade today 
in a position t o  do that. As of today, we would agree 
to furnish these rails at a price of $75.00 per net ton, 
wtth angle bars at 4 - 2 5  per 100 Ib As you know, the 
price of new ralls of this tvrlght - i f  they could be sccur- 
eu  and  export quota werc. a\.a~lablt., would cost about 
$1 lO.O@--$l2O.OO per ton. 

Please note that this is not to be considered as a quotation, 
inasmuch as you have stated that you do not have 
au+hor.!f?- to purchase at this t ~ m c ,  and, by thc* tlme you 
receive such authority we may have to dispose of some of 
our stocks. Shouid you secure such authority In the  near 
fui~trc,  howevci .  we feel reawnably certain we can rnakt. 
a firm offer as c~u t l~ned  herein. Needlcss to say. if it 
became known that  you were even remotely intrrcsted 
in purchasing this quantity of rails, prices would increaw 
imrnedrately. We suggest, therefore, that considcrablc 
drscretion be oberwd in this rcvpect until you are in a 
position to act." 



8. I t  is presumably because of the above note sounded by the 
suppliers that no regular enquiry was issued to other dealers. Mr. 
McCusker's explanation for this is as under:- 

"In setting up the analysis sheet a recommendation was set- 
forth pointing out that experience gained in purchas- 
ing used rails over the previous 12 to 18 months had 
shown that in the very active sensitive 'spot' market 
that existed for used rails that if we went out and 
broadcasted :our need any offerings that were with- 
drawn and prices stiffened. This was set-forth as the 
opinion of Mr. Bishop the person who had purchased 
all our steel demands for the previous two years. He 
had proved during this time to have sound judgment. 
He operated under my jurisdiction and I concurred in 
his recommendation. This was presented to the Direc- 
tor a t  the time of signing the contract and he concurred. 

9. The financial standing of American Rail and Steel Co. was not 
cnecked before the contract was placed. With regard to this as- 
pect, Mr. McCusker's explanation is as under:- 

"Business in this country is done on the basis of experience 
you have with the companies you deal with and the 
character of the individuals who set the policies of 
these companies. We had had dealings in the past with 
Milton Canter, the dominant interest in this Company. 
Originally as Washington representative of Hyman 
Michaels & Co. and then as the principal in Pan Ameri- 
can Trading & Investment Corp At the time of enter- 
ing into the subject contract he had completed or was 
camplcting foul- contracts valued at S154,000--all of 
them to the best of our knowledge satisfactory. 

3'hc Auditors cite a current Dun & Bradstreet report which 
stated "that authorised capital unknown. However 
$1.500 is paid i n . .  " and intimates that this indicates 
the financial standing of the company and as such raises 
a question of the company's financial responsibility. It 
is not unusual for companies in this country that are 
closely held to he unwilling to publish fi-wres on their 
companies or to show large investments in the form of 
paid-in-capital. The lack of a h r g e  investment in capital 
does not necessarily mean they cannot or will not fill a 
contract satisfactorily. The important factor here was 
what was our past experience with the person that offered 



us what in the general consensus of opinion was the most 
advantageous deal to us. Our experience has been 
favourable." I 

10. Provision was made in the contract placed on December 1, 
for supply of 2nd quality mils to the maximum extent of 45 per cent. 
of th'e total. This provision was introduced without the prior con- 
currence of the Ministry. Mr. McCusker's explanation on this point 
is as under:- 

"Suitability of No. 2 for the purpose indicated by India was 
considered after checking with technical advice, namely, 
Inspecting authorities, Robert Hunt and Pittsburgh which 
is our usual procedure and as also advised by the dealers 
in the market. The consensus of opinion was that No. 2 
mil  which was accepted in U.S A. for secondary track 
was sultable for t h e  Indian Fhllway which docs not carry 
a$ hea\.\. a t raf ic  or trafic at  such high speeds. No 
wcord is ~ n a d c  o f  consultation 1~1th tht. Director on this 
specific polnt, but certainly t h e  usability o f  No. 2 w s  
clearly unacrstnod by 1111. 

11. On January 5. 1949. the Gcneml Managtur o f  NIcwar State 
Railw-iys rcrwdcd the  unriw-not4 notc: - 

"U'hilc discusing the question c)f arrangement o f  materids 
with the Jnint U i r t ~ t o r .  Civil Enginlet*ring, Railway 
Board. Mr. Raijal, i t  transpired that t h e  was susplci(pn 
;.bout the rnlls that have hcrm oPl~rrd, to be lseccznd hand 



mils. I, therefore, went and saw Mr. Natesan in  thin 
connection and after discussion i t  transpired that t hey  
were second hand rails. I told him that if these rails 
a r e  second hand, and if the meaning of the weight of 
rails as indicated in the telegram, m m e l y  60 to 56 1b.x is. 
loss of 4 lbs. weight in 60 lb. rails, it weuld indicate that 
these rails have lost weight due to wear upto 6-66 per 
cent. The  wear is usually in the head only, and there- 
fore, it is likely that these rails m y  not be suitable for 
our requirements and may give bad running and bad 
€Page. 

2. Mr. Natesan, therefore, suggested that the rails offered a re  
worth over Hs. 25,00,000 and, therefore, one of the Officers 
of the Rajasthan Railway should go and inspect the 
things for himself. I replied that  we e r e  sholt-handed 
m d  it would be difficult to srrange accordingly. I sug- 
qestcd to h ~ m  to send a cable to India Supply Mission, 
America, and obtain t h e  information wlth regard to the 
jrofile of rnlls, loss o f  weight in rails, length of rails and 
:is regards their condition with regard to hogging. 
Mr JXatemn immediately wrote down the cable, got i t  
appwi-cd I)\- me. a n d  made arrangements to have it 
issued. 

3. Further  dweloprnents will be decided on rcbceipt of the reply 
from Amerim. 

Sd./-  P. S. Khamesra, 
General Manager, 

Rajasthan Railway." 

The Ministry of  Industry and Supp1:- thereupon cal~led to the 
India Supply Mission cis under:- 

"1 ( I )  2 ( 1 ) 48-1 (5) X r l X  OUR CABLE EVEN NUh4BER DECEM- 
BER E1C;HTFCENTH RrIILS FOR R STATE: 
IiAlLWAY .LAA RAJASTHAN RXILW-4Y EXPRESSES 
DOUBT RE(;:IKDINC; SUITABILITY OF RELAYING 
RAILS OFFERED YOUR CABLE 1781 OCTOBER 
TWENTY-SECOND FOR TRACK L.4YING PURPOSES 
FOR NEW CONSTRUCTION .\AX PLEASE THERE- 
FORE SEND BY AIR MAIL TO US .4ND GENERAL 
MANAGER JIEWAR STATE RAILWAY UDAIPUR 
PROFILES O F  THE WORST RAILS UNDER OFFER 
AAA ALSO CABLE LENGTH OF HAIL AAA ARE THE: 
RAIL END FREE FROM HOGGING AND PERCEN- 
TAGE LOSS IN WEIGHT OF ORIGINAL AAA." 



bn reply, the Mission advised the Ministry as  follows:-. 
"2353 YOUR CABLE 1 (1) 2 (1) /48-I (5) JANUARY 3 RAILS 

FOR MEWAR STATE STOP SUITABILITY I S  ASSUH- 
ED BY INSPECTION STOP RELAYING RAILS ARE 
GRADED ON BASIS THEIR SUITABILITY FOR 
TRACK LAYING PURPOSES IN USA WHERE EQUIP- 
MENT I S  HEAVIER AND SPEEDS MUCH FASTER 
STOP NUMBER 1 RELAYING RAILS ARE ADJUDGED 
SUITABLE FOR-MAIN LINE USE IN USA AND NO. 2 
RAILS FOR SECONDARY LINE USE STOP PERCEN- 
TAGE WEIGHT LOSS DOES NOT EXCEED 4 AND 5 
PERCENT RESPECTIVELY STOP PROFILES BEING 
FORWARDED AIR MAIL STOP ORDER PLACED FOR 
THIS TRACK DECEMBER FIRST." 

12. The profile of a rail was also sent but it was not that  of the 
worst  mil as required by the Ministry. The rail selected was one 
out  of the lot of 3.000 tons then ready for shipment. The letter 
forwarding the profile is not traceable in the Ministry's records, but 
wha t  looks like the profile In question has been found in the routine 
papers and appears to be the profile of a n  old rail Mr. McCusker's 
explanation on t h ~ s  point is as under:- 

"Page &Fkference the request for s profile. W e  had made it 
clear in our cable suggesting the use of relayers that it 
would take a year to deliver the 10.000 tons .Them- 
fore, when a profile was called for as w e  saw it, it was 
to give the ultimate user a picture of the type of mil 
he would get and particularly the f w t  of the rail. A11 
rails to be supplied under the contract would be American 
sections and thc profile was therefore representative. We 
interpreted the request as being for thc~ only ddocumcnt 
obtainable a reprcsmtetive profile " 

13. Although the contract in yuestlon was issued on December 1, 
1948, and the Ministry had been informed rm January  5, that suit- 
ability of rails was ensured by ~nspection, the inspection contract was 
cot  issued till March 19, 1949, and the work was entrusted to 
P~t tsburgh  Testing Laboratory who were already carrying out inspci- 
tion of the rails on behalf (rf American Rails and Steel Co. 
Alr hlccusker's explanation on the former point is as under:- 

"On Dcccmber 17, 1.948. Robert Hunt has written quoting his 
pricc and terms for  the inspection of this contract. On 
January 18, 1949 he has reminded about his quote. On 
16th nf February, Mr. Bishop has discussed with Robert 
H w t  on the telephone. On January I@, Pittsburgh Test 



Laboratory has sent in their quotation for inspection on 
this contract. On this letter, there is a note recorded 
by Mr. Bishop, dated February 14 that 'this is a better 
quotation than that of Robert Hunt and that Cafitcr 
(American Rail) has advised on February 14 that he is 
presenting 1,250 tons of rails at Norfolk for immediate 
shipment. P.T.L. men are on the scene making preli- 
minary inspection for Canter's account. Since they are 
and this is better quote than Hunt's I advised P.T.L. to 
proceed'." 

It will be seen from the above t h t  although the inspection contract 
was actually issued on the 19th March instruction to proceed with 
the  work had been given on February 14. 

14. Mr. McCusker's explanation for having entrusted inspection 
to the same party as was doing the inspection for the supplier is as  
under: - 

"There are two established concerns of independent inspectors 
that h v e  been in existence in this country for a great 
many years and are considered experts on railroad 
equipment. One is Robert W. Hunt and Co. and the 
other is Pittsburg Testing Laboratory. It  is not unusual 
for them to be hired by the two parties to a gwen tran- 
saction with regwrd to railroad equipment. There has 
never been any indication as to their lackmg indepen- 
dence in such circumstances. Generally speaking, with 
railroad equipment. there has never been any question 
as to the type of inspection that these two concerns would 
do. This is adequately proved by the h c t  that of all the 
used rails \ye have purchased this is the only one on 
which we have received a complaint and either Hunt or 
Pittsburgh \vt \rc~ t h e  inspectors on all our used rail 
contracts " 

The Inspection contract did not specify a n y  details of the specifica- 
tion to which supplies were to be inspected. The relevant portion 
i i  Mr. McCuskt4s c\ridencc on this point reads as under:- 

"Quest1011 -The inspcction contract issued does not lay down 
specifications for tht. rails purchased to which the inspec- 
tor is required to comply. You have elready said that 
the specifications for the relaying rails are well-known 
to the inspector and also to the trade. Reading the 
photostat AREA specification in the file, which has been 
supplied by P.T.L. subsequently on request at the time 
complaint was received from India, i t  is stated in para 



2 (d) that "the maximum wear allowed in each case shrill 
be specified by the user or the purchaser". This maxi- 
mum wear has not been specified either in  the contract 
on American Rail nor in the inspection contmct on P.T.L. 
The subsequent correspondence with P.T.L. after t h e  
complaint has been received. 

Mr. McCuskel-.-First of all, I believe that  the AREA specifica- 
tions for used rails in the last part  do set forth the per- 
centage of wear permitted, this is not expressed in per- 
centages but is expressed in fractions of the whole that  
the wear may not exceed. At the time w e  concluded 
to buy relayers a s  is known in the records, Mr. Bishop 
checked with Ryhert W. Hunt with respect to the per- 
centage at \vear ~nvolved In No 1 and No. 2 relayers and  
he has noted on one o f  the cables previously referred to 
that this percentage was 4 and 5 per crnt. respectively. 
Whether the \vear perm~t ted  and  r x p ~ t ~ s s e d  the AREA 
specifications 1s comprab le  to the 4 and 5 per cent.. I am 
not In :I position t o  state O h - i o u s l y  four years Inter 
and alter rccclpt of thc compla~nt.  ~t seems clear that w e  - 
should have specified in details what we  wanted P.T.L. 
to do .4Itcrnat1rcl>-, at thc t ~ m ~  \i.c p l e c ~ l  the contract 
we knr\s P T.L. ,IS onc o f  thv t\vo authori t~es with the  
indcpendtm3c\ il,.c. u anted t o  pass o n  and inspect usmi 
rails in  accordance \\.lib \chat  i 4 . t .  undclrstotul \vas a n  
ackmo~-ledgcd cichc~ ~ p t ~ o n  In thi. tr-adt.. c t . No 1 and 
No. 2 r e h y r r s "  

15. The Insptmion Rr.p~)rt l u ~ n ~ s h r d  !I\ thrl P~t tsburgh  Laboralory 
contained a s t~pulat ion t o  the cflcct that the I-cport covwed the ccmdi- 
tion of thc r a ~ l  as  seen the. Inspector and reflected h ~ i  best jl~clg- 
mcnt and that no  li;tbll~t?. 1% a:: :wcrptc.d for  c ~ c ~ c T ! . ~  t ha t  might h a w  
been overlooked b h ~ r u  ( 1 1  for cr-ror of judqrncnt or for claims that 
might ensue nn the JJAI I o f  tbc. illtln~atr* rece1t.w o f  the merchandise. 
i t  would b~ rc lcvant  to i ) t r l i l t  o u t  that f ~ r d ~ n a r i l y  insptbction agencies 
do not accept llahil~t.; frbr ~nspcvctlrtn errors 

16. The  Mission had Iwtm dlrcwtcd to take procurement action on 
the assurance o f  the Yr~mth Min~s ter  c ~ f  M c w r  State  that  a formal 
indent would he platsrtd Iatcr. and  also on the acceptance of the offer 
5y the Railway. The R a i l w q .  however, placed an indcrrt in May 
1949 only for 1092 tons. the quantity shipped by thot time. No 
forn~al  indent for the balance quantity was placed hy them despite 
repeated rernindcrs In September, 1949, the Railway intimated that 
as Government of  India was to take over the ltejasthan Railways 
they would not conmi l  thcrnsclvcs to the purchase of the balance 



quantity. The Industry & Supply Ministry thereupon asked the India 
Supply Mission on September 27, 1949 to intimate the possibility of 
cancellation or suspension of the balance undelivered quantity, with- 
out nny financial repercussions. The matter was taken up with the 
supplier on Sepkmber 30 but they insisted in reply that contractual 
sbligaticils should be honoured by India Supply Mission and added 
that  "8,000 tons have already been shipped or are a t  the dock or are 
en route to the dock and that they have already made commitment 
for the remaining 2,000 tons". On October 11, following discussion 
with  Director, a cable was issued to the supplier, instructing them 
that  "No further quantities against this contract are to be shipped 
40 sea-board". To this the reply received from the suppliers was 
."Too late to make changes. Our Commitments already made. 
Unless shipping instructions are received within 3 days they will 
consider themselves free to make shipment to any U.S. port without 
prior notice to India Supply Mission." 

The delivery period specified in the contract was as under:- 

"approximately 3,500 tons in 4th quarter 1948. Balances to be 
shipped within 12 months from date." 

As on 30-9-1949, the position was that 3,362 tons had already been 
shipped while 4054 were a~vaiting shipping instructions from the 
India Supply Mission and the supplier was under no obligation to 
ship the balance until 31-12-1949. It  was not, therefore, possible 
to cancel the contract unilaterally. It is true that the contract did 
contein the under-noted Termination Clause: - 

"Terr~zination of Contract: If at any time during the term of 
this contract, the plans of the Government of India 
change for any reason. we shall have the right to termi- 
nate this contract by notice to you by registered letter. 
1x1 respect of such of the material that is complete and 
ready for shipment \vithin thirty days after such notice, 
we agree to accept delivery thereof at the contract price 
and terms. 

in the case of remainder o f  the undelivered material. we may 
elect (a) to have any part thereof completed and take the 
delivery thereof at the contract price and (b) to cancel 
the residue (if any) and pay you a prorated amount of 
the contract price based upon the stage of completion to 
be certified by you. You shall deliver all such meterial 
i n  process of manufacture to us and shall return to us 

. any funds remaining on our credit. No payment shall 



be made by us for any material not yet in process of 
manufacture on the date notice cancellation is received." 

but as is obvious from the wording the clause is really intended £or 
application to cases in which manufacture is necessary and not t o  
cases in which purchase of second hand materinl is involved. A 
categorical statement halying been made by the suppliers in this case 
to the effect that they were already committed to the purchase of such 
material las had not already been shipped or was about to he shipped, 
the India Supply Mission presumably thought that little would be 
gained by invoking the clause. They had no reason at  that stage 
to doubt the bona ftdes of the firm. In fact, as will he observed 
from the under-noted statement r e s r d i n g  the dates on which the  
supplier notified availability of the material and asked India Supply 
Mission to makc shipping arrangements therefor. the correctness of 
their statement that the material \ms  either in hand or they stood 
committed to its purchase would be proved; 

Delay in despatch was due t o  thca tirnc taken by the India Supply 
M~sslon either In ubtarn~ng necessary export licence or in Anding 
ntsessary sh ippng spacc 

On receipt of confir~natlon from Indla thet cancellation on payme~rt 
of compensation was not desired the contract was allowed to run its 
course, the last shipment being made from U.S.A. on January 31, 1950. 
The contract delivery period was extended beyond December 31, 1949 
because the export iiccnce had expired and fresh licence imd to be 
obtained. 



17. Particulars o f  shipment made against this contract a re  giver, 
below : - 

Date Quantity i'rons) 

18. I t  was only on 15-5-1950 that the Railway Board advised the 
India Supply Mission through the Directorate General  of Supplies 
and Disposals for the first time that rails of some odd sections and 
poundage had been received and thcit a large number of rails and 
fishplatec wercb unserviceable. The complaint did not specify the 
nature of defects nor did it say what the defective qu:.ntit?; was. The  
data contained therein was insufficient for lodging a c l ~ i m  against 
the suppliers. It is also known from legal advice since made avail- 
able that a long period o f  time having alreudy intervened between 
the date of despatch of most of the consignments and the date of 
receipt of the first notification that there was anything wrong with 



- the stores supplied, there was little possibility of a claim filed cat that 
stage being found legally sustainable because law requires that "the 
-claim must be preferred as soon as defects a r e  discovered or  ought 
t o  have been discovered". On receipt of D.G.S. & D's letter, the 
India Supply Mission asked the Inspecting Agency to explain how 
 ails of odd section and poundage had been passed. The Inspection 
firm stated that no separate record had been kept of the numbers of 
56 Ib and 60 lb. rails accepted but that steps had been @ken to ensure 
that the correct no. of angle bars were sent for each size. *They 
reiterated that the rails approved by them met the  requirements of 
the specifications. These remarks were communicated to the 
D.G.S. & D. on July 19. On October 13, 1950 India Supply Mission 
received a cable from the Railway Board stating that American Rail 
and Steel Co. had offered them direct some relaying rails of the 
.same quality as previously supplied and that the quality of the latter 
having been found unsatisfactory, the firm should be informed thal 
offer was unacceptable. The contents of this cable were cornmu. 
nicated to the suppliers on October 19 who resented them. and stated 
in their reply of October 23 that an inspection having been carried 
out before shipment they could not believe that there was any trutb 
in the complaint. The Railway Board was requested on October 1% 
1950 to furnish specific details. A reply to this letter was received 
.on 5-3-1951 which indicated that out of 35.375 nos. of rails received 
in India against the purchase order, 21,327 were found fit for use of 
main line track, 7.350 could be used on unimportant track after 
removing defects and the remaining 6,698 were unfit for utilisation 
on railway track. It \vas stated that 11,917 nos. of angle bers could 
also not be used. 

On the d ~ t e  of :emi!l, c l  this letter the legal position In terrns 
of the warranty c,'.euse ir~ciuded in India Supply Mission's Condi- 
tions of Contract appended to the contract was that the claim had 
become time-barred except in respect of the last consignment of 80 
tons whlch vtas shipped on 31st January, 1950. The aforesaid 
warranty clause reads as under: - 

"You warrant that everything to be furnished hereunder 
shall be tree from all defects and faults in material, 
workmanship and manufacture and shall be of the 
highest grade and consistent with the established and 
generally accepted standards for material of the types 
and in full conformity with the specifications, drawings 
and samples, if any, and shall if operable operate pro- 
perly. This warranty shall survive inspection of, pay- 
ment for, and acceptance of the gods but shall expire 
(except in respect of complaints notified ta you prior 



to such date) 15 months after their delivery or 12 
months after their arrival a t  destination in India which- 
ever shall be sooner." 

Apar t  from the fact that the general proposition of L a ~ v  explained 
in para 18 above, over-rides the specific provision contained in the 
warranty clause regarding the time-limit within which claim must 
be preferred, it has to be pointed out that the decision given b>. the 
New York Court of Appeals on the motion regarding arbitration in 
this case implies that the clause itself does not apply to the contract 
because the firm claims that the printed appendix in which it was 
included and to which a reference was made in the bod!- o f  t he  
contract, did not reach them. 

On the basis o f  the data contained in the letter of 5th March, 
1951, a complaint was lodged with the suppliers on 4th June. 1951. 
In their l.eplv to thc complaints notified on 4 th  June. 1951 the 
suppliers replied as under:- 

"We note your statement that a mport from the C;ovel-nmcnt 
of lndia indicates that some 40'; of t h e  rails scc:ions, 
have been deemed unserviceable, that the rails ive1.e 
of different sections, that the spacing of angle bar 
holes was not uniform, and that the turnouts Irere unfi t  
for railway track." 

We find this report entirely inexplicable. Our records indi- 
cate that the material \re purchased against this um- 
tract was  considerably superior to the minimum require- 
ments set out in the contract. It is inconcie\.able, that 
"14.048 pieces u.ere badly bent, kinked and u - c i r : ~  I P L I  t " 
As you know,  every piece o f  rails shipped \{-as i n s p w ~ d  
and accepted by the Pittsburgh Testing Laborat~-,r.?, 
xvhom you retained and designated as the ce!?it!.inq 
agency for the material and upon w-hose certificates of 
approval paymc>nt ivas predicated. 

Pittsburgh Testlng Laboratory was not our representatl\ c In this 
transactlon, and u-c. are not called upon to defend its finc'r~~lgh It 
was our  experience throughout, however, that Pittsburgh Testing 
Labolatorv's inspection was most 1.1gorous Upon se\.eral occasions, 
it rejected material which both we and o u ~  supp!ier, n-clc satisfied 
conformed to contract spec1 ticat~ons. 

While it is true that  all of the rail shipped was not of the same 
sectlun, this 1s entirely immaterial. The contract pro\.ided only that 
the rail should be suitable for use in continuous track. and all of 
the rail shipped met these provisions. 
271 LS-10.  



Similarly a s  to  the angle bars, it is of no consequence that  they 
were  of different types. Rather, the important consideration was that 
the  angle bars match the rails, as the contract provided. The  bars 
i n  all instances matched the accompanying rail. In fact, it would 
h a \ ~ e  been impossible for the bars not to have matched the rail, for  
all shipments of rail and angle bars were lifted from a specific 
section of track. 

The turnouts you refer to Lvere purchased together with a sub- 
stantial quantity of rail from the Norfolk and  Southern Railroad. 
All of this material was practically new, the rail being almost 100";. 
No. 1. It was lifted by the railroad. not because the material was 
worn out, but because the railroad desired to replace the lifted rail 
with heax~ier equipment more capable of supporting the new and 
heavier Diesel locomotives the rallroad was in the process of acquir- 
i ng .  

In  its entire history our company has never encountered the 
slightest dissatisfaction wlth any railroad cqulpmcnt 11 has supplled 
In the Instant transaction. we took particular pains to see that all 
mlnlrnum requirements were substant~all\ .  csccedcd Purchases of 
rail of the requisite weights whlch were deemed merely adequate 
for this contract Lvere set asldc for other purposes, and r a ~ l  of 
superlor q u a l ~ t y  was ob ta~ned  at cons~derably greater espensc No 
effolt was spared to assure s h ~ p m e n t  of materlal of cscellent grade 

IVhel? each s h ~ p m e n t  was delivesed to the designated port, and 
propel- shipping documents were presented together with the certi- 
ficates of your agents accept~ng the ma tc r~a l .  our I -esponsib~l~ty,  of 
course ceased Nevertheless. u.e are cons~derably d ~ s t u r b d  at any 
c :  i:!c,-rn of thc indra Suppi\ hl~sslon a r ~ s l n g  out of t h ~ s  transaction. 
pa.-tlciiia~.ly slnce such crr t lc~sm lndirectl>. 1 4 e c t s  upon o u r  clrpanl- 
satBnn.  

I f  the report referred to in yoti1 letter 1s ac.tunll\ conc~~rnccl t\.ith 
thtb ma tc r~a l  furnish& by us, wc arc  certain that i t  has no basis In 
fact 

Thc. DC; S. & D was rcqucstcvf on Ju ly  6, 1951 t o  furnlsh further 
d ~ t a ~ ! ~  The full facts o f  the case were b r o u ~ h t  to the n o t ~ c c  { l f  

t h c  3l:n1btrv only on 15-4-52 Thc  M~ni s t ry  ~ristructrd the I n d ~ a  
S~.~rmlt.  Mission on 7-5-52 to lodge a formal clarm w ~ t h  the supp l i c~s  
o n  t t w  basis of such ~nfolmatron a5 was available \vlth them pendmg 
Iwerp: of further details from the  Ra~l\vav B o a ~ d  T h r  Mission 
a c ~ c ~ ~ c i r n g l v  lodged a c l a ~ m  for damagcs on 4-6-52 The  Suppliers 
rtpudratcd thc claim In t h e ~ r  1ettt.r dutcd 19-8-52 and stated that 
"l f  reports have emanated from I n d ~ u  that certain roil 1s not of t h ~  
y i la l~ ty  set forth in our  contract then it can trnlv be that the rail 



mnder reference was not the rail provided by the Company." This 
repl) not being satisfactory, the India Supply Mission filed a demand 
.for arbitratim on 10-7-52 and claimed a sum of $200,000 by way of 
-compensation. 

19. The Supplier, applied to Court of Law in New York for an 
rorder staying arbitration on the ground- 

(a) that the contract contained no provision for arbitration, 
since the copy of the standard conditions of contract 
stated to have been enclosed with it was not received 
$by them; 

(b) that the warranty clause having expired the matter could 
not in any case be referred to arbitration. This and three 
other successive applications of the Supplier were dis- 
missed by the New York Court. The first finally moved 
the Appellate Court for leave to appeal against the judg- 
ment of the NeLv York Court and for stayal of arbitra- 
tion proceedings The Court of Appeals, New York 
upheld the application of the Suppliers and turned down 
the India Supplj. Mission's case for arbitration. The 
case went against us because the Court of Appeals held 
that "a court cannot say that the in ten^ to arbitrate was 
so clearly expressed as to warrant a direction that parties 
proceed to settle their dispute by arbitration." A copy 
of the judgment of the Court of Appeals is enclosed. 
The India Supply Mission's Legal Adviser advised the 
Mission to abandon the claim on the ground that the 
claim had become Statute barred. Relevant extract 
from India Supply Mission's Legal Adviser's letter dated 
l3th June  1955 reads as under: 

"The +practical consequences of the present decision (which is 
a final one) is that any remedy that we may wish to 
pursue would have to be through the medium of the 
law courts. In  this connection, it should be noted 
that  a few of the deliveries were made over six years 
ago and these would be Statute barred. On the other 
hand, a substantial portion of the deliveries were made 
from November 1949 onwards and these would not be 
Statute barred. With regard to legal proceedings, our 
Counsel, as tvell as ourselves, are ot the strongest 
opinion that the Court would find against us on the 
grounds that the complaint, was not made promptly 
-after arrival of the material in India. Our full views on 
this subject are already on record and it will be recalled 



that the only reason that w e  advised arbitration was: 
that  w e  felt that there was just a possibility the arbit- 
rators might be disposed to override the technicah 
defence. 

In all the circumstances, we  have no alternative but to advise- 
abandonment of the claim." 

20. The facts revealed by this unfortunate case do point to the 
need for tightening up the esisting procedure in the India Supply 
Mission in the following respects- 

(a)  that the contract form should be so modified that t he -  
Standard Conditions of Contract become an integral 
part of it instead of being appended thereto, as a t  
present; and 

(b) that the esact slgn~ficance o f  the warrant) c l n u w  and 
the remed~es  ava~lable  thereunder should he cxplain- 
ed to the ~nden t ing  departments so that they are  fully 
alive to t hen  respons~bilitles In the matter  It will be 
necessary to e x p l a ~ n  t o  them that the  period of llnllta- 
tlon specified therem ~lot\vithst,tndlng xt 1s ntvxssary 
that clalms for replaccment/~~elmbul~.semc!i: are  filed 
prornptl? on d~sco\.ery of defects glvlng n s c  to thib claim 
and that such c la~nls  a rc  ~ n v a r ~ a b l y  acrr)mp;rnltid by 
available documentary c\ .~dencc for t h e v  sul)stantlat~on 
It u.111 also be necessary to point out that the pe r~od  o f  
llmitatlon under the tvarranty clause comrncnceb nut 
from the date of the reccalpt o f  the last cons~p lnwnt  1)ut 
from the date of the recclpt of c*ach c.onslgnrnerlt con- 
sideled ~ndependent ly unlc=,s t h r  stores involved a l c  so 
inter-connected that they canno t  bib Irr < # u g h ?  Into i i \ v  

until after the arrl\.al o f  the last cons lgnmnt  

As regards ( a )  above, nt8cessary instructions have* k e n  issued to 
the India Supply Miss~on on 13-2-1956 and the\. ha\.c iwen asked 
to so modify their contract form as to make the Standard Condi- 
tions of Contract an  integral jmrt of ~t 

W ~ t h  regard to ( h )  above. necessary instructions h a w  t)cihn 
issued to all the indentors expla~ning  the signrficance c ~ f  thc wnr- 
ranty clause and the ncrad on their part t o  report prompt!y the. 
defects and damages notrccbd In the stort.s received by them, vide 
Office Memorandum No PII-1 (38) 56 ( A ) ,  datrd 13-%I&%, cop>- 
enclosed. 



21. Consideration has also been given to the question as to whe- 
- ther  it is necessary to recommend to the  controlling authority of 
the consignee that suitable action be'taken against him for failure 
to report receipt of defective material a s  and when consignments 
arrived. As has been e x p l a i n 4  in  para 18 above, t he  general pro- 
position of law that claims for replacement of defective material 
must be preferred as  and when the defects are  discovered or  ought 
to have been discovered over-rides the specific proviso regarding 
limitation contained in the warranty clause. It  would, however, be 
unrcasonable to expect the consignee to appreciate such legal subt- 
leties nor could he be expected to know that the period of limitation 
specified in the Warranty clause commences from the date of 
receipts o f  each consignment considtred independently and not 
from thv date of the receipt of the last consignment. While i t  is 
true, therefore, that Government's failure to seek legal redress has 
arise11 out of the consignee's failure to report the matter promptly, 
the fact that he Lvas not aware of the full implications of the failure 
to takc prompt acti:~n has t o  bc taken into consideration in assess- 
ing what action shoulcl be taken against him. The matter has been 
brought to the  notice of the Ministry of Railways for such action 
as thvy mav consider necessary in the matter. The Railway Board 
h a w  rrlsc~ been asked to intimate the sale proceeds of unserviceable 
m:lter.ial because the quantum of loss sustained in this case will 
ha1.t. to i x  rcduct-d t o  tha t  extent. 

22 T h t  ~ n a i n  pnlnts of Audit criticism and the explanation 
otTthrcd by the d c a l ~ n q  officials in their defence have been set forth 
in thc, aho\-ci note Some of the points pleaded in defence are  not 
r11toqc.thc.r n- i thout  substance In the mam, hourever, it cannot bc 
dtanltd t h a t  thc casc had bccn badly handled by officers of the 
I n d ~ a  Supply h l ~ s s ~ o n  On receipt of the prelimjnary Audlt Report 
fro111 I n d ~ a  Supplv Mission's Audit Officer. the then Director, Shri  
H A Sujan ivah askcd tct makc a thorough investigation of the case- 
and  ht nti :\ detailcd report to Government 

Mr. Sujan's report indicates that Mr. Bishop who was ?.he J U ~ ~ ~ O Y  
nlo3t oflic~al handling the casc in its earlier stages either mis- 
rt .prcw~nttd the case t o  his superiors or failed to put it up properly. 
HI, con~parison of tht. prlccs o f  nelv rails CIS-a-vzs old rails was in- 
correct Ht* u-as also a t  fault in including a proviso in the contract 
to  thc clffcrt that thc second quality rails u.ould be acceptable to the 
extent of 45";. He Lvas also the one responsible for arranging the 
inspcctlon contract Mr. McCusker under whom he worked leaned 
much too heavily on him and is. therefore, to be held primarily 
respons~blc for the lapses referred to because Mr. Bishop wes after 



all only a clerk. In  any  case no action could be taken against Mr.. 
Bishop because he had resigned from service long long before t he .  
trouble started in this case. 

Shri  Sujan has held Mr. McCusker responsible for mishandling 
the case on the following counts : 

(i) For not inviting competitive tenders in  arranging purchase 
of second hand rails, as  required by India Supply 
Mission rules, which prescribe that tenders must be 
invited from all suitable suppliers for stores exceeding 
$10,000 in value. 

(ii) For placing a contract of this magnitude without veri- 
fying the financial stability and soundness of the firm. 

(iii) For  not obtaining the specific orders of the 
Director in taking these important and far-reaching 
decisions. 

(iv) For accepting a mixture of No. 1 and 2 relaying rails 
without bringmg the implications of such acceptance 
to the n o t ~ c e  of the Ministry or the indentor or wVcn 
drawing the attention of the Dlrector to the fact that 
such a clause was being inserted in the Contract. 

(v) For placing inspection contract on Pittsburgh Testing 
Laboratory who were engaged at the time by the con- 
tractors themselves and failure to consult the Director 
before makmg this commitment. 

(vi) For  laxity and ~rr-esponslbil~ty ~ r i t h  w h ~ c h  tlw contract 
progressed and fallurt  to scrutlnisc inspcctlon report, 
~ v i t h  the care and d ~ l ~ g e n c c ~  that 1s normall?. r c q u l r t ~ l  
of a Purchase Officer. 

(vil)  For not taklng prompt action to lodge a claim ~ v i t h  the 
firm. 

Mr. McCusker hc>lng a local rccrult and an Amcmcan Nat~on:il 1 :  

was doubtful u-hcthcr Govcrnnwnt crrulcl proccwd ngalnst h ~ r n  111 

the same way as they could against an c*rnpIytx s u b l c ~ t  to norm,{! 
rules. It  was a!so fenrid thnt his dism~ssal might have rcpurcu-- 
sions on the Arbitration case which was then xu?)-jt1dir.e. Tlw 
Director of India Supply Mlssion was thcrcforc nciviscri thnt ful l  
particulars of the case should bc placed bcforc! Shri  C. C .  D ~ I  
1Secretary. M~ni s t ry  of Works. Housing and Supply who was then 

on tour  in Washington) fnr final rirdcrs. Shri  Desai discussed the 
case with the omcers on the spot and decided that in thc  peculiar 



circumstances of this case, Mr. McCusker should be asked to resign 
his post. Mr. McCusker was relieved of his services in the Missic 
on the 31st December 1952. 

Shri  Sujan's report indicates that although the officials princi- 
pally a t  fault in this case were Mis.  Bishop and McCusker, Shri 
Palit, who was at the time of the issue of the contract the Director, 
India Supply Mission could not escape responsibility altogether a s  
he was holding charge of the post a t  some important stages viz., 
a t  the time of signing of the contract with the firm for the  supply 
of secmd hand rails, a t  the time of the receipt of the Ministry's 
request for cancellation of this contract and at the time of the  
receipt of the  first complaint from India that the stores were not 
according to specification and were unserviceable. The charge 
against him principally was that if he had checked and made sure 
before approving the purchase proposal and signing the contract 
(a)  that the purchase was in fact competitive and (b) that authority 
for permitting purchase of 2nd quality rails existed the loss might 
have been obviated. It  has, however, to be conceded in his defence 
that in his position as head of the Mission he  could not be expected 
to  check the correctness of each of the statements made by his 
sub-ordinate officers and was entitled to presume that all matters 
of details had been properly examined by them. The second charge 
against him was that he did not insist on physical verification of 
available stock at the premises of the suppliers before accepting the 
decision that cancellation was not possible. The points made in 
para 16 above have to be counted in his favour in considering this 
aspect o f  the case. As regards the third charge namely, that proper 
follow u p  action ivas not taken on the first complaint from India. 
t h e  position is that hlr ,  hlccusker never brought the Director into 
the picture a t  this stage. In any case. as Shri Palit is no longer in 
sul-vlce having rcsigncd in March 1951, it lras decided that the  
q~lcslion as to \ rht~ther  i t  ',vas open to Guvernment to proceed against 
him in n court of linv be es:,mined in consultation with the hlinis- 
try of Law. The Ministry o f  La\v advised that "as there is no 
evidencc to establish negligence before a court of law there is no 
rcason:ll)lc. charice 01' success i i  any civil suit Jvere instituted against 
him." I11 \*ie\i. o f  this lcgnl opinion, the question of instituting a 
civil suit against Shvi Palit has been dropped. 

S i i r ~  I - I .  A .  Stij(11l.-It \vould appear that data regarding the 
defects noticed in the consignrncnt became a\vailable to the India 
Supply blission as per I) G.S.  6. D's letter of March 5. 1951 which 
was seen by S h r i  Sujan, t h e  then Director of the Mission before i t  
was passed on by him to hlr. McCusker with the remarks "A very 
serious case, a detailed report please." No action was actually taken 



on this letter for nearly three months after its receipt in the 
Mission. Mr. McCusker has already been made to resign, amongst 
other things, for failure to take prompt action on this letter. How- 
e\.el.. it was considered that the seriousness of the case having come 
within the knowledge of the Director, it was his duty to ensure 
that timely action was taken on the case. It  was, therefore, decided 
to call for Shri Sujan's explanation for this administrative lapse on 
his par t .  

I-lis esplanation in brief \\.as that the remedies available under 
the law having already become time-barred a s  explained in para 18 
above. i t  cannot be said that fa i lure  to take plvmpt action had put 
Government to any loss. In an!, case. the primary responsibility 
for iailure to take timely action w-as that of Mr. McCusker who had 
failed lo submit a report to the Director in accordance \vith his 
written directions. The forcc of thew argumenk had tc.) be recogni- 
sed. Nel-erthcless Shri Sujan could not he absol\.ed of blame alto- 
gether as he should have chased Mr. h1cCusker when he did not 
submit the report u'ithin a reasonable time. For this lapse, i t  Xvas 
considered. that t h e  ends. o f  justicc \\.auld be met i f  Go\'t-rnrnent's 
displeasure n-as communicnted to h i m .  Th i s  has been done and a 
cup? tit :hc remarks has  twen placed on his Confidential file. 

Atrcntion is invited to para 16 of the main note Thr ot)st*rva- 
tir,n.s. of thc Committee h:i\.r. hou.c*\,er btvn brought tc,  tht .  n o t l w  of 
all * h e  r ficers of thc Indla Supply Mission 

" (ii) .-The Ministry of Works. Housing and Supply sh~ul t f  
have consulted the identor, vi:., the Ministry of Rail- 
ways before asking the India Supply Mksirm to  go 
ahead and placc the ordw with the fum " 

The M~nlstl-Y of Railways were not thc indrntrtrs Thc Indtm- 
tors rvcrc the Raps than  Ratlways. As shown in the full  report of 
th is  transaction {Paras 1 4 ) ,  11 was only after the  acceplancmc by 



t h e  indentor (Rajasthan Railways) of the offer obtained and com- 
municated by the India Supply Mission that the Ministry of Industry 
.and Supply authorised procurement action. Since the Ministry of 
Railways were not the indentors, the need to consult them before 
authorising the India Supply Mission to place the subject contract 
did not arise. The actual indentor was consulted. 

"(iii)--While the contract contained a provision that the firm 
was responsible for any defect or fault detected by the 
purchaser in the stores on their arrival in India, the 
Committee fail to understand why the claim could not 
be preferred earlier against the firm and earnest 
a t  tt.rnpts made to cffect recovery. The Committee 
lvould like to knolv the action taken against the offi- 
cials responsible for the delay in preferring the claim." 

For tu!l particulars of the action taken from time to time please 
.sec par.: 18 o f  thtb mam Xote. As regards action taken against the 
Purchase OfEc~rs  please scc para 22 of the full report above. 

I s somewhat extraordinary that the inspection 
contract was placed on the same private firm which had 
hcen hired by the suppiylng firm In connection with 
thc purchase o f  these very rails. The Committee a re  
perturbed that the salutary principle that Inspectors 
should n o t  In any way be connected with the purchase 
o f  thrl p:irticulal- gcwds has been departed from in this 
c;1se 

;'PC 1n~p~~:: iot :  Rtkpu!1, we tc  also reported to contam an un- 
usual t?.pc of statement that they covered only the 
condition of r a ~ l s  seen by the Inspector and reflected h ~ s  
t ~ c x t  judqmcnt and no liabllit>. was accepted for defects 
that rnighr ha\.c k e n  n\.erlcx~ked by hlm or for errors 
of  jucl~ment  or for claims that mlght ensure from the 
ulilrnate rccclver of the merchandise I t  passes the com- 
prchcn.;lon o f  the Committee how Inspection Report 
basc~d o n  random inspection, par t~cular ly jvhen the 
gOr,cls I\ c.1 secondhand, Lvere accepted by the India 
Supp lv  l l i ~ s l o ~ l ,  1V.ishlngion " 

Attention is Invited t o  paras 14 and 15 of the main Note. The 
forct. P:!C's c.rltlcisn~ is admitted. Mr.  McCusker who was res- 
punsit,lc tor the lapses has brrn made to resign The comments o f  
thc Comnilttce h a \ ~ e  been notcd and brought to the notice of t he  
India Supply Mission. 



"S. No. .(32) : The debit for Rs. 7 lakhs representing the value. 
of totally unserviceable rails which was lying under 
'Suspense' should be adjusted as a valid charge against 
the Railway concerned, without requiring the Ministry of 
Works, Housing and Supply to insist on too meticulous 
a fulfilment of the normal requirements of the supplies 
conforming to original specifications which it is in any 
case now impossible to do." 

The Ministry of Railways have in their letter No. 55,'W /lil/39, 
dated the 9th January, 1956. advised the Western Railway, Bombay,. 
as  under : - 

"In view of the recomn~endations of the Public Accounts 
Committee. it has also been decided by the Railway 
Board that the debit on account of the rejected rails may  
be accepted by you." 

The draft Note has been shown to Railway Board. 

NEW DELHI; 
The 22nd August. 1956 

Secre tary .  

STATE OF NEW YORE; 
COC:KT OF APPEALS 

No. 342 
In the Matter of the Application o f  OPINION 
American Rail & Steel Co., Appel- 
lant for an order staylng certaln CKIZEVISED AND USCOR- 
arbitrat~on attempted tu be held by RECTED. NOT FOR PUBLI- 
India Supply Miss~on (Government CATION. 
of India). 

Respondent . 
. . . . . . . a  X 

DYE, J.: 
The issue here is whether a contract for the purchasc and solc. of 

a quantity of used steel rails and angle bars bound the parties to scttlc 



disputes arising there from exclusively by arbitration. Whether it.. 
did o r ,  not depends on purchase order language providing, viz.: 

"This contract is placed in accordance with the conditions of 
contract Form ISM 826 Rev. Copy attached and can be. 
modified or supplemented, only in writing and signed 
by both parties hereto." 

Paragraph 25 of the afore-mentioned form provided: 

"ARBITRATION: All questions and controversies arising in 
connection with this contmct shall be submitted to 
arbitration in New York, N.Y., in accordance with the 
rules of arbitration of the American Arbitration Associ- 
ation." 

When a dispute arose as to whether the used rails delivered corres- 
ponded in quantity and quality to those called for in the purchase 
order, the purchaser demanded that it be settled by arbitration. The 
seller then made the within motion for a stay claiming that arbitration 
was not called for by the contract documents since the purchase order 
did not mention it  and that Form ISM 826 Rev. on which the purchaser 
relics, was not attached or that its contents were otherwise brought 
to the seller's attention. While respondent attempts to deny this 
assertion by saying that it was their practice to attach said form, it, 
nonetheless. takes the posltion that its omission "docs not change 
the s i t a t i o n "  The motion for stay was denied in Special Term on 
authority of Matter  of  Level E q o r t  Corp. (305 N.Y. 82, reversing 280 
App. Div. 21 1). Upon appeal, such denkl  was unanimously affirmed 
in the Appellate Di\.islon, First Department, and the parties were 
directed to proceed to arbitration. We granted leave in order that 
the controversy might he esamined In light of our subsequent decision 
In Mat ter  o f  Rtrcrdnle Fnbrtcs Corpo7wtion (306 N . Y .  2 8 8 ) .  That 
Case dealt with a saltsnote for cotton yarn containing a clause read- 
ing "This contract is also subject to Cotton Yarn Rules of 1938 as 
atnendetl". Paragraph 31 of those rules contained an arbitration 
Clause. We deerncd such reference was meffective "to render arbi- 
tration the csc lus i~t .  rcmcd?." because the intention to do so was not 
clearly exprcsscd. Ttus dlstinguishcd the holding in the Level case 
for thcrc. thc vcrhntitn rcfcrencc in the main contract to the salesnote 
pro\.ision did not, ns a mattes of law, raise any substantial issue as to 
the making o f  the ngwcmcnt to arbitrate (Ci17il PI-ac. Act, & 1458. 
subd. 2 ) .  In our view this case more closely resembles Riverdale 
than Level and, accordingly, a court cannot say that tho intent to 
arbitrate was so clearly expressed as to warrant a direction that 
parties proceed to settle their dispute by arbitration. 



The  order should be reversed and  motion to  stay arbitration 
;granted with costs. 

Order of the Appellate Division and that of Special Term reversed 
with costs in all courts and matter remitted to Special Term for fur- 

- ther  proceedings in accordance with the opinion herein. 
Op in~on  b ~ .  D?.t.. J. All concur. 

ENCLOSURE I1 

Copy of Office Memorandum No. PII-1 (38) 56 (A) dated the 13th 
February. 1956, fro the Ministry of Works, Housing and Supply, New 
Delhi. to All hlinistries of the Government of India. etc. 

.S~ lb lerr:  -Defects and Damages noticed by the Cons~gnees in supplies 
a r r a ~ g t d  by the Purchasing Organlsations of the Ministry 
of Works, Housing and  Supply-Notification of claims for 
replacement reimbursement. 

Inves t~ga t~on  ot clrcurnstanctls lradlng to the loss sustalncd by 
Government In the case relating to purchase of secondhand rails by 
the  Indln S u p p b  Mis~ron for tht* Rztjasthan S t a t e  Ra1liva.s has polntcd 
to the  need io: tlghtenlng up procedure. and  alcrtlng ~nden to r s  con- 
signees as : ( I  tht.11 r-lghts and obl~gatlons in  the matter of clnlnilng 
replacemt~n: o! ciefcctlvc supplies T h c  Standard Warranty clause 
includtd :r? 1ndi:i Supply Ml:,s~on's C(mcl~t~on\  of Contract reads as 
undr r .  - 

. \3'.AHRANTY .AS TO QUALITY You warrant that every- 
thmg t o  be furn~shed  hereunder shall be free from all 
d e f ~  t s  j t ~ d  faults In materral. \vorkrnansh~p, and manu- 
facture ,rnd shall t c b  o f  tht. h~ghcbst grade and conslstclnt 
\ v ~ t h  thc cstabl~shcrl and pxwrally accepted standards 
for material o f  the type ordercld, and ~n full conformity 
with the speclficatlcrns, drawings, or samples, ~f any, 
and shall ~f operable oyemtr properly This witrranty 
shall surv1.c.c Inspwtirm of. prrynwnt for,  an acccpt- 
ancta of the gtxxls. hut shall taxpire (tbxcept In respect of 
ctrmplaints notified to you prior to such date) fiftccn 
months after t h c ~ r  d c l i v ~ ~ r t .  or  twclve months after t h c ~ r  
arrival  ;it ultinmtr dest~naticin In India, tvhlchrvcr shrill 
tw. :mmtar " 

Tht ;~ctricr. ~ I \ V . I I  1 . r ~  ttw Mlnlstry o f  L a w  fo l low~ng a n  nnelvsis o f  
tktb ~mp!~c,rtlr,n o f  this clausc I S  that the  pvrltxl of limitation under  thc  
warran!). clause .sh(~uld be dcrn1c.d to commcncc. not  from the date of 
mcdpt of thr. kist and final constgnmmt hut  from the date of rvccipt 



of each consignment considered independently, unless the stores in-- 
volved a r e  so inter-connected that they cannot be brought into use- 
until after the arrival of the last consignment. They have further 
emphasised that the period of limitation specified in the Warranty 
notwithstanding, it is necessary that claims for r ep l a~emen t~ re im-  
bursement are notified promptly on discovery of defects giging rise 
to the claim. In this connection it may be pointed out that a claim is 
inadmissible in the eyes of the Law unless it is preferred as  soon as. 
the  defects a r e  discovered or ought to have been discovered by the 
Consignees. 

2. It  is hardly necessary to empha;ise furthermore that a claim 
must be fully documented to be legally \,slid. In other ~vords ,  full 
details of the defects giving rise to the complaint, quantity and value 
involved, photographic or analytical evidence of the defect etc. have 
to be furnished to enable the Purchasing Organisation to lodge a 
proper claim. As direct correspondence with the supplier is apt to 
weaken the case indenting officers consignees should refrain from; 
doing so, and leave it to the Purchasing Organisation to serve a pro- 
perly worded legal notice on the suppl~ers  on the basis of t h e  date 
furnished by them. 

3. The Ministry of Railways, etc., a re  requested to bring the above: 
to the notice of all the indenting officers consignees under their con-- 
trol for guidance and compliance. 

To, 
All Ministerics of the Government of India. 
Secretary t o  the President. 
Military Secretary to the President. 
Prime Minister's Secretariat. 
Cabinet Secretwriat. 
Lok Sabha Secretariat- 

. Rajya Sabha Secretariat. 
Department of P a r l i a m e n t a ~  Affairs. 
Partition Secretariat. 
Planning Commission. 
Community Projects .qdrninistl-ation (Planning Con~mission), 
Suprcnw Court o f  India. 
Union Public Service Commission. 
Elect ion Commission. 
Department of Atomic E n e r u .  
Comptroller and Auditor General of India. 



All Offices attached and subordinate to the Ministry of W.H.&S. 
(except D.G.S. & D. I.S.D., London, and I.S.M., Washing- 
ton) 

Copy t0:- 

1 .  The Director, India Supply Mission, Washington. 
2. The Director General, India Store Deptt., London. 
3. The Director General. Supplies and Disposals, New Delhi. 

Prompt action should be taken on all complaints regarding defects 
-and damages notified by the indentors consignees. On receipt of a 
)complaint. immediate action should be taken to examine the contract 
and to  file a claim for damages with the supplier before it can become 
time-barred. Legal Adviser should invariably be consulted before 
lodging a cleim with the suppliers. Once a claim is made, it should 
be pursued with the utmost espedition so that Government is not 

:?ut to any avoidable loss. 
4. All Sections of the Ministry of W.H. & S. (except C.R., P. I 

and P. 11). 
5. P. I Section. 

6. Chlef Audit Officer (F.R. & S.), New Delhi. 
7. Chief Pay and Accounts Officer (W.H. & S.), New Delhi. 

8. Ministry of Finance (Supply Wing). 
9. Guard File. 



APPENDIX XVII 

(Reference Para 82 of Report) 

MINISTRY OF RAILWAYS (RAILWAY BOARD) 

With reference to the disciplinary aspect of the cases mentioned 
i n  paras 10 and 11 of the Railway Audit Report, 1955, the Public 
.Account Committee have observed as under in their recommenda- 
tions Nos. 9 and 10, contained in Appendix 111 of their 17th Report:- 

Recommendation No. 9:-Even after three years since some 
of the high-ranking Officers of ex-Saurashtra Railway 
had been suspended and charge-sheeted for the various 
financial irregularities committed by them in the matter 
of stores purchases as disclosed in Para 10 of the Audit 
Report, it had not been possible to finalise disciplinary 
action against them, although the charges, involving 
misappropriation and forgery. were of a very 
serious nature warranting criminal action. (The total 
estimated loss in this case has been reported as 
Rs. 523.792.) 

Th? Committee are distressed to see the routine manner in 
which this case has been dealt with bv the Railway 
Board. They are at a loss to understand why when the 
Report of the Departmental Committee which investi- 
gated thls case revealed that the officers concerned had 
forged documents which called for cr~minal  investiga- 
tion. the case had not been reported to the Police for 
concurrent action. In the opinion of the Committee, 
delay in finalis~ng the Departmental action might have 
a prejudicial effect due to loss of evidence such as may 
be a\.allable on t h e  criminal proceedings that might have 
to be ~nstituted. 

The Railw-a. Board should pursue this case which has been 
~.e ferrd  to t h e  U.P.S.C. for advice, vigorously. 

(Paragraphs 17, 19, 20). 

Rccon~rt~endation No. 10:-The same Officers (General Mana- 
ger and the Chief Mechanical Engineer) who were 
involved in the case referred to against S.  No. 9 are 
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reported to be responsible for the irregularities disclosed 
in Para  11 of the Audit Report also. The disciplinary 
action against them should be expedited. 

(Paragraph No. 22) 

As regards delay in the finalisation of departmental ac:ion, t h e  
same is accounted for by several weighty factors as explained1 
below:- 

Investigations following the receipt of an anonymous letter in . 
January, 1952, by the FA & CAO, Western Rallway, alleging huge 
advance payments of o\.er Rs 4 lakhs by the Reglonal Accounts 
Officer, Bhavnagarpara. revealed serious ~ ~ ~ ~ q p l a l - i t ~ e s  111 the  
purchase of stores worth over Rs. 13 lakhs committed by the 
Gencral Manager and othel. senlor oflice~s of t h ~  r ~ - S a u ~ a s h t ~ a  
Railway Following the report of t k  Fact F l n d n g  Comm~t tce ,  
and in accordance w ~ t h  the recommendations of t h e  Gencxral 
Manager. Western Railway. the General Managri,  the Chief 
hlechanlcal Englneer and the Chief Acc'oun:~ OAiccr E x - S ~ ~ L . :  i i b h 1 1  a 
Railway. were placed under suspension from 14-5-52 and thc Con- 
troller of Stores was transferred away from the \Yestern R a ~ l u  a? to 
the Central Railway In January.  1954. he also was placed under 
suspensmn 

In October 1952, charge-sheets cn~bod\. lng a numbcr of ~r regula-  
rities detected by the Fact F l n d ~ n g  Commlf.tce \vcrc sc*r.\.cd on the 
Officers after get tmg the charge-sheets \.ctted b?. t hc Ha~l\li;ay Legal 
Advisers All the officers subrnltted their defence st atc.mcJn: s by 
February, 1953, to the General Manager. Western a 1  \vho 
forwarded them to the Board In Junta. 1953, 1 ~ 1 t h  hi5 d e t a l l d  corn- 
ments on the various p o ~ n t s  ra1sc.d In t h e  \ v r ~ t : ~ ~ ~  statement o f  
defence. Later,  an Enquiry Committee, as requlr-ed uncicr t h r  
rules, was set u p  to conduct an oral enquiry into thc cha! gc.5 agtrlnst 
the four officers. 

3 The Cornm~ttee cornrncnced thelr \vark In SCptcmbcr, 1953, and 
devoted on an average more than 7 hours a clay on  all irorking 
rl:ivb After r t vo rd~ng  of the evjdpncc on 16-2-54 tlmt. N ~ L ~ \  gi\'tbn 
ttr the accused officers up  to 8-3-54 to file ttwrr final wr11tc.n state- 
ments. From 10-3-54 onward\ the Comm1ttc.c Mcmbvr.s \vc.l(. p1nc.t.d 
on sptwal duty  to  glvca thelr full time to studying t t w  \roluminous 
record, c~videncc etc and write t h e ~ r  report Thc lepw t Has hub- 
mlttfd by the Commlttec on 30th June,  1954 For speeding Up the' 
enqurq", the charge-sheeted c~Mccrs were rcquc*sttd by the Cnmnlittec- 



to attend on Sundays and Holidays also and in spite of some resist- 
ance to the suggestion the Committee arranged for some sittings 
on Sundays and Holidays. The main report is in two volumes 
covering 684 pages; 5 volumes contain the defence of the officers and 
the oral evidence recorded by the Committee; 3 volumes of appen- 
dices contain the relevant documents to which the Committee had 
to refer during the course of the oral enquiry. 

4. The Enquiry Committee Report was received in the Board's 
Ofice on 12th July, 1954. This had to be fully gone through before 
a note summarising in a concise from the salient points of defence 
put forward by the accused oficers and the result of the Committee's 
investigation was submitted to the Board in October, 1954. The 
case was then considered by the Railway Board and a tentative 
-decision was taken in December, 1954, that the officers were guilty of 
the charges and that the General Manager and the Chief Mechanical 
Engineer should be dismissed from service and the Chief Accounts 
OlHcer and the Controller of Stores removed from service. This 
decision was finalised in January, 1955, and the Western Railway 
were addressed on 25-1-55 to serve a show cause notice on the accused 
--FRcers. According to the procedure in the matter of serving the 
'show cause' notice it was necessary to supply the officers with 
copies of the Enquiry Report. This meant that the copies of the 
report had to be made out by the Railway Administration aftex 
weeding out portions with which the accused officers were not 
concerned. All this involved meticulous scrutiny of the \duminous 
report and a considerable amount of clerical labour. Besides certain 
other difficulties were experienced by the Railway Administration 
in making out the reports to be sent to the charge-sheeted officers. 
The  'show cause' notice could, therefore, be served on the officers 
by the Western Railway only in June 1955. The officers were asked 
to submit their replies within one month. The officers concerned 
were granted an extension of time by six weeks for replying to the 
'show cause' notice; in the case of the General Manager further 
extension of time by one week was granted as he could not give 
his reply within the time previously allotted owing to illness. The 
officers submitted their replies to the General Manager, Western 
Railway, by October, 1955 During November, 1955. and January, 
1956, the General Manager, Western Railway, submitted his report 
to the Board on the replies of the officers to the 'show cause' letters. 

5. On examination of the replies it was considered that the 
penalty should be enhanced in the case of the Chief,/Accounts 
Olflcer from removal to dismissal from service and reduced in the 
case of the Cont~vller of Stores from removal from service to with- 
271 LS-11. 



holding of increments for three years. This necessitated a further 
'show cause' letter being served on the Chief Accounts Officer. In the 
meantime, the case against the General Manager, the Chief Mecha- 
nical Engineer and the Controller of Stores was referred t o  the  
Union Public Service Commission for advice in February, 1956. 
The Chief Accounts Officer's reply to the revised 'show cause' letter 
was received, with the General Manager's comments thereon, in 
March, 1956. After examination of the reply, his case was also re- 
ferred to the commission for advice on 2-4-56. 

6. The advice of the Commission is awaited. Generally, it is not 
the practice to remind the Commission in such matters. However, in 
view of the delay which has already occurred in this case, the Com- 
mission have been reminded twice to tender their advice as early 
a s  possible. In a communication dated 21-1-57, the Commission 
have advised the Board that they hope to make their advice avail- 
able to the Board in about two to three months' time. Orders will 
be issued as soon as their advice is received and considered. 

7. The proceedmgs against the officers have dragged on for some 
time. This is accounted for by the fact that the case is very com- 
plicated and a vast mass of detalls had to be collccted from various 
sources and exam~ned.  The magnitude of the casc and thc work 
involved 1s evidenced by the fact that the main report nf the Corn- 
mittcc alone covers as many as 6.84 pages, and is perhaps the bulkiest 
report ever produced In a casc of departmental action. Apart from 
this, the accused ufiicers also uccaslvnnly adopted dilatory and obs- 
t ruc t~ve  tact~cs. A number of relevant records of the ex-Saurashtra 
Railxvay which were taken over from the Covcrnment of Saurashtra 
and handed ovrr tcj the representative o f  thc Ccncrnl Manager o f  
tha: Rnllwa?. have been found. In the cc~urse of the c n q u ~ p ,  to hove 
disappcaared. Thls added t c ,  t h ~  dela>.  as, ln the rtbsrncc of these 
retwds, the cvldcncc of scmw o f  the rt*tlrc.d Saurashtra Govern- 
ment and Rallxvay officials had to he taken to establish the actual 
pr (m4urc  o t~ ta~nrng  on thc Saurashtra Railway p r ~ r ~ r  trr Fcdcral 
Flna;lcl;il Integration. Under the rules 11 1s ncwssory to supply to 
t h c  accused oficers cop~cs  r r f  thc rcpc~rt ( if  thc  Enqu~ry  Committee 
at thr! tntnc o f  asklng them tr, 'show cause' why the penalty propc~srd 
sh~,ultf not Ltr ~rnptsm.i o n  thern. The report, as already stated 
aLc~.:t r.ovtkrs 684 pages Copies thereof had to be made out try the 
R a ~ i u a ~  Atlrn~nistrat~un after wwding out partlrms with which the 
of7ict.r; were not c o n r e r n ~ d  and supplled ttr thcm. On rcccipt of thc 
rrplics, :hr Rarlway Administration had to examine the points--relc- 
van1 ar?d irr~levant-raised rn thi* replies w r y  carefully. As only t ! ~ e  



joint efforts of many ofBcers could cope with the amount of the work 
involved, no special officer was appointed to examine the voluminous 
.defence of the four officers running into hundreds of pages-which 
were prepared by them in consultation with the Railway's legal 
advisers. This work was done by certain officers on the Railway 
outside their office hours in addition to their day-to-day reguIar 
work. Some time was, therefore, taken for this also. The task oi 
the  railway was made more difficult as none of the Members who 
constituted the Committee were available for consultation, they 
either having retired or been transferred away from the Western 
Rail way. 

8. As regards the P.A.C.'s observation about not initiating pro= 
secution concurrently with departmental proceedings, the position 
is that, after considering the replies of the officers, the Board were 
not sure whether in view of the IegaI implications which had come 
to notice through the defence of the officers, a prosecution would 
hc successful. It was considered that €he proper course in this case 
would be to first finalise the departmental action and then hand over 
the papers to the Special Police Establishment to examine whether 
the case is fit for Iaunching prosecution. Incidentally, the line of 
action taken by the Board is consistent with the extant policy of 
the Government, according to which the question of Iaunching pro- 
secution should be considered after the departmental proceedings 
are  concluded and the penalty, i f  any, imposed. In accordance with 
the Board's decision ahe S.P.E. was addressed in March, 1956, to star1 
investigation of the case against the four officers so as to consider 
whcthcr the case is fit for launching prosecution. The S.P.E., 
Bombay. have already advised us that a case has been registered 
against the otficers and that investigation is under progress. If the 
investigation reveals that the case is fit for launching 
prosecution, this will bc done but only after departmental proceed- 
ings against the ottlcers are finalised. 

This has been vetted by Audit. 

NEW DELIII; I Joint Director, Finance ( B u d g e t ) ,  
(. Di~ted  12th Jlrne. 1957. (Rniluwp Board) .  



MEMORANDUM 

la continuation of the memorandum submitted to the PAC iD 
regard to the disciplinary action against the officers of the ex- 
Saurashtra Railway mentioned in items 9 & 10 of App. I11 of their 
17th Report it is stated that the advice of the Union Public Service 
Commission was received on 12-6-57 and has been accepted. 
Accordingly orders have been issued on 30-7-57 dismissing Sar- 
vashri J. M. Pandya, the General Manager, M. R. Pandya, the Chief 
Mechanical Engineer, and L. B. Audich. Chief Accounts Officer, from 
service and removing Shri M. M. Parekh, Controller of Stores, from 
service. The question of pay men t of Government's contribution to 
the Provident Fund and the special contribution to the Provident 
Fund for these officers is under examination. Action is also being 
progressed regarding the prosecution of Sarvashri J. M. Pandya, 
M. R. Pandya and L. B. Audich. 

Dated 17th August, 1957. Dtrector. Finunce (Expendit we) ,  
Railway Board, 



APPENDIX XVIII 
(Reference Para 83 of Report) 

MINISTRY OF RAILWAYS 
(RAILWAY BOARD) 

SUBJECT: -Infructuous expenditure in the purchase of Oil Tank 
Wagons. (para 83 of Public Accounds Committee's 17th 
Report 1955-56.) 

The Public Accounts Committee have observed inter aria as 
under : - 

"The Committee regret to mention that the Railway Board 
have taken too complacent a view of this matter. They 
would like to reiterate the recommendations made by 
them and desire that the Board should re-open the case 
and allocate responsibility for the failure in their O!Ece 
which had culminated in this waste of Public money." 

The matter has been examined further by the Board, as desired. 
'The Memorandum submitted by the Board on the last occasion to 
the  Public Accounts Committee covered item 29 of Appendix I1 to 
t he  13th Report of the Committee, which reads as under:- 

"The Committee should like to know who were the officers 
responsible in the Railway Board for not pursuing the 
case relating to the purchase of oil tank wagons, refer- 
red to in para 26 of the Audit Report, 1953 and finding 
out from the I.S.M., Washington, what action had been 
taken by them in claiming rebate from the Canadian 
Firm on account of the late delivery of the wagons. The 
Committee should also like to know what action the 
Railway Board propose to take against them for the 
loss caused to the Exchequer through their contributory 
negligence. 

The Committee are surprised that negotiations had not been 
conducted in this case with the Belgian firm before 
finalising the deal with the Canadian firm. They are 
not satisfied with the justification put forward for the 



favourable treatment accorded to the Canadian Arm 
The Committee wish to record their dissatisfaction over 
the manner in which this transaction was handled by 
the Railway B d . "  

The offer of the firm which had been accepted in 1947 was ex- 
pressly on the understanding that the firm would not agree to any 
penalty clause in so far as deliveries were concerned. The Com- 
mittee's observations in regard to this transaction as contained in 
the second sub-para of the remarks extracted above, were "noted". 
In the circumstances, the only course left was to authorise the India 
Supply Mission, Washington, to negotiate any rebate for the late- 
supply that might be possible and this was done in December, 1948. 
Failure to follow this up cannot in itself be considered to have cul- 
minated in waste of public money though it is possible that, if the 
correspondence had been pursued actively with the I.S.M., Washing- 
ton, at the time, some of the extra expenditure inherent in a con- 
tract which did not prescribe a penalty or rebate for late deliveries 
might have been retrieved. 

As already explained, the officer-incharge of the Branch. who 
in December, 1948, had imt~ated the correspondence with the I.S.M., 
Washington, resigned on the 8th Januam, 1951. If he had continued 
in senice it could be expected that he would have pursued the 
matter from personal recollection of such an important case which 
he had handled. He successors who were not familiar with the 
case cannot be blamed for oversight in the matter of following up 
the case through the issue of timely remlndcrs. The rcspnsibil~ty 
of the lower staff and particularly of the Section Of3cer was not so 
clearly defined in this respect in the past and thoy cannot. there- 
fore, be held rcspons~ble for the omisswn to issue timely reminders. 
The procedure for ensuring that timely reminders arc issued has 
been modified as a result of Organisation and Methods measures in- 
troduced since 1955. Extracts of paragraphs 665 and 666 of the 
revised Manual of Office Procedure of the Rallway Bcmd's Ofncc 
(Provisional Issue) circulated for the mformation and guidnncc of 
staff in June, 1955, are e n c l o d  together with a copy of omce order 
recently issued to further nnprot9e matters in thu connection (Omce 
Order No. 139 of 1956 ) 

The correspondence wiLh the I.S.M., Washington, having now been 
revived, the question of securing a rebate from the Ann, if possible, 
b being punsued actively. 



Extract from the revised Manual of Office Procedure of the 
Railway Board's Office (Provisional Issue) 

*** * * * *** * * * 
665. Suspense and Reminder Diary.--The Diarist will minta in  

a Suspense and Reminder Diary in which he will enter date-wise:- 

(i) all cases placed in suspense and which have been marked 
for re-submission on a particular date; 

(ii) cases on which reminders are to be issued on specified 
dates; and, 

(iii) cases which have been referred un-ofllcially to other 
Ministries and the return of which is awaited. 

An ordinary calendar diary may be used, entries being made under 
the relevant date. 

666. The Diarist will examine the Suspense and Reminder Diary 
every morning. He will take out files (or copies of challans in 
respect of files referred to other Ministries etc.) marked for that 
date and hand them over to the Assistants concerned for the neces- 
sary action after marking their movement in the File Register. If 
a file is not available, the Diarist will hand over to the Assistant a 
reminder slip in Appendix I11 (13). The entries in the diary will 
be scored off by the Diarist simultaneously. 

'Appendix 111 (13)' 
REMINDER SLIP 

(Chapter VI, Para 666) 

File Number . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  on the subject 
of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  which 
was marked for today is not available having been submitted to . . 
. . . . . . . . . . . . . . . . . . . . . .  on . . . . . . . . . . . . . . . . . . . . . . . . . .  

Signature of Diarist. 
Bate on which assistant or 

Clerk wishes to be reminded 
........................... again or other instructions. 

Signature of Assistant/Clerk. 

Signature of Section OdScer. 



GOVERNMENT OF INDIA 
MINISTRY OF RAILWAYS 

(RAILWAY BOARD) 
Ome Order  No. 139 of 1956. 

A case has come to notice in  which due to the failure of a Branch 
in not having taken proper and prompt follow-up action, the Gov- 
ernment has been put in an embarrassing position. 

In this connection the attention of all Section Officers and 
branches is drawn to the instructions contained in paras. 665-666 
and 905-907 of the revised Manual of Office Proced~rtz (Provisional 
Issue) and to the following extract from Minute No. 7 of the 0 .  & M. 
Meeting held in the Board's office on 28-11-1955. 

"Director Efficiency Bureau pointed out that the "Suspense" 
& "Reminder" Diaries were not being properly main- 
tained and drew attention to paras. 665 and 666 of the 
Manual of Office Procedure. It has been suggedted that 
instead of the D~arist  maintaining (t single diary for 
the Section as a whole, each b s i s t a n t  should keep his 
own note of the "Reminder" & "Suspense" cases in an 
engagement diary and should himself get the files out 
on the due dates for further action. This change would 
enable Assistants to keep a better and continuous watch 
on the progress of cases handled by them. The 
Director EfRciency Bureau also pointed out that a t  the 
last meeting of the Organisation and Method Division 
of the Cabinet Sectt. held on 9th November. 1955, i t  
was agreed that the Revised procedure for marking of 
files for "Reminder" L "Suspense" by Assistanis be 
adopted. All concerned were, therefore, requested to 
note and ensure that this 1s followed." 

While the above instructions provide an adequate safeguard 
against such lapses, and while necessary corrections to paras $65 
and 666 of the Manual of Oflice Procedure have been made in the 
Anal issue of the Manual of Office Procedure which is now under 
print, it is necessary farther, to ensure agahtst such lapses, that all 
Section CMIcers should personally, by means of random checks, 
make i t  a point to see that the "Suspense" and "Reminder" dlarieu 
are being maintained by each Assistant and that in accordance with 
the entries made therein, c a m  are being submitted and progreased 
regularly. 



MEMORANDUM 

In continuation of the Memorandum already submitted to the 
Public Accounts Committee on item 29 of App. I11 of their 17th 
Report i t  is stated that the I.S.M. have now forwarded a copy of a 
letter received by them from M/s. Canadian Car & Foundry Co. 
Ltd. in which the firm have adhered firmly to the position they had 
previously taken and have definitely turned down the request for 
a rebate. There is, therefore, no option now but to treat the case 
.as closed. 

This has been seen by Audit. 

New Delhi, the 14th August, 1957. 
Director, Finance (Expenditure),  

Railway Board. 



APPENDIX XIX 
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S. 
No. 
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I 8 

P u a  No. 

2 

60 

INIs'IXY OF WORKS. HOUSING AND SUPPLY 

Railways 

W.H. & S. 

. -- - m -- ------ 

I ' m  ialars of the item Remarks 

(i)  Ttlc InJ~un Supply Misqion, This observation has bem brought to 
Washington should not have accept- the notice of the I.S.M., Washington. 
cJ the suggestion of the American 
fimufacturcrs in placing the orders 
for the wmpmcnts and fittings 
dircct m thc U.K. manufacturers. 
In t hc opinion of the Committee, 
the India Supply h.iission over- 
I m ~ k d  two impcxtant considera- 
ricms in the procurement of 
such storm through the Dircaw 
Cimcral, India Stofc Jhpanment, 
Imdlm oiz.. first, that it was an 
ngmq which was responsible 
to Govt.. wJ secondly, it could 
prcypss the indent dfectively 
k ing  m the spot. 



(iij The India Supply Mission failed 
to press the quest.ion,of pqment 
in sterling for speciahties ordered 
in this case from the U.K. by 
cancelling the earlier arrangement 
c v ~ n  at the time when the assis- 
tance of the Director General, 
India Storc Department, London 
was invoked by the American 
manufa~turers to progress 
their contact for the specialities. 
This had resulted in payment 
to the tune of I - 7  million dollars 
for British made components and 
fittings. 

Railways (iii) In view of the fact that 2240 out of --__ the 470 locomotives wcre received 
W.H. & S. in India without the components 

and fittmgs which had to be 
obtained from U.K. and fitted into 
the locomotives, the technical 
experts of the Railway Board 
could, therefore, conceivably 
have accepted deliveries of the 
locomotives without their com- 
ponmts and fittings. It is un- 
fortunate that this possibility 

The I.S.M. in fact took up the matter 
with the D.G.I.S.D., Loadon, that 
the outstanding be paid to the U.K. 
f i m  Gt sterling, but investigations 
revealed that the necessary licences 
to manufacture and export the specia- 
lity had been granted to the U.K. 
firms, only on condition that they 
accounted to the Board of trade for 
the d o h  they earned by such 
exports. Since this involved a change 
of procedure, requiring the prior 
concurrence of the Board of Trade, 
coupled with the fact that the quanti- 
ties outstanding, at that time were 
not considerable the D.G. I. S. D. 
informed the mission that not much - 
goo6 will come out of discussion 8 
with the Board. 

This concerns the Railway Board. 



Ili~tl  not \ ~ m  indicutcd by thc 
Railways Hturd t o  the India 
Supply Missitm. If it had bccn 
clmc,  it woulJ not haw only 
w ~ d  thc paymcnt for the 'spccia- 
liricri' in dollur% hut also have rcdu- 
zed, if nor avoidcd thc 1,w of 
1 .  20  Irrkhs cntailcd hy thc late 
ciclivery in thc procurcmcnt of 
'qwcinlitics' from thc C.K. 

t fi h3 Railways ( iv j  'lhc Commitrcc await a notc from A draft note has been prepared but 
-- tho Work$, Housing and Supply its finalisat~on is held up for want 

W.H. & S. Xiinistry about the claiming of of certain matenat information from 
Jcmagcs from the G>mpany for the Railway Board and the India 
dclaycd dclircries in this caw. Supply Mission. They have been 

reminded. The note will be sub- 
mitted as soon as it is finalid and 
amcurred in by Audit. 



APPENDIX XX 
(Reference Page 84 of the Report) 

(MINISTRY OF RAILWAYS (RAILWAY BOARD) 

Public Accounts Committee's R e p o r t 1 7 t h  Report 

ConclusCon/Recommendatia No. 18(iii) of the 17th Report of t h e  
P. A. C. 
ConclusCon/Recommendation 

(iii) In view of the fact that 240 out of the 470 locomotives 
were received in India without the components and 
fittings which had to be obtained from U.K. and fitted 
into the locomotives, the technical experts of 
the Railway Board could, therefore, conceivably 
have accepted deliveries of the locomotives without 
their components and fittings. It is unfortunate that 
this possibility had not been indicated by the Railway 
Board to the India Supply Mission. If it had been done, 
it would not have only saved the payment for the  
'specialities' in dollars but also have reduced if not 
avoided, the loss of Rs. 20 lakhs entailed by the late 
delivery of the delay in the procurement of 'special- 
ities' from the U.K. 

(Paragraph 62). 
Railway Board's remarks 

The facts of the case are that when the locomotwe builders 
wtwe not able to keep to the target dates for delivery of the loco- 
motives in view of the inability of the U.K. firms to supply 
'specialities' in time, a direction was issued by the Railway Board to. 
the Director, India Supply Mission, Washington. This direction 
was to the effect 'that unless a fitting is required in connection 
with the erection of a locomotive and its test, no locomotive is to  
be detained for want of receipt of a minor fitting; and if such 
fittings are not received in time, the locomotives are to be shipped 
with advice to D.G., I.S.D., London, to send the proper number of 
fittings of each type of which the locomotives are deficient, to be- 
shipped direct to the Controller of Stores, G.I.P., Railway, Bombay. 
4 rangements  will be made to fit locomotives with such fittings om 



.arrival in India.' It  was also made clear that adjustment of fittings 
4 c .  should be done under the supervision of a representative of 
the locomotive builders and at their cost. I t  will be appreciated 
from this that the receipt of locomotives in India without minm 
fittings (or fittings not essential for the erection of a locomotive 

.and its test) was accepted as an unavoidable practical solution, in 
order to obviate further delay, in the circumstances as they 
developed. It does not follow from this that such an arrangement 
could have been willingly agreed to even a t  the outset and indi- 
cated by the Railway Board to the India Supply Mission. 

2. On the other hand, i t  will be apparent from what is set forth 
below that the Railway Board would not only have had no justifi- 
able ground for adoptmg such a course, but would also have been 
blameworthy if they had done otherwise than ask the Contractor 
-to obtain the component fittings himself. 

( i )  It  has never been the practice to order locomotive from 
abroad without certain fittings and to make ~pecial 
arrangements to obtain such tittings separately and 
assemble them on the receipt of locomotives in India. 

(ii) The inspecting officers must, under the rules, ensure that 
every component fitted on the locomotive performs 
its functions satisfactorily when the locomottve is 
given a hydraulic and a steam test at the Builder's 
works The jnspecttrm certlficatc* is completed only 
after full satlsfact~on with regard to the locomotwe 
as a whale and the ~ndlv~dua l  components. Thls prwe- 
dure 1s adupted nrltwrthstand~ng that the Attmg or 
fittrngs might have been ~nspuctcd a t  thc sub-cm- 
tractors' xvarks. as i t  1s ncccssar!. to ensure that the  
method of fittmg ttrr conlponcnts tu  Iocomotivc, has 
been corrcctlg adopted atld all precaut~ons have been 
takrn for pf%c~enr parforrntnce o f  the compnents  as 
well as the lr~ornrrt~ve 

'The tc.st.5 of thr mattwrrla umvi in thcb constnlctim ai tho 
work contained rn this q)ecrflcaticm will, as far ee 
pcrssihlc, c a r r i d  out at  the works of the maker at 



the material in order to facilitate the work but n o t  
withstanding that the Contractor shall have obtained 
the materials to  be employed in  this Contract from 

Makers approved by the Inspecting Oficer, and that 
such materials shall have stood the specified chemical 
a d  physical tests to the satisfaction of the Inspecting 
Officer, the Contractor's responsibility for their 
efficiency in every way  shall remain the same as if 
the materials had been manufactured and tested by  
himself, the intention of the Contract being that all 
materials used shall be of the highest quality. For 
example the Contractor shall be responsible for 
damage if the tyres shall, in the opinion . of the 
Purchaser, not wear in the manner which may 
reasonably be expected from tyres of the highest 
quality made by Makers of th; highest reputation." 

The above clause is designed to fix the responsibility on the 
.contractor, not only for the separate performance of the fittings 
obtamed from the sub-contractors, but also for any consequential 
damage which might result on the locomotive or any assembly 
thereof due to the failure of a particular fitting obtained from the 
sub-con trac tors. 

3. It has been suggested that, if the Railway Board even in the 
first lnstance had accepted delivery of locomotives without their 
components and fittmgs. "lt would not only have saved the payment 
for the 'specialities' In dollars, but also have reduced, if not 
avoid&, the 'loss' of Rs. 20 lakhs entailed by the late delivery 
of the locomotives ~vhich was attributed to delay in the procure- 
ment of 'spccialltlc~s' from the U.K. Apart from the question whether 
it would brv correct to  hold that there has been avoidable 'loss' in  
this and ail similar contracts of the Government in respect of 
w h ~ c h  dollar payments were outstanding at the time of the devalua- 
tion of thc rupcc in September 1949, the quantum of assumed 
extra paynient, z.~:., Rs. 20 lakhs is open to question. In computing 
this figure. i t  appears to h a v e  been assumed that since 370 locomo- 
tives were delivered after September 1949, i.e., after devaluation, 
all the 'sptrialities' required for these locomotives were paid for 
after September 1949. As, however, the value of the 'specialities' 
was included in the total price payable under the locomotive 

$contracts, and progress payments were to be made to the suppliem 
under the contracts, the progress payments included part payments 
on account of these 'specialities'. Under the terms of payment for 



the laomotives, 50% of the price was payable in 5 instalments within' 
8 months of the placing of the contract, about 20% On loconlotivc 
tender inspection, and the balance on production of the shipping 
documents. Thus, even for locomotives which were due to be 
delivered before September 1949 but were actually delivered after 
devaluation, substantial progress payments were made before 
devalua tion-September 1949. Informa tion of progress pay men ts  
actually made etc. has since been received through the Minlstry of 
Works, Housing and Supply in a note from Accounts Omcer, India 
Supply Mission, Washington, dated May 10, 1957, an extract of 
which is enclosd. It will be seen from this that while the maxi- 
mum figure of loss due to devaluation on account of specialities is 
Rs. 4:5 lakhs, a more realistic estimate indicates a figure in the  
region of Rs. 2.7 lakhs only. The cornputatlon of the figure of 
Rs. 2.7 lakhs does not allow for the fact that even if orders for 
specialities had been placed direct by the Railway Board with th t  
British Manufacturers, the delay in the delivery of some o f  the 
locomotives would not perhaps have been obviated. The Works. 
Housing and Supply Ministry will. no doubt. furnish mformation tn 
regard to delayed deliveries as desired in paragraph 18(iv) of 
Appendix 111 of the 17th Report of the Public Accounts Conmlttee. 
But whatever information may be supplied by the Works, Housing 
and S ~ P P ~ Y  Ministry, a reasonably approximate assessment of the 
additional Payment wouid still not exceed Rs. 2 . 7  lakhs, and to this 
extent the estimate of Rs 20 lakhs In the Audit p r a g r a p h  
stand superseded. 

Audit has seen this memorandum and only wish to add that the 
figures in regard to the loss in devaluation ment~oned in the n.ttartm 
are under verification by the Audit Otficer. Washington. 

N e w  Delhi. the 14th August. 1957. 

Dtrecrar, Ftnance (Expnditure)  , 
Railway Hmrd. 

Extracts from Memo from the Ministry af Railways No 56-B(c)- 
2498/XVII/18/9.W dated the 19-10-57. 

'The A,D.A-I. (Rlys.) have now adviscd that the figures of the 
loss due to devaluation given in that Memorandum (mcntraned 
above) have been verified by the Audit omccr, Washington. 



MINISTRY OF RAILWAYS 
<Railway Board) 

MEMORANDUM ON ECONOMY ACHIEVED AS A RESULT OF 
REGROUPING. 

In pam 83 of thelr 13th Report, the Public Accounts Committee 
stated in June, 1955 as fu1lows.-- 

"Tho Cornmittce should like to watch further results. In 
the i-.~c:fintirne, they would suggest that the Board should 
try to  evolve some method by which to segregate the 
financir~l cffcct. I E  an!.. that Inax- have arisen out of 
rer,roup:ng " 

2. The cummlttce for t h e  first time ralsed thls General question 
of economy rcsultmg from regrouping in para 22 of their Second 
Report in E'ebru?r>-. 1952 ?'he Ralrl\vny Board submitted in Octo- 
ber, 1953 a memorandum (Appendis XVIII of the 10th Report) detail- 
ing broadly the directions in which savings were effected. A fuller 
npp rcna t~on  ivns civen In a p:i~nptllet, "Review of the working of 
thc rcqroupiul Rn11v.-ays durlr::; 1351-52 and 1953-53", circulated in 
February, 1954 to Membcrs of Parliament along with the Railway 
Budqct 1954-55. The P.ii C., in para 31 of the 10th Report presented 
in  J u n e  1954, however, desired a more comprehensive memorandum 
on the subject discussing the financial effects of the regrouping of 
Railways. In pursuanre of this recommendation a further memo 
was presented in Aprll 1955 (Appendix XXII of the 13th Report) 
explaining the difficulties of isolating and ascertaining the financial 
effects o f  regrouping on account of number of developments which 
had occurred immediately prior to, during and after regrouping. 

The PAC have again desired ride para 83 of their 13th Report 
quoted above, that an attempt should be made to evolve some method 
by which the fimncial effect of regrouping could be segregated. 

3. Before dealing with the specific aspect of economy achieved, 
It is perhaps relevant to trace briefly the background against which 
the decision to regroup railways into a smaller number of zones 
was taken by the Government. The need for regrouping of the 



Indian Railway System was felt almost from the beginning of t b b  
century but there were various difficulties in the way, the principal1 
one being the exttence of a number of railway managed by compa- 
nies under contracts with the Government for stipulated periods. 
The last o f  these was transferred to State Management only in8 
October, 19-44 In 1947 there was the gartition of the country which 
broke up the North Western and Bengal Assam Railways, small 
portions of these being left in India uir. the Eastern Funjab and1 
h a m  Railway, and the question of regrouping thus assumed even 
greater importonce as the route mileage of the rwulting 9 units of 
t he  Indian Railway Admn. varied widely from one another. On* 
the Integration of the 20 ex-State RaiIways in April, 1950, r eg roup  
ing became ine15table in the interests of satisfactory administration* 
and the probIem became one of immediate urgency. After due 
consideration and with the approval of Parliament it was decide& 
fn 1951 to regroup the Indian Railway system into six zones, (later 
changed in 1955 to seven zones on the basis of the increasing work 
load of one of the units). Thus, regrouping was basically an 
administrative necessity; the resultant financial advantages were 
really incidental. 

4. Before deahng with these advantages i t  is perhaps relevant to 
refer to the developments whlch have taken place subsequent to 
regrouping which have a bearing on the aspect of economy resulting 
directly from regrouping. ALmost simultaneously with the regroup- 
fng cf the Indlan Rrlilways, the First Five Year Plan was launched, 
and this involved gearing up the Railways to cany  the increasing 
load o! traffic generated by developments in various sectors of 
industry, trade and apiculture. The magnitude of this increase 
will be evident from the fact h t  in five years the figure of arigfna- 
ting traflc rose by about 25" from 91.4 million tons in 1950-51, to 
over 114 million tons in 1955-56. The rise in the figure of net ton. 
miles of trcrffic carried has k n  even higher and is 35": in the same 
period- This increase in the quantum of work done has inevitably 
Involved substantial increase in expenditure on stom and extra 
staff at all levels. Secondly, the senvice conditions of staff have been 
libcralised from time to time since 1951-52 in the matter of scales 
of pay, alIowanc# etc., and the cost of periodical Increments on the 
pragwdvc t h e  seafa of pay alone has been about a crore a year. 
Thirdly, substantial administrative reorganlaation h been undtr- 
taken on the larger mnm, the divisionel system of adminiiltratiw 

in VURUP. on the Eastern (ex, E I. portion) and Eastern Punjab. 
behg adopted tn plnce of the full District System on the Western. 
and Southern Railways and the putial Dktrict system aor. the 
central. I 



5. The developments have rendered the assessment of AnanclaZ. 
results of regrouping an extrc.mely difficult problem and in spite of 
continuous efforts for evolving a satisfactory solution of this prob- 
lem since 1952 when the regrouping of Railways was completed, the 
Railway Board have been unable to devise any suitable method 
of segregating or eliminating the effect of the extraneous factors 
which have supervened from time to time. The Efficiency Bureau 
of the Railway Board have devoied considerable time and thought 
towards evolving a suitable formula for evaluating the financial 
results of regrouping, but without snv s u c w s  Expenditure before 
and after regrouping can be compared only nn the basis of "other 
things remaining the same". In other words, correct allowances 
have to be made for expenditure reIating to factors like substantial 
changes in the level and pattern of traffic, the holdings of rolling 
.stock, the scales of pay and allowances of staff, the price level of 
Railway Stores purchased. etc., all of which are, by and large, inde- 
pendent of the number of units into which the Railways may be 
grouped for purpose of administration. I t  @ not possible to make 
any proper allowmces for increase in expenditure as a result of the 
increase in work done as the expenditure at  various levels does not 
rise unifcrmly or in fixed proportion to the increase in work done 
Nor can proper allowances be made for the effect of additional rol- 
ling stock obtained since 1951 or the additional facilities in hand- 
ling traffic since provided which have contributed to the 
increase in earnings and also to some extent in expenditure. In 
other words, it would not have been possible by classification of 
expenditure, in any greater detail, to arrive at the expenditure 
that would have been incurred but for the increase in traffic and 
in the quantum of work and the changes in service conditions and 
but for the administrative reorganisation undertaken when the 
larger zonal railways were formed. Even the maintenance of 
subsidiary pro forma registers to extract information, such as what 
would have been the e'xpenditure on salary and allowance due to 
the revision of scales and other changes brought about by the 
implementation of the Adjudicator's Award and the Joint Advisory 
Committee's recommendations even if the old system of organisa- 
tion continued on the grouped Railways together would have 
involved a tremendous increase in work and expenditure incom- 
nensurate with the accuracy or utility of the information. It is, 

.-* therefore, not possible to attempt more an assessment in general 
terms of the effect of regrouping such as those already given in the 
previous memoranda. 

0. Regrouping of two or more Railways into a single adrninistra- 
tkve unit should lead to certain economies both administrative and 



operational; on the admidstrative side, such as those flowing from 
the centralisation of the adrddstrat ive organisations of the 
constituent Railways, and on the operational side, the elimination 
of junction points facilitating operation of through train sewices 
beyond the previous limits. Pooling of engines a t  convenient points 
with a view to their utilisation on extended runs and closing down 
of the smaller sheds have resulted in economies and better utilisa- 
tion of power,and rolling stock. A number of interchange points 
betur~en adjoining railways having k o m c  part of a Single System 
after regrouping, movement of wagons through these junctions 
has beconle free and there has been rem:lrkable imprcwemcnt in 
the movement of traffic passing through thcsc points. Thclrc has also 
been improvement in transhipment performance and in the 
mo+erncnt of empties. A gsod deal of lilustrntivr~ d a t a  h a s  bccn 
furnished in the earlier nlcmoranda on tile suh~cct  prc..;cntd tn the 
Committee and P a r l ~ a r w n t  w h ~ c h  inct ic :r t~~c i  t!lv :rnprovc!nr n t  in 
operation subsequent to I -egr~uplng  and incicicmt:~lly Icmiing to 
increased earnlngs or cconomlcbs 111 t.xpcn~il?ti:c. Thc figurcs fur- 
nished prcv~ously w c ~ c  t o  the clld (#: 1!l3:3-5: : . 1,;itt.r f i ~ ~ ~ r c s  
relating to 1954-55 and 1955-56 \vould r l 1 1 i  p c ~ l l : ~ ; ~ s  Iw r.c-lc.v:~nt t o  
the considerat~on of t h ~ s  11n?1tccf qurx3r!on ;I\; t ! tc  c E c ~ : s  o f  thc 
wtxks undertaken during the f i rs t  t\r.o yc:t:s o f  ~ h t .  Firkt k'lvr* Yr.nr 
Plan and rolling stock pat I K I O  srr\.icc \v,.rrriltl ~ l s t ~  t~:~vc. ~ - t t f l t - ~ : ~ : - j  

r ., thernse!vr.s in the ~rxpr tn-cnwnt  In r p Y;rt 1, dn 1 ! I P S ~ -  c;iq p ~ r l I t , ~ ~ ~  
be no doubt from an zrnalys~s of thc p r f ,  8rrn;~nrc ciurinr: t h c &  ycb:ir:; 
1952-53 and 1953-54 t ha t  rcsrTrc)u!,lnr: h n ? :  ! ( t , f  :(I Implz\a.,-nrr.flt. \\ ' \In? 
15 n r ~ t  pss;b!e is to dctcrrn!nc thc c4ssct vnluc of the. wonomlcs 
achieved by r c p o u y n g ,  taken by it.it.1f. slrict, ii 1 r t  ( , I  ~r:'lc*r f : i c - t r i ~ : . .  
as rnentmnd above, have i n t e m r n d  5 : 1 1 ~ .  the. i r > c . c p t r r , r ~  o f  rrbgrt,up- 
kg .  In the c i r ~ u m s t ~ m c c s  i t  1s hrqwuf th:it tt:p c.'r,,nnlrtltya , ~ 1 1 1  

agree that an e\.a'luatiun of the financial t ? f ? i ~ t s  uf rtsgrouplng In 
concrete figures IS not a feasible propcmtlon. 

7 .  This has bccn s e n  by Audit. 

NEW Dew1 ; 
Dated the 

Joint Dire~tbr,  Finanre (Budget) 
Railway Board. 

[Enclosure to Reilway bsd'ir Memo. No. 54-B 
(c) 2498(18) dated thr(! 26th March 1M71 



APPENDIX XXII 

NOTE ON OUTSTANDING RECOMMENDATIONS OF THE P.AC. 

Enclosure to Ministry of Railways No. 56-B(c)-2498/XII dated the 23rd 
November, 1956. (Ref. Appendix I, items 2, 3, 4, 5, 7. 10, 12, 13, 18, 

20, 21) 

Remarks of Railway Board 

17th Report 
Appendix 111 
Item No. 

The Committee's observations have been noted in the 
Ministry of Railways and the Railway Administrations 
have also been suitably instructed in the matter. 

The procedure in this matter is being evolved by the 
Ministry of Finance. 

The demand for excess grants has already been placed 
before Parliament. 

Necessary instructions have been issued to the Railways. 

( i )  This recommendation is linked up with the general 
question raised in para 10 of the 13th report of the Com- 
mittee which is under consideration by the Ministry of 
Finance in consultation with the other Ministries and the 
Railway Ministry would await the decision. 

(ii) A note will be submitted. 

Ftailway Ministry is not concerned. 

It L noted that the information should be indicated 
through Audit report. The Western Wly. administration 
has been instructed to see that the figures are duly veri- 
fied by their Chief AudRor. 

A settlement has been reached on the questlon of rates of 
haulage of p d d  vans and the revised rates WIU be ef ie  
t h e  frclm 1-456. 



20. The Eastern Rly. Administration has been advised to 
approach thc owners of the building viz.. the Life Insur- 
ance Corporatron ol  India (Hindustan Co-operative Insur- 
ance Unit) with a view to settling the outstanding issue 
amicably. A further report on the finalisation of the lease 
wiil be submitted in due course. 

26. As \vou!d be obsci-vcd from para 6 of the Appropriation 
Accounts Part-I-Review for  1954-55 the perccntage of 
remission has registered a further improvcmcnt from 20.54 
per cent in 1953-54 to 19.76 per cent in 1954-55. Details 
of such figures would contmue to bc includcd in the appro- 
priation accounts as n!rcc?dy promised in para 2 of the 
Memo on thc subject, submitted to  the P A C. in February. 
1956 (A!)pcrlci:~. XI? to 17th rc~port).  

30. Machinery a!z-~.zJy es:;tr; in  t l ~ c  fucl  control organlsation 
on cnc!l Ra;i\vay for c a r r ~ , i n ~  out p ~ r i o ~ i i c  checks on 
cindt!r; r-t~:,vi.rrd fr\ )rn con1 :::.hes. Wowcvcr, the Corn- 
n:l!tct".; obxrvat iot is  h ~ . e  b c ~ n  brouch: t? thc n o t ~ c c  of 
the Ra:!~vay Adm~nistra:ions \vith t!:r ins:ructions to 
arrange for surprise chccks elf Fuel Icspcctors !n addition 
to yeriodlc test.; t ) p n r d  against hidden cinders of 4" 
slzc and aboi,c ~n ash dumps and to prnvcxnt frnudulcnt 
admix?-~rc  o f  cindcrs bcIo\v 4'' size or of raw coal brokm 
to cincicr s m .  with cindrrs of b" and nllovc 

I! has been decided that the Board's displeasure should 
be convcyed to the Dy. General Manager (Personnel) 
concerned for his careIessness in having issued an incor- 
rect sanction and that the Senior Accountant concerned 
of the Accounts Department should be reduced from his 
present post to that of a Junior Accoun:ant for a period of 
one year for his negligence in having allowed payment of 
Special Pay to the staff without ascertaining whether the 
sanction of competent authority had bean obtained 



APPENDIX XXIII 
(Reference Appendix I Item 6) 

MINISTRY OF RAILWAYS 

(Railway Board) 

JHemornndum explaining the action taken on item No. 5 contained in 
.Appendix 111 of the 17th Report of the Public Acco~rnts Committee. 

In Item 5 contained in 2~ppendix 111 to their 17th Report the 
Public Accounts Committee have recommended as under:- 

"The Committee would once again reiterate the recommenda- 
tions made by them in recent years that a suitable pro- 
cedure should be de~tised by the large spending Minis- 
t r ~ e s  l ike the hI:r,istry of Ra.livays, whereby they should 
ho able to  ascertain telegraphically, if necessary, from 
the Purchase hllssion abroad about the precise position . 
:n rcqnrd to the supplies within the finsncial year and 
(+,ti~n:*te the  t:,t:)l rcquircmcnts as accurately as  possible. 
In the opinion o f  the Committee, the pzsi:iun should 
in ipro~t .  ~f t h e  Railway Adviser attached to the Indian 
I31gh Conlmisslon In London is entrusted with the task 
of chas~ng the indents placed with the various suppliers 
and manufacturers In the U.K. and the Continent and 
tE,us keeping a constant progress check over them." 

Thr cause5 lear!lng to the l,rpse of funds In respect of the supplies - 
have been analyscd and it has  transpired that the fmds iapsed are 
mainly those for foreign payments for Bulk o r d ~ r s  for  Rnlling Stock 
placed abroad. With a view to narrowing down the variations in 
respect of such items Instructions have already been issued to the 
various agencies of procurement abmad tc prFpare their forecasts 
very carefully and as accurately as possible, and to advise any 
major changes in their fcrecasts by the 10th Wvck oach yea.. 

Notwithstanding all the df icul t i t s  pointed out by some of them 
they have been requested to  furnish telegraphically in the third 
week of March every year important modifications to the previous 
forecasts so that the Anal modification may be as close to the actual 
.aa possible. 



A. regads the *gesti*'ol the Cnnmtttcs tbt  the Railway 
Advfscr attached to the In- High -on ia LoadQs should 
be entrusted with the task af Chasing the irrdents placed with variour 
suppIers rrnd manufachams in U.K. and the Cantbent, it may be 
mentioned that the Railway Adviser functions in a purely technical 
capacity and his duties axe Zm the nature sf a corrsulting Engineer 
(ie. clarifying specification, interpreting these to foreign manufac- 
turers, accepting technical c3eviatiopcs snd modiAcations etc., and 
prescribing standards of inspection). The work of progressing sup 
plies against contracts placed is tbe responsibility of the contracting 
authority namely the LSD. a ~ d  they (I.S.D.) will, as far as possible, 
comply with the instructions as brought out in paragraphs 2 and 3 of 
the note, and that the Railway Adviser to the High Commission will 
assist the D.G., I.S.D., who will indicate the position of supplies 
against different contracts monthly. 

This has been seen by Audit. 

NEW' Dam; 
The 20th August 1957. 

Directw Finance, (Erpenditure), 
Railway Rdmrd. 



APPENDIX xxm 
(Reference Appendix I Item 7) 

GOVERNMENT OF INDIA 

MINISTRY OF RAILWP*YS 

(Railway Board) 

SUB.: -Splitting up of the important savings under the various grants: 
into suitable categories in the future reviews on the Appropria- 
tion Accounts (Rlys.) 

The Public Accounts Committee, as a result of their discussion 
on para 45 (on statement of expenditure on important Open Line 
Works and Ncw Constructions) of the Appropriation Accounts of 
Railways in India for 1953-54--Part I-Review have desired in the 2nd 
sub-para of recommendation No. 6 of their seventeenth Report Vol, 
I that "in the future Reviews on the Appropriation Accounts (Rail- 
ways), the Railway Board should split up the important savings 
under the various grants into suitable categories, e.g., non-receipt 
of supplics and/or debits therefor, slow progress of works, etc., and 
give details under each category to enable the Committee to appraise 
the overall utilisation of savings properly." 

2. The above recommendation of the Public Accounts Committee 
has been noted for compliance and in future the explanations under 
grants No. 16-Open Line Works-Additions and No. 17-Open Line 
Works-Replacemenb would, inter alia, bring out the savings duly 
categorised as is already being done at  present in the case of the. 
other works grants, namely No. 15-Construction of New Lines. No. 
18-Open Line Works-Development Fund as also No. 12A-Open Line. 
Works-Revenue-Labour Welfare and 12-B-Open Line Works Reve- 
nue-Other than Labour Welfare. The savings relating to Annexure - 
D-Statement of expenditure on important open line works and new - 
M t a t e m e n t  of expenditure on important open line works and new 
explained similarly in the relevant para of the Review. 

@) As, h w u ,  the Appropriation A e c o m  far the pear- 
1 W  have a h d y  been printed and dgned oopies: 



therecf sent to the Comptroller and Auditor General of 
India, the effect of the above changes will he reflected 
in the Review on the Appropriation Accounts for 195556 
and onwards. 

The above arrangement has had the concurrence of Audit. 

NEW DEU-II; 
*Flu 29th Decem'be, 1956. 

Joint Director, Finance (Budget), 
Railway Board 



Rcccm- Details of remmmend.~tion 
mendation 
No. 

- Thc question of rccoveq- of the frcight 
amounting to Rs. ro lakhg paid in 
excess to the India Compnny, as conl- 
mented upon in para 8 of the Audit 
Repon (Rlys.), 1955 has heen very 
much delayed. I t  should be pushed to 
an early decision and a dettliled uotc 
submitted to the Committee as soon 
as the settlement with the firm has been 
arrived at. 

(;encr;ll. r\ refun~l of approximately 
lis. 6 la'ih.; 11:n bcm claimed from the 
Chrnpmy in ific light oft hese discussions. 
Out of thk.  !i clalrn for refund of about 
1 s .  3 - 7  lakhs is supported by the Iron 
cY. .qteci C:nntrollers' Certificate. 'The 
Lompany have so far refused to accept the 
cl;?im. E f i r t s  are, howvcr, bdng made 
to briny home the claim uginst the 
(:~mpan.v. .A detailcd nnte will be fur- 
1 1 i  ;bed ro the Cc)mmittw :lfirr thc consul- 
rations with the Company are cvmplered 



1: fhc Gmmittcc should he inform4 of zH 
tbe muft of the claim for cornpattion 
from the manufacrurcrs for thc supply 
d defcctiw cylinders to tx Irdped 
by the Dimor Gcnl., India Store m,, London. The Ckmmlttcc 
ut rurpriscil that this rcputcd firm 
of minuftictuntn should arfvancc the 
rbrtacx of P f o m l  g u m t e e  clause 
irr the fqpmcnt as an argument for 
rtpwfiotiag the slam for dcfccr~ve 
w 1). of Cylinders, as under the & custom md usqc  in trade. 
tbt mroufrctwtnp firm w a s  h u n d  to 
dtlim rupplrcs whrch were f from 
ddict* 

The claim against the manufacturers trar 
been pledged by the DC, ISD, London, 
s n  ting forth the arguments fully on 
certain lines as indicated by the Board. 
Hc has also b m  asked to take legal 
advice in regard to the responsibikty 
of both the Consulting Engineers and 
of the other firms which supplied cylin- 
ders direct to CLW. Advice has been 
reccived from DG, ISD, London 
that he is examining the reply from the 
manufacturing cornpay and he has bem 
rcmlndcd on 1311 1/56. According to 
the latest advice received, the firm h e  
made an offer to the DG, ISD of a 
paymcnt to Government of India of 
Lro,ooo purely as a coauibution to- 
wards the cost of rectification or replace- 
ment of certain cylinders, "without 
admission of liability". "as a gesture 
of goodwill." The DG, ISD is examining 
the reply received from the Manufastur- 
ing Company. Funher developmentr 
u I I1 be reported to the Co(bmittet in dw 
C U ~ r s c .  



ti9 50-1:((~)-2498/ The ql,ertion of assessment of mt ill " 
X 1 ' 1 1 ~ 2 1 .  regard to Class 111 & Class IV quarten 

is suli under consideration of the Board 
a? this i .~\alvcs the basis of charge which 
hits IW:I In vogue on the Railways over 
sr.\eral &cedes. Further Developments 
N 111 be rcportcd to the Cornrnirtee in due 
c 11~11~5e. 

(Sd.) 

Joint Oirerror Finance, (Budget), 
Railway Board. 



APPENDIX m 
(Appendix I Item 8) 

MINISTRY OF RAILWAYS 
(Railway Board) 

This Memorandum is submitted with reference to Item No. 7 of 
the Recommendations of the P.A.C. in their 17th Report in whicb 
they dealt with para 8 of the Audit Report 1955. To facilitate a 
proper appreciation of this case, the following facts are stated:- 

2. The Indian Iron and Steel Company has been supplying metal 
sleepers to the Indian Ratlways slnce 1931. Prior to the agreement 
of 7th September 1948 between the Railway Board and the Firm 
referred to in the Audit &port the Company was supplying pig iron 
and converting It into cast iron sleepers under a contract originally 
entered into for a period of two years from 1st October 1940 and 
subsequently extended by the Railway Board for further periods of 
two years at  a time, and when the last extension of two years was 
sanctioned from Is: October 1946, the Railway Board agreed to allow 
the Company, by way of profit, 10 per cent. on the billed prices of 
the supplies of pig iron, which were to be based on the original "base 
rate" of pig iron of Rs. 40-13-9 per ton plus ex:ras to cover i n c r e w s  
in the cost of manufacture sanctioned on the basis of Auditor's certi- 
ficates from the Company. The price of pig iron paid bv the Rail- 
ways under the contract actually worked out to Rs. 8212-44 per ton 
for the period October 1947 to March 1948. As early es April/May 
1947, the Company had indicated that they should receive a price of 
at least Rs. 86 per ton, explaining that this was a conservative esti- 
mate which might be exceeded on the basis of t h e  actual cost of pro- 
duction during 1M7-48, and finally, on 4th November 1947, the A n n  
gave 3 months' notice d termination of the contract on the ground 
that the price allowed to them under the cuntract w w  unworkably 
law and there was no alternative for then but to terninate the con- 
tract. Aftes discussions an agrement wat arrived at far the contract 
to continue till 31st March 1948 and the Railway Board called for 
tenders for the supply of cast iron sleepers. The number of sleepers 
for which tenders were called was 418.943 to be mpplkd dwhg 
r91&..(9. (This was apart from outstanding9 of 933,300 sleepen a t  the 
ad of 19474) .  Tbt tendcrr received frwn other firms crme only 



126,598 sleepers. This company, instead of formally submitting a 
tender, had submitted an offer both on behalf of themselves and on 
behalf of their sub-contractors-Messrs. Burn & Co., and Tatanagar 
Foundry Company, and in view of the relatively small number of 
sleepers offered by the other tenderers, discussions were entsred upon 
with this Company. In a letter dated the 24th February 1948, the 
firm stated that the price of pig iron had been enhanced by Rs. 20. 
per ton with effect from 1st February 1948, that this interim increase 
of Rs. 20 included Rs. 10 per ton towards cost of production and Rs. 10. 
for freight disadvantage, but the firm were agreeable to forgo the  
latter in consideration of the fact tha' the condition of sale of pig iron. 
excluded loss due to freight disadvantage. 

3. I t  is necessary to explain at  this stage that, long before 1st Nov- 
ember 1949, the date on which the iron and steel control was extended 
to pig iron, and even before this contract was being negotiated, it was 
the accepted commercial practice for the firms manufacturing pig 
iron to notify to the Iron and Steel Controller "the current commer- 
cial rates" separately F.O.R. Calcutta, F.O.R. Tatanagar, F.O.R. Hira- 
pur etc. In a price notification issued by this particular Campany, 
as far back as 1946, the commercial price per ton of pig iron Grade I 
F.O.R. Hirapur was shown as Rs. 101 while F.O.R. Calcutta Port it 
was shown as Rs. 94. The difference of Rs. 7 between the two rates 
represented the element of freight ("place extra") from Calcutta to 
Hirapur, taking the port price as the basic commercial selling price 
and quoting a higher price ex-Works; the commercial rate F.0.R 
Works was, however, quoted as a composite figure of RE. 101 and the 
Werence  due to the "place extra" was not shown as a distinct com- 
ponent of that price. I t  will be evident, therefore, that in commercial 
circles even before the control order was extended to pig iron, a price 
structure for pig iron more or less similar to the structure of prices 
for controlled items was already in vogue, but with the essential 
difference that, while for controlled items the price was fixed by t h e  
Xron and Steel Controller, the "commercial price" for pig iron was 
still free from control and depended upon what the firms quoted and. 
the other party accepted. 

4. I t  is against this background that the expression "commercial 
prices ruling a t  the time F.O.R. Company's Hirapur or  Kulti Works"' 
used in clause 5 of the Agreement of 7th September 1 W  (which took 
effect from 1st April 1948) should be considered. In the original draft 
agreement sent by the firm with an offer on the 2nd January 1948, i t  
was stated that the draft was based upon the existing contract "alter- 
ed to suit the present conditions", and the expression was "the Rail- 
way Board shall pay to the Company for the piq iron supplied under 
QljP agreement at the commercial prices ruling at the time of billing 



3.O.R the Company's Hirapur or Kulti Works". The firm subsequsnt 
Py offered, on the 24th February 1948, to forgo Rs. 10 for freight ds- 
advantage, so that the price would be the commercial price less ,Rs, 10. 
When finalising the contract, however, this figure of Rs. 10 was mitt- 
4, and the price was expressed as "Commercial price F.O.R. works 
less the final increased freight disadvantage figure that the Ministry 
of Industry and Supply, Government of India, may a~prove." 

5. The payent for supply of cast iron sleepers under this contract 
have been made according to the contract as i t  stands, vis-a-vis the 
contract, therefore, there has been no overpayment, except to the 
extent that the reduction for "the final incrcascd freight disadvanmge 
figure that the RImistry of Industry and Supply. Government of India, 
may approve" was taken at Rs. 11-11-0 per ton for suypl~es from 1948 
to Rlarch 19-49, and Rs. 11-33 from April 1949 to Octobcr 1349, instead 
of b ing talien a: K.; 15 ptxr ton. (From 1st Kovcrnbcr 1940, of course, 
control was imposed and the reciuctian a t  the ratc of Rs. 15 for freight 
diszd\.an:age 7 . v ~ s  corroc:ly made). Th.2 loucr rnics from April 1948 
to October 1919 Lvcrc adopted In the pnymr-nts t~ccnusc thrsc. had  bccn 
fornmlfy  advlscd by :he AIinistry o f  Industry and Supply ttr the 
hllnlstry o f  Ra~ln-ays on thc basis o f  c a l c u l a t ~ o n s  nmdc nv the Iron 
and S.cel Controller. I i  ha; b t w  asct'r::rlncd frcw thca  files of t he  
llitc :b!~:lisfry of Ir~LIustr?. and S u l ~ p l y  t ha t  thtl?. bitd rl*+c~dcd to adopt 
an  ad  hoc f re~gh:  dlsadvantagc figure o f  Ks. 15 ij<Ir t c i n  CVCH f(lr  TI rd 
p r l x  t o  1.1 Sovcmbcr 1950. \vithou: :my rric*::cr~lous r t 4 i t i o n  to the 
actua: suppiles c i u r i ~ ~ g  the pcriud, and slncc the "final incrc*nsc.d 
freigllt disadvantage figure." fixed b- tilt , . \ I ~ n i ~ ! r y  of Industry and 
Su13ply was tl;us Ri. 15. a clarm against thc Cornpmy has bccn made 
for refund of r h ?  d~fTercrlce whlch ccrnws to abc~ut 11s .  3 . 7 3  lakhs. Thc 
Iron and S.ee1 Controlitr  has confirmed that the  frclyht dl.;advanLqp 
figures of Rs. 11-11-0 and Rs. 11-2-6 as app11r.d do not rcprescnt the 
final incrfwwd fre~ght dtsadvantage f;gurc, and this figure of Ks 15 
has, in iact, 'ctm adopted for pa;\;mcnts made under D.G . 1 6; S's con- 
tract fur supplies made cbven prior to 1st Novcmtwr 1949. In spite of 
these f,ic:s ha\.ing b w n  p r e s e n t 4  to thc Company's Directars in 
drscusswn a n  !8th June 1957, they have taken the stand that they 
have bccn advised that thls ratc would not be hlndiny: on them for 
t h e  period before 1st November 1849 on whlch date o ~ t y  control was 
introduced far pig irom 

6. The "overpayment" has h e n  worked out  in thp Draft Para on 
the basis that there was no justiffcst~on for the payment of anything 
over and above the retention price ex-works, and that the "place 
extra" representing the difference between the part price and the 
prices ex-Hirapur or Kulti w m  nevrr i n c u d  by the Ann sin= the 
pig iron did not move outside thexr factories a! all. A referenre 



a h  been made to the opinion expressed by the Iron and Steel Con- 
troller "that the place extra paid by the Railway was in excess of the 
fair retention price to which only the Company mere entitled". In a 
subsequent note, however, the Iron and Steel Controller also express- 
ed the opinion that there was nothing inherently wrong in the Indian 
Iron and Steel Company's charging the place extra even thought the 
pig iron did not move out of these stations, and that under ''a literal 
interpretation of the Clause 5 of the agreement, it  would seem that 
it  would not be incorrect for the Company to charge the place extra 
for Hirapur/Kulti on pig iron utilised in the cast iron sleepers". In 
the course of discussions with the Iron and Steel Controller, he has 
clarified that the word 'entitled' rererred to what he considered justi- 
fied from the angle of equity rather than what the firm could charge 
under the contract. 

7. The Iron and Steel Controller also drew attention to the fact 
(which has been verified from the late Industry aqd Supplv Ministry's 
Ale) that the retention price was retrospectively applied to D.G., 
I & S's ex-works purchases of pig iron supplied between 1st February 
1948 and 31st October 1949, i.e. supplies made prior to the imposition 
of control on pig iron prices on 1st November 1949, per contm, 
for supplies made on and after 1st November 1949 even for D.G. 
I & S's ex-works contracts entered into earlier than 1st November 
1949, prices were paid according to the price structure under the con- 
trol order, i.e. port price (which itsdf included not only ex-works 
retention price but freight disadvantage also) plus place extra, this 
last being expressly indicated in the control order separately for each 
destination station. If the Ministry of Railways were to press for a 
retrospective modification of the prices under the Company's contract 
of 1948 on those lines which were applied to D.G., I & S's contempor- 
aneous contracts with the Company. the Railways would be liable to 
pay approximately Rs. 5:2 lakhs as additional payment for supplion 
since 1st November 1949, as against Rs. 7:77 lakhs approximately 
recoverable from the firm for supplies made from 1st April 1948 to 
31st October 1949 i.e. this would result in a net advantage of Rs. 2.57 
lakhs in favour of the Railways. Initially, in March 1956, the Com- 
pany had shown some inclination to consider a settlement on the basis 
of refunding the amount of Rs. 2.57 lakhs to the Railways, but they 
have now taken the stand that the prices in contemporaneous con- 
tracts with other parties have no relevance to the contract with Rail- 
ways, and in the discussions held with the Companv's Directors on 
18th June 1837, they did not change this stand. 

8. The ptesent position is that the Company have been informed 
that Raflways would consider withdrawing their claim to the diffe- 

of Rs. 3-57 lakhs if the Companv would a m  to pay Rs. 3.73 
on a w a  



lakhs len the basis of the difference between the frefght dieadvan- 
figures originally adopted and the final increased freight disadvantage 
Agure of Rs. 15. But they have also been informed that if they do not 
agree to a settlement on this basis, and they still desire to have an 
arbitration (as suggested by them in 1955), thc RRilway MMstry will 
claim refund on both counts in arbitration. Their reply to this is still 
awaited. 4 . % 

This has been seen by Audit. 

(a/-1 
Director, Finance ( E z p . )  , 

Railwap Board. 



APPENDIX .XXVII 
(Reference App. I item 11) 

MINISTRY OF RAILWAYS 

(RAILWAY BOARD) 

Note Regarding action taken on recommendation No. 17 of the 17th 
w o r t  of the Public Accounts Committee 

The Board, after considering the Joint Directors' report, desired 
that the explanations of all the officials involved should be called for. 
Accordingly, the General Manager, IJorthern Railway, was addressed 
in May 1956 to obtain and forward the explanations of the officials 
concerned to the Board. These were received on 22nd January 1957. 
The General Manager has explained that the delay in sending the 
explanations of the officials was mainly owing to the fact that one of 
the oficials involved was away on leave. 

On receipt of the explanations of the officials, the case was 
examined, and it is considered necessary to probe a little further into 
the matter before any conclusion is reached as to the action against 
the officers. The matter is receiving attention. The P.A C. will be 
advised further as soon as the action is completed. 

NFW DELHI; 
Dci td  11th May 1957. Joint Di~ectw.  Finance (Budget), 

Railway Board- 



APPENDIX XXVIII 
(Reference App. I item 15) 

MINISTRY OF RAILWAYS 
(RAILWAY BOARD) 

M ~ ~ O R A N D U ~ ~  
ELecomrPeadatioa N a  22 of the XVII Report of tbe Public Accounts 

Committee-Vehicle reserved for the exclusive use of other Gov- 
ernment Departments. 

In para 70(i) of their 17th Report of the Public Accounts Corn- 
mittee desired to know the amount of claims outstanding against the 
Ministry of Defence on 31st March 1956 as o h  the steps taken to 
ensure recovery thereof. 

A sum of Rs. 5,09,368-5-0 representing repah and m a i n t e e  
charges is outstanding against the Ministry of Defence on 31st MItrch 
1956. This is in respect of Enstern, Nxthern aad Wcrrtern Raiiwayr 
only as detailed below:- .. 

@) Plahrn  R i l w q  Rr ~ 5 3 3 1 0 - 7 s  
(c) Western Wrry k 14568s-S-O 

TorAt SWj6SS-O 

No debits are outstanding in respect of Central, North-East- South- 
e m  and South-Eastern Railways. 

Against the outstandings pertaining to the Eastern Railway a bill 
of Rs. 16,000 has already been a&pted and the remaining three b U  
are under verification by the Defence Authorititrr. A bill of 
Rs. 125,200-1-0 pertaming to the Western Rallway has also rime been 
accepted by the Defence Authorities. The acceptance 02 the remain- 
ing outstanding bills is being pursued with the Defence Uepvtmcnt 
by the Railways concerned 

This has been e n  by Audit. 



APPENDIX XXIX 
(Reference App. 1. item 16) 

MINISTRY O F  RAILWAYS 
(RAILWAY BOARD) 

Statement of Action taken or proposed to be taken on the Recommendations of the I'ubli~ Accounts 
Committee. 

S No. Particulars of the Item No. Particulars of Item Remarks of the Minisay 
Report as Per 

summary . of the 
Recom- 
mendat ion 

- - -- - - -- - - -- -- 
I 17th Report 23 The Committee should be informed Negotiations with the firm of contractors 

of'the steps the Railway Board have been started with a view to 
contemplate to effect recovery settling this matter. The Public 
of Rs. 1.07 lakhs outstanding Accounts Committee will be advised 
from a firm of contractors which of the final decision when taken. 
was working the Shillong out- 
agency on the Assarn Railway. -- ----- 

Joint Director, Finance (Budget), 
Railway Board. 



APPENDIX XXX 
(Reference App. I item 17) 

MINISTRY OF RAILWAYS 
(RAILWAY BOARD) 

Note on rclasons for the delay in the finalisation of the rscommisnda- 
tions Na 24 of the Seventeenth Report of tho P.A.C 

The recommendations of the Pul tlic Accounts Committee have 
been noted and actio.1 on these lines 119s already heen initiated by the 
Railway Administralion. The N. E. Railway has scibmitted to the 
Board a proposal for ad lxoc adjustment. This proposal was examined 
sy the Board who have directed the N. E. Railway to make a further 
review of the expenditure on works estimated to cost over Rs. 50 
thousands and report to them, and the report is awaited. (The F A  
Q C.A.O., N. E. Railway was last reminded demismcially on 19th 
January 1957 and 6th February 1957). 

Since this work involves the review of a large number of works, 
it is apprehended that the N. E. Railway may take some more time to 
report to the Board and for this latter to finalise the issue in consulta- 
tion with the Comptroller and Audltor General of India. A report 
will be submitted to the P.A.C. after action has been completed in 
the light of their recommendations, 

(W-) 
Joint Director, Finance (Budget), 

Rnilway Board. 
N e w  De!hi, dated 2nd April 1957 



APPENDIX XXXI 
(Reference App. I item 19) 

MINISTRY OF RAILWAYS 

(RAILWAY BOARD) 

In paragraph 81 of the seventeenth report of the Public Accounts 
Committee, the following observaticw were made:- 

"81 Amendment of the Payment of Wages Act to erasure the 
recovery of debits front the stations trafic staf.-The Committee 
regret to note that this matter is pending for consideration by the 
hiinistries of Railways and Labour for more than 5 years. They desire 
that the various implications arising from the recommendations made 
by the Committee in this case might be carefully examined at  an 
inter-Ministerial meeting and the whole matter expedited. In the 
meantime, the Committee should like to know the extent of improve- 
ment effected in the recovery of outstandings of traffic debits since 
the Committee last examined this matter". 

2. A substantial reduction in the amount of admitted debits o u t  
standing for the last 4 vears for recoveq has been secured in 1955-56. 
ps will be seen from the figures below for the last 4 years. 

--- 

Date Rahnct of 
admittad 

(in lakhs) 

31.5.1953 20.5 

--- - - - - - - - - -- - -- - -- - - - 
Total Statirm Railways, 

outstanding income 
(in aores)  (in crorcs) 

314 (revised esti- 
mate for 1955-56) 

The improvement is particularly striking when the increase in 
traffic earnings is taken into account The percentage of admitted 
debits outstanding to traffic earnings has shown a satisfactory drop in 
1955-56 as compared to that in 1953-54. 

3. This improvement has resulted from the issue of detailed 
instructions to facilitate clearance such as (a) insistence on imme- 
diate pavment of debits of Rs. 5 or less and prompt and regular 



recoveries through salary bills of amounts larger than Ha. 6, (b) 
making special arrangements for st& to pay in cash instalmenb ia 
cases where the debits cannot otherwise be recovered within a 
reasonable period, disciplinary action being taken where the situation 
has arisen from continued neglect or ineficiency of the employee and 
(c) the transfer to posts unconnected with booking and delivery d 
goods, parcels etc., traBc of staff the debits against whom exceed a 
substantial sum (say, Rs. 1,000.) 

4. The question of amendment of the Payment of Wages Act hos 
also been examined in consultation with the Ministry of Labour. 
Certain major amendments to the Payment of Wages Act have been 
initiated and are under consideration, though it has not been possible 
to intrcduce piece-meal legislation since the position in respect of 
various provisions is not clear in view of pronouncements hy differeat 
courts and all these provisions need amendment to avoid ambiguities. 
While the general question of the admissibility of recoveries from 
employees is one of the points to be clarified, it has trampired, on 
detailed investigation, that the limitations in the Payment of Wages 
Act have not operated appreciably, in actual practice, as a hurdle to 
the recovery of admitted debits. It is now clear that the delay fa 
a m d m e n t  of the Payment of Wages Act in this regard in itself has 
not prevented the recovery of debits from the Station trafRc staff to 
any significant extent. 

5. Every effort is being made to maintain the improvement in the 
position, so that the quantum of outstanding may, be reduced pro- 
gressively. 

This has been seen by Audit. 

(W-1 
Direct or. Finance (Eqenditute) , 

Railway Board 








