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INTRODU CTIBN

I, the Chairperson, Public Aeeeunte Commities (EDTB 17) having been
atthorised by the Committes, do present this Sixtisth Report {Sixteenth Lok Sabha} on
'Performance Audit of Dual Freight Policy for Transportation of lron Ore Traffic in
Indian Railways' based on C&AG Repert No. 37 of 2014 {Performance Audit), Union
Government {Rafiways) relating to the Ministry of Railways (Railway Board).

2. The above-mentioned Report of the Compfroller and Auditor General of India
was laid-on the Table of the House on 08th May, 2015.

3. The Public Accounts Committee (2015-16} took up the subject for detailed
examination and repoit. The Commitige held informal discussion with the
representatives of the htinistry of Railways {Rallway Board} on the subject during their
study visit to Kolkata in 2015 and also took evidenco of the representatives of the
Ministry of Railways (Railway Board) at their silting held on 23" November, 2015. As
the examination of the subject coutkd not be completed due fo paucity of time, the Public
Accounts Committee (2016-17) re-sefected the subject to continue the examination and
took further emdenee of the represantatives of the Ministry of Railways at their silting
held on 24" June, 2018. On the basis of the oral evidence and the written replies
furnished by the Minletry of Railways (Railway Board}, the Draft Report was prepared
and placed before the Committes for their consideration. The Commitiee considered .
and adopted this Draft Report at their sitting held on 071% Dacember, 2016, The Minutes
of the Sittings are appended o the Report.

4, For facility of reference and convenience, the Observations and
Recommendations of the Cemmittee have been printed in thick type and form Pan- Il of
" the Report.

8. The Cemmlttee thank their predecessor Committees for taking oral evidence am:f
ahtaining information on the subject.

8, The Commiitee would like to express their thanks to the representatives of the
Ministry of Railways (Railway Board), CB! and SAIL for tendering evidence befare them
and furnishing the reguisite information to the Committee in connection wrth the
examination of the subject.

7. The Committee place on record thelr appreciation of the assistance rendered to
them in the matier by the Office of the Comptroller and Auditor General of India and the
PAC Secretariat in preparation of the Reporl,

NEW DELH]I; : PROF. K.V. THOMAS
14 December, 2016 . Chairperson,
23 Agrahayana, 1938 (Saka) Pubiic Accounts Committee

(Vit D



PART - |

s ot — - Coch

1 Introductory

‘lron ore’” is an important commedity transported by the IR, both in terms of
umiume of traffic and also in tenns of freight earnings. ‘lron ore' is franspoited for
* domestic consumption in the Country and also for Tt T6MmEstS corisumption like sale
export. So far as transport of ‘Iron ore’ for domestic c:onsumption-ia concermed, IR is a
major transperter, the share during 2007- 2008 to 2011-12 ranged between 57 per cent -
and 78 per cent. However, of the total freight earnings of IR, pérc.emage of earnings
from transportation of ‘Iron ore’ far both domestic as well as non-domestic consumption
was 17 per ceﬁt in 2008-09, which came down to 9 pef cent in 2012-13.

2. With the primary objectives of lowering the cost of traﬁsport of ‘lran ore.’ for
domestic producers and {o keep frefght charges for export of lron ore m sync }u*.rith its
rising international spot rmarket prices and garner high freight revenues in the event of
increase in international price of lron ore, IR Infroduced {May 2008) the Dual Freight .
Policy (DFP} under which, transportation of iron are' was categorized into two classes
‘on fhe: basis of end use viz ‘d_t.::mes;tic 'cbnsﬂmp.tliﬁgr;’--'we{.n{i- .'c:ther fltan domesiic
 consumption’. The former was assigned a lower Class4 and the latier a higher Classh .
Thé above classes cover various types of lron ore wiz., lumps, fines, calibrated form,
pallats etc. The freight difference b.etween the bwo assigneﬂ classes wés ot an é\_.r'erage '

miore than three times.

3 The atlotment of .rakes t;or lron are transportation is governed by an aliotment
policy, assigning priority/preferences laid down bf Railway Board and have a bearing on
the implementation of the DEP. Manufacturers of Iron Iand Steel, Cement and Pelliats
are the authorized customers eligible for héneﬁt of booking ‘iron ore’ at loner domestic
rate as; per the Rate Circulars issued by Railway Board slibject to Jaid down terms and

conditions.



Il.  Audit Review

4,  The implementation of DFP for ron ore traflic was first highlighted in Audit
‘Paragraph No. 2.5 of CAG’s Audit Report No. 32 of 2011-12 (Raiiways)that brought out

irregularities in booking of ‘lron ore’ traffic at domestic rate without ensuring receipt of

' stipulatecj documents from the consignors at three loading points of Waltair Division of |

‘East Goast Raitway (ECOR) for the period from 22nd May 2008 fo 31st March 2011,
Audit again examined imﬁiementatiaﬂ of OFP at 26 loading points and 10 unloading
| points over three' Zonal Railways -fc_)r the petiod from 22nd May 2008 to.Mar::h 2012
highlighting irreQLllarities in submisston of required documents for availing benefit of
domestic freight rate besides avalling of domestic rates by some manufactiring units
while used the frﬁn ore for salefexport and avalling of domestic .rates by some .
manufacturing units in respect of iron ore already ulilised for other than dus.nestic
purpose lke salefexport. In the Action Taken Notes furnished in Octeber 2012 and
October 2014 by the Ministry ﬁf Railways (Railway Board) in this regard stated that the
anus of coifforming to the affiimed end use was on the consignor !c:on.signee as
Railways. does nolf did not have any obvious in-buiit 'mechanism. for ascertaining the
end-use to which the iron ore was Ultimately put after its delivery had been taken by the
mnéignee. Further, the submission of specific documents prescribed by Railway was to
establish the bona fides of the party that it was trans porting the ‘fron ore’ for ‘domestic
cc:nlsumpﬁcm' &nd if the party then exports the matenal, it is a clear case of fraud. In
view of the significance of the issue, during the latest review Audit had covered all major'
loading points and unloading points of all Railway Zones in order to examine the
enforgement of the rules framed for the dual freight policy and the aspect of rake

affotmeant for iron cie fraffic.

5. Audit examined records of 83 major loading points {out of 97 loading poinis) of
seven Zonal Raiways and of 180 unloading points {out of 198 uﬁlﬁading points) of 15
Zonal Rallways. The Audit Report highlights the deficiencies in compliance with iaid
down rules and procedures in booking and defivery of lron ore at domestic rate by
con{:ieme;! Ratbway officials that resulted in a financial loss of eﬁpected Goods earnings
io the extent of ¥ 292.35.?8 crare (freight evasion of T 12722.65 crore and Aon-

—_- . - .- -‘



imposition of penalty o the tune of 1141816 ciore due to partial 5ubmmsmnfnon-

'submissm*] of documents/submission of mvalid dc-cuments besides |mp053h‘ penalty

of T 6005.97 crore for diversion for trading the iron ore transported at domestic ratej.

6. Against this backdrup, the Public Accounts Committee (2015-16) and (2016- 17)
) _$elected the subjoct for detailed examination and report. fn_the process of exammatﬂ::rn _
of the subject, the Commiltee obtained background nole and detailed waitten replies
from the Minisiry of Railways {Railway Board). They also took oral evidence of the
representatives of the Ministry and obtained post-evidence replies. Based on wiitten
and oral depositions by tha Ministry, the Comimiitee examined the subject in detaif and

discussed some important issues as enumerated in the succeeding paragraphs.

lil. Irregular booking and delivery of ‘lren Gre! at Domestic Gonsumptinhﬂate
and resuits thereof

7. - 'The Dual Freight Policy {DFP) introduced in May 2003 entitled the man'ufacturers
of Iron and Stesl to avail benefit of payment of freight at domestic consumption rate
subject to stipulations of the Policy. As per Rate Circulars issued by Railway Board for
: imp_iementi’ng Dual Fréight Policy for Iron ore fransport, for availing freight rate
applicable for dorestic consumption, submissior of verified ‘copies of six decuments to
the Station Master/Chief Goods Supervizor of loading points along with the indent for

‘every allotment of rake was made mandatory for Iron and Steel manufaciurers,

8. The Committee desired o know the details of the six documents required.for
availing freight rate applicable for dumes‘uc cransumptmn The. ministry in their reply

have stated as under -

"To avail the lower rate applicable for fron ore meant for domestic consumption, a
prescribed set of documents which includes Industrial Enfrepreneur
Memuorandum {IEM} or ceriificate of Joint Plant Commities {(Ministry of Steal}
indicating the licensed capacity of plant or MOU signed betwesn Plant and its
Associate Ministry (for PSUs only), Consent for Operation (CFO) frorm Pollution
Control Board, Factory license, Cedificate of registration under Contract Labor
Act, Central Excise registration certificate, Monthly Excise Return efc. are
required t0 be submitted by the customer to designated Railway Authorily to
establish the bonafide of the domestic manufacture unit. Sworn affidavit from
consignorfconsignee regarding declaration of end-use of iron Is also required o

be submitted and consignee is also required to furnish stamped indemnity bond
[ 3



9.

to indemnify the railway against mis-déclaration of export iron ore as domestic
iron are for non- payment of distance based charge or any other misuse of rulss
prescribed by Railways from time to time. For iron ore traffic booked to private
sidings, one time submission of documents fs necessary but in case of iron ore

traffic booked to ather than private sidings, the certified copy of above documents
are required to be submitted for each rake independently. Consignor is alsg
requited to make -an endorsement in the forwarding note declaring that the

consignment 1$ meant for domestic consumption within India.”

- Furthar, when asked to explain the puipose served by each of the requisite six

documents, the iinisiry in their reply stated that while the sole objective was to keep

traders out of the purview of the domestic fariff rate, the exact puipose served by the

gach of the stipulated documents towards the end of sole objective was presented in

five following tabular forni -

S.No. |

Documents

Purpose |

_Periodicity |

1

f

industriat entreprenenr |
Memorandurm {IEM} or cettificate

‘| of Joint Plant Committes {Ministry

of Stesl) indicating the licensed
capacity of plant or MOU signed
between Plant and itz Associale
RMinistry{for PSUs only)

for recognizing a
domeshic
manufacturing unit

Consent for Operation (CFO} {from
Poliution Gontrol Board for the
current financial year, or a copy of
the applicaion addressed fo the
concerned PCB  for - renewal of
CFO for the curent year duly
acknowledged by the PCB
together with a CFO for any of the
preceding years not more than
three years old,

[ for establishing fts
status as a running
unit

Factory license for the ocutrent
financial year, or a copy of {he
application ~ addressed to the
Inspector of Facltories of the
concerned State Governmant duly
aoknowledged by the addressee
together with a copy of the factory -
license for any of the preceding
years not more than three years
old,

stalus a8 a nunning
unit

for establishing its |

One time fof traffic
booked 1o private
sidings

b and

for booking of each
rake # booked io
other than private
siding




LT rpss o

Certificate of registration under
Contract Labar Act or an affidavit
uncder oath. certifying that this
registration is not legally required
to be done by the unit under the
provisions of Contract Labor Act |

‘| central

Excise registration
certificate - - -

for establishing iis
statusas a running
manufacturing unit

for establishing its

status a5 - -a.

domastic
manufacturing unit

 Monthly Excise Returm pertaining

fo the previous month or a
certificate from excise department
mentioning non-commeancement of
production

for establishing
their stafus as a
ranning . unit  and
also for confirming
that the iron ore is
put to use for
manufacturing.

quarterly basis

As regards the end — use of the

fron ore, both the "consignor and
the consighee" were redquired fo
submit:

Swaorn affidavils

o the effect that

the goods are
meant for
domestic

consumption In
declared
manufacturing

unit  within

and will not be
exporiad ouit
under any
circumstances.
The coimpany
undertakes to
advise the

concerned railway
authority in case
such iron ore is
intended to  be
used wholly or
partially for export
purpases

Indemnity Note by consignee

indemnifying
Railways against
mis-declaration.

India |

One time for traffic

hooked
sidings  and

fo private

for

hooking of each rake
if booked to other

-| than private siding

booked
sidings  and

~ 1 One tme for traffic
to private |.

for

booking of each rake

if boaoked

o other
than private siding
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Since penalty is only a deterrent after benefit has already been derived by the

consignees, non-submission/ partial submission of documents, submission of false

finaccurate, misleading documenis while availing freight meant for- domestic

1.

. _consumption of lron ore was to draw the following penalty:

-

Failure to sutymit any of the prescribed excise-related documents by the one fimers
would resuli in disqua!ificaticin from é1igibi[ity of the onetime submission of
documents. In such case the manufacturer will be réquired to submit alf
documents at the time of registration of each indent at loading points in order to -
avall freighi rate for domeslic consumption.

Partial submission mon-submission of documents or submission of inaccurate,
faise and misleading Indemnity Note will result in charging freight at Class 180
plus Distance Based Charge {consisting of lump sum amount plus a percentage

{as per distance slab) of Basic Freight Rate as per slab against the charging

‘freight at Class 180 only (as applicable for domestic consumpfion purpose) and

recovery of undarcharge will.be made. _

Aé ﬁer provisions of DFP if it is detected at ﬁny stage that the éndo.rsemen-t'
menticned in the Forwarding Note andfor Affidavits were false, inaccuraie or
misteading, a penalty for mis-declaration would be imposed at the rate of four
times of the -freight charéeabie. Such consignors an_d consignees would be

biafc'klistad for a period of three years.

However.- Audit test-checked 907586 RR for non-submission, partiaj submission

and invalid submission of required decuments and its findings are as under:

0 .-

"Railway Authorities allowed booking of 2079 rakes over four. Zonal Railways

(SER, ECoR, SWR and SECR), in respect of 225 consignees, charging fraight at
domestic rate even though neone of the prescribed documents were submitted by
these consignees. The said- acceptance of indents without obtaining prescribed
documents .and booking rakes at d:_:rﬁ’lestic: rates by Chief Goods
Su;:néwismrfﬂhief Goods Clerk/ Sr. DCM, led to freight evasion of T 95?.?6 crove



during the period from May 2008 to September 2013 _iﬂ terms of Raitway Board's ‘

“Rate Cirifar "

ST =Pt

(i) in respect of 218 consignees, charging of freight at domestic consumption rate
was allowed by Raifway authorities while booking 5083 rakes over five Zonal
. Railways (SER, ECoR, SWR, WCR and WR} even though stubmission of |
'documentg by these consignees was partial and led to fréight evasion of °
2309.06 crore during the period from May 2008 to September 2013. |

(i}  the documents submitted by 49 consignees (either baoking Iron ore to their own
| Sidings or other than their own Sidings) over four Zonal Railways (SER, ECoR,
 SWR and WCR) had deficiencies. The deficiencies in the decuments inciuded
cases such as Monthly Excise Returns submifted far earlier period than that

.. required, Consent of Operation (CFO) not cleared as the case is subjudics,
consighee name manually corrected ate. Audit observed that railway booked 190

rakes on the basis of these documents and allowed transportation at domestic

consumption rate, which resulted in freight evasion of T 108.42 crore.

42. " In view of serious lapses-in implementétmn of DFP-the: Commitee asked the

R_éiIWays as to whether any pre-emptive measures were in place to prevent such

misuse of the policy. The Ministry in their reply have stated as follows:-

“in any poficy where there is dual pricing, there are possibilities that someone
could misuse the provisions. Therefore, the said documents including affidavits
etc. were prescribed fo pravent the same. Further, provisions of penalties were
alsa built in the policy. As per these instructions, i at any stage, it is detected that
the endorsement on forwarding note and/or the affidavit furnished was false,
inaccurate or misleading, penalty for mis-declaration shall be imposed as per
extant instructions. In addition such consignors will be blackiisted for a period of
. three years for transport of fron ore from any terminal of Indian Railways and
Railways may also take recourse to further legal action. The railway staff checked
-the documents before giving the domestic rate "

13.  In respanse to the query of the Committee as fo who detected the fraud being
committed under dual freight policy, the representaives of the Railways, submiited as

under:



14.

“It is pertinent to mention that Vigilance of South Eastern Railway had first
defected the case of mis-declaration where customer transported the iron ore at
domestic rate after submiiting all the relevant document but later exposted the iron
ore instead of consuming in their domestic manufacturing unit.  This was not the
case where extant guidelines were nof impiemented comecty but here customer
commifted fraud and thus evaded the freight As this case mvolved multiple
aspects fke evasion of custom and excise duties, the case was handed over fo
CBI through Central Vigdance Commission, Monitoring-- and .chocks were

intensified and a number of cases were detected. Demand and show cause

notices were issuyed against delinguent customers.”

However, during the evidence iendered before the Committes thé.r{-apresentat]mas

of CBI made the following divergent submission to the claim of the Raflways:

18.

“In CBI, the number of casas we have registered is only 17. Tho grant is very
large. These cases have been redistered on the basis of our owh source
information. Mormally what happens is that the agency which suffers the losses
should become a complainant in the ciiminal case. Then it is easter for us to prove
that wrongful loss ™

Keeping in view various shoitcomings on part of the Railway administration, as

highlighted by audit, the Committee enquired about whether checks were prescribed, to

be exercised by the Zonal Railways/ Divisions / field unils for ensuring that requisite

doctiments were submitted by consignars and consignee before booking and delivery of

rakes. The Railways in their reply have staled that:-

“It iz a fact that in some cases, the some of the prescribed decuments have not
been collected by the designated authority while booking the fron ore traffic. -
But these are not the cases of freight evasion. In these cases, prescribed
procedures have not been followed and thus there have been procedural lapse on

 the part of the Railway staff The responsible staffs have been taken up under D &

A Bules,

For remaining cases where scrutiny of records revealed that the iron ore booked at
doimestic rate was not consumed but exponed, demand cum show cause notices
were served on the delinquent customers. They have challenged Railway's
demand nolices and went to court. At present 23 cases are pending in Supreme

Court where the amount of penal freight involved is Rs 8730 cr.

On Eastern Rallway, debit were raised in case of four finms for Rs. 24,69,023,
Rs.85,17,487, Rs. 21,868,340 and Rs.59,51,723 respectively but only Rs 24,69,023
has actually been recovered and other fhree firms went to Court of Law. On South
Eastern Railway, during 2008-13, total 414 inspections were conducted at the iron
ore loading/unloading points ard 75 nos. of iregulariiies were detected a:wd dabit



ta the fune of Rs.31.90 crores realized. On South Western Railway, an amount of
Rs.1,21,84,565 had-beeneoflected from Mfs Choudle & Cu for the consignment”
booked during May/dune 2008 for non-submission of required documents, On East
Coast Railway, penally amount of Rs. 51.80 cr from KIOCL and Rs. 13711 cr. fram
Essar Steal has been recovered.” )

16, Thg____h{l_‘_r_g;__i_giry informed the Committee vidn. wiilien replies that the total ameount
involved in the dermand-cum-show cause notices issued to various delinquent customers
" is 76912.25. Out of the said amount only 3141.09 crore have been recovered so far as
“the parties have challenged the demand-cum-show cause notices and the validity of dual
pricing of lron Ore in different High Courts, which have since been transferred o the
Supreme Court of india and were scheduled for hearing on 29.06.2016 and 13.07.2016

as j::er last available information provided by the Railways.

17.  However, during the evidence, the representatives of CBI had claimed that tha
cases ‘of fraud that they could compute and prove sufficiently and charge-sheeted in the
court to the tune of T3056.60 crore only, which was the frauduient aspect. In the remainig
~ aspect, they found that there was a systemalic failure with the Railways in exercising
effective mionitoring and implamentation of guidelines regarding submission of documents

and imposition of subsequent penaity for non-submission or partial submission.

18. The Cammittee enquired about the action taken égainst the concerned Railway
offictals for lapses In scrutiny and monitoring of the requisite documents. The Ministry In

their written deposition submitted as follows:-

"Following an investigation by the Vigilance Depanment of South Eastern Railway,
the matter was handed over {o the CBI for further investigation by the Ministry of -
Railways after consuiting Ceniral vigitance commission. This was done as several
non-raitway depariments and individuals were suspected to be involved in freight
evasion. As per information made available by CBIACB/Kolkata so far to SER
Vigilance regarding CBI enquiry in the freight evasion scam, out of 18 cases
registered by CBIYACE/MKalkata, CBl has filed charge sheets in 10 cases, 03 cases
“have heen closed and 05 cases are under investigation. Out of 10 cases where
charge sheets have been filed, information has been share by CBI with Zanal
railways vigilance in 9 cases so far. Further, information regarding 2 other freight
evasion cases where investigation was conducteéd by CBI/ACB/Ranchi has also
been forwarded © zonal vigilance/SER. Out of these 2 cases, CBWACB/Ranchi

has filed charge sheet in 1. case and eother case is being submitted by them for
i . . - ’
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closure.  AS per advice of CBI, action has aEreacﬁ.r been |n1tiated agamst 54
Raiiway officials under Disciplinary and Appeal Rules ™ o oo - ore o

19.  Audit had also found that Steel Authority of India Limited {SAILY, a Public Sector
Undertaking having its own captive mines as well sidings for loading and unloading of iron
ore did not submit any documents in respect of 1184 RRs and submitted partial

documents in respect of 7773 RRs at loading points and 1256 RRs at wloading points.
This aftracted higher Freight rate which the Rarlway Administrafion fail to reafised, leading

to under charge of freight to the tune of T 4838.80 crore. In respect of two RRs, an
amount of T 5.45 crore was also chargeable towards penalty due to submission of
deficient Affidavit.

20.  The Committee during the oral evidence guesiioned the representati'véa of the

- BAlL regarding the critfcal findings of the audit. The representatives of SAIL made the
foliowing deposition before the Comimittee:;

“SAIL has captive iron ore mines. Whatever iron ore we are producing entirely we
are consuming in the plants. Because of the willful default by not submitting the
documents SAIL did not gain anything because the entire iron are whatever has
been produced in the mines was consumed and there were dual policy for expont
as well as domestic consumption. The entire iron ore is being consumed only in
the pfants. | do agree that there was a mistake on the part of SAIL as documents
were not submitted. | apologize for that and 1 would ke to report back on that
particular front, but there was no financial gain because we have never exported
these iron ofe. Therefore, the advantagé or loss to 'the Railways cannot be
“accounted because we never exported iran ore, and 100 per cent ron ore that

we produced in the country is cansumed by the plant. Since we are the bulk -

consumer of iron ore, therefore, documents are reguired to be submitted ones
and then every quarter the resubmission { rechecking of documents are required
and we have done it. | think that whatever foses has becn reported, it appears
that there were some deficiencies in under-loading in the wagaons. This loss
occurred because of that. However, let me clanfy that the Raffways chaige for
the full wagon load. Suppess 2 wagon has a carrying capacity of 60 tonnes, and
SAIL has loaded only BO fonnes or 62 tonnes, even then the Railways charge the
full amount. Even on the lower amount of charges also, SAIL suffers and the
Railways do not suffer. Therefore, this amount of I 4838 grares, | fail {o
understand haw it has appearesi "

IV.  Utilization of Iron Ore Not Gonsumed Domesticafly

21.  Assiipulated in t_he Rate Cir-_::ulars domestic rate is applicable for iron ore used for

production of lron and Steel etc. at the specified manufacturing units. As such any
unauthorised diversion of it or unauthorized remaval from the manufacturing units
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detecled subsequentw by raalway administration would have attracted penalw ThlS is

because the bm:tkmg is done at domestic rate cn the basis of the endcrrsement gwen in

. the Forwarding Note and the asswance given in the Affidavit that the-iron ore

transported is meant for use at the manufacturing unit,

22, Audit test checked revealed the following shortcomings: ..

-

The quantity-ahown as received in Excize Refurns by the consignees was
less than the quandity transported by rall by 71.22 lakh MT i'n case of 81
iron and Stes! Manufacturing Units. This was an indicator that the

quantities booked and transported at freight rate applicable for domestic

- consumption was diverted for third party trading/export.

Out of 61 consigheses, audit revealed that 48 consignees had failed fo
submit prescribed documents - Monthly Excise Returns (7668 RRs) and
two legal documents viz. indemnity Note (7918 RRs) and Affidavit {78838
RRs} while booking 8480 rakes. Though these 48 consigness failed fo
submit reql_ured documeits, they wers aliowed {o transporl tron ore at

domestic ccnnsumptmn rates by ccncemed Railway Admmlstration

) f_G-:msignee wise detalls are given in Statement C.

23, In view of aforesaid divergences in the end use of iron ore transported, the

Committee enguired 'ébﬂ_ut the steps taken by the Railway Administration to develop an

in-built mechanism for ascertaining and verifying the end use of the iron ore trans;ﬁarted

at domestic consumption rate. The Mintstry in their renly have submitied as follows:

“Serutiny of Excise documents revealing quantity of steelipellets manufactured
against avaitable iron ore stocks on hand and receipts during month have led to
detection of irregularities prompting further investigations. Different departments
such as Ports, central excise and customs, mining efc. are being consulted ta
ascertain and verify the end use. Through conceried efforts of Railway
Administration in assnmat:on of above r::-rgamzatmns several cases of freight
evasion were uneaﬂhed

24 .[t was also enguired whether a system has been put in place for capturing data of

iron ore shown as receipt in the Excise Returns of the Iron and Steel manuf%cturtng'
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companies and compare the same with loading data from CRIS, soas to detect CAses-

of diversign: The Railways in their reply have submitted as fallw.rs

“The excise retums reflect total receipt {:f iron ore by the manufacturing units but,
do not reflect separately quanium received by road and rail. While there is a
possibility for electronic data interchange between CBEC and Railways pertaining
ic opening stocks of iron ore at urits, quantum of iron ore receipts, goods
“manufactured and closing balance, - unfcrﬁunaiely on account of the present Excise
Returns not reflecting quantum recelved by different modes {Rail, Road ete ), it has
not been possible to accurately assess the diversion. The matter of electronic data
interchange has already been brought to the notice of CBEC who have expressed
their inabiliy to give information with regard fo quantities received by different
mades as this is not being captured in the present excise format.”

25, On being asked to specify the action been taken to recover the losses and penalty

amount, the Ministry m their wrilten réply have stated as follows:

*The cases where scrutiny of records revealed that the iron ore booked at domestic
rate was not consumed but exported, demand cum show cause notices were served
on the delinquent costomers. They have chalienged Ralway's demand nofices and
went to court. At present 23 cases are pending in Supreme Caotirt where the amount
of penal freight ivolved is T 5?3[1 of.

On Eastern Railway, debit were raised in case of four firms for ¥ 24,698,023,
¥ 85,17,487, ¥ 21,986,340 and T 59,51 723 respectively but only T 24,628,023 has
actually been recovered and other three firns went to Court of Law. On South
Eastern Railway, during 2008-13, total 414 inspections were conducted at the iron
ore |eading/unloading points and 75 nos. of irregularities were detected and debit {0
the tune of T 31.90 crare realized. On South Western Railway, an amouni of
31,21,84,565 had been collected from Mfs Chougle & Co for the consignmennt
booked during MayiJune 2008 for non-submission of required documents. On East
Coast Railway, penalty amount of T 51.80 cr from KIDCL and ¥ 13.11 cr. from Essar
Stesl has beerz recmrerecl '

26, Audit scrutiny found that although Rail'wa'_f Board in July 2008 accepted a limit of
25 .per cant.for the generation of Iirr:rn ore fines, ‘out of total quantity of Iron Ore booked -
and transparted by Rail at freight chérgeci at domestic consumption rate to compensate
for fines generation in the process of crushing iron ore lump for getiing the specified size |
for use in fumace, Railway Board did not considér these suggestions while framing the
Rate Circular 36 of May 2089 and did not lay down any ceiling for residual! leff over

quantity of iron ore fines. Further, this significant clause aliowing the Ieft over fresidual
' '
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iron ore fines for export out of the iron ore carried at domestic rate witholt any limit hawng

fiffangial répaiclission Wwas addsd o the Rate Circtlar w:thnut refemng the Jssue tg"-"'""'-'

apprapriate technical authority. As a result the following discrepancies securred:

(it 43 consignees’in 15 Zohal Raiways removed 38.18 lakhs MT of ‘Iron ore’ from the
factory premises o of the guantities  bocked. and transpored at domestic
consumphion rate by rail alone. Of these 43 consigneces, 23 consignees, removed
8.79 lakh MT of 'Iron ore’, in excess of 25 per cent of receipthy' rail. The
percentage of rembva! was 90 to 100 per cant in case of three consigness in

_ BOMe years.

(it  Further, the manufaqtgjring units having Pellst or Sinter Planis are able to use the
generated fines in the blast furnace by converting the fines into pellet/sinter, As
suich, removat of fron ore fines should not have been allowad to them. However, it

was not stipulated in the Rate Circutar,

(i) Removal of lump and fines from the factory premises could have been checked by
assigning separate commodity codes for iron ore fines and iron ore lumps
respactivaly. A separate commodity cade. was, however, préscribed {July 2013}

he!atedi'y for lump and fines. But the same was not implementad fully.

(v} In FOIS data, unigque ientification code for each consighor is also essential for
* detiving correct information of bookings of Iron ore made by each consignee,

which was not done.

27.  On'being asked to put forth the findings of the Railways in this regard, the Ministry

of Railways in their reply have stated that;

“The iron ere policy nolified vide Rates Chcular No.38 of 2009 provides for
dispatch.of left over stock of residual iron ore fines for export only. The cutward
movement of residual iren ore fines from such units will be charged at Class 180
. plus distance hased charge. tn respact of removal of iron ore without use at the
" unit for domestic manufacturing of ron and steel andior excessive removal
coming to light during scrutiny of Excise Refurns, alloiment of rakes to such
customers are withhald {ill such time as an investigation is concluded "
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28.  In view of instances of removat of ‘Irori Ore’ by the consignees in excess of 25
per cent receipt by the Rallways, 5¢'stated above, the Railways were asked whether the
limit of 25% has since been revised. The Railways in their written reply have stated as

wnder:

“The provision for 25% additional aflocations was introduced on 02.07 2008 with
a'view to compensate for generation of fines during the crushing process and this
was subject to verification of crushing arrangement and processes inside the
piant of customer's unit. This provisior was introduced prior o the introduction of .
dual freight policy for iron ore w.e.f. 01.06.2000. This provision has, however, not
baen brought into play and ulilized for the purposes of additional allocation of
rakes in actual praciice. Some quantity of iron ore fines does get generated in
nofmal course of transportation and handiing of tron ore lumps-and on being
‘rendered unusable at units not having sintering/pelietizing ptants, such residual |
fines can accumulate {o sizeable volume over a period of time. Since the
determination of such-arising of residual fines does not fall within the domain
competence of Railiways, inputs of undertakings like MEKON and SAIL was duly
obtained and on rececipt of their advice, a norm of 10% is being used as the
guiding principle for conducting checks against diversion of fron ore away' from
the stated end-use for domestic manufacturmg of iron and steel”

28, The Railway Board have further argued that as mixed rakes consisting of both iron
“ore lump and fines could be loaded from the mines and there was no difference in rates
for lumps and fines, it was :mt'pos's'fiﬂie to sfiictly monitor loading of lumps and fines. As -.
regards Audit's suggesﬁon that pellet and sintér plants should not be allowed to remove

fines, the Raflways have stated that the issue was contested by the parties as there are

- defective pellets, leave aside finos which were also recognized form in excise returns and

which. cannot be used m blast furnace in certain cases. As a transpm{ar, Railways
prescribed the rates for transportation of different commodities. Restriction if any, were
levied. only.in public interest and operationat exigencies. Therefore restricting a particmar
traffic for ;ﬁarticuiar kind of mdustry did not seem to be In order. The onus of the
correctiess of declaration of end use was on the customer. Further, as stated by them,
the Rallways diﬂ not/does not have any obvious in-built mechanism for ascertaining the
end-use to which the fron ore was ullimately put after its defivery had been taken by the

consignee at the designated destination station, '
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- 30 'H::rweve the audit had contested hoth the views pc:mtmg that Ef Raﬁways had

" idenfified Fanifacturer by gwmg unlque identification code to all canmgnees who were
net in a position to use iron ore fines due to absence of Pellatisation Plant /Sinter Plant
but were indenting rakes for carrying iren ofe ﬁriea, this could have bsen the first step
towards verification of end use of iron ore  transported at domestic rate.
‘Also the docurnents prescribed By the Raitways stch’ as ERs contained Information viz.
-manufacturmg capacity, guantity of iron ore received, used and removed from -
ménufaciuring units, essential to esigblish the apolicability or otherwise of lower rate of
freight for domestic producers. Moreover, as such, removal of lon ore from
manufacturing units beyond permissible limit of 25 per cent was prima facié irrequiar
~and ftwould have been appropriate for Raiiwayé fo impose penaity for irregular removal

(beyond penmissible limit) of ‘Iron ore”.
V. Allocation and Allotment of Rakes for lron ore Transport

21. Since there s a shorage of rakes vis-a-vis demand, it is required that rake
allocation and alotment is done judiciously and in a manner that unscrupuious'
cansignees are not able to mistise them, in the context of movement of iron are.Forthe

purpose of atlotment of rakes, the customers have been divided in four categories:

a} Central Board of Trade {CBT) Category —This Category covers customers fike
Integrated SteelPlants with a production capacity of one Million Tonne Hot Metal
{Molten pig iron) and having their own private siding. For CBT Category,
-Railways are required to make ali efforts to fulfil the prograrmmed alloiments of
rake.

b} Wagon Invesiment Scheme (WIS} category —~ This category covers customers .
who have joined the Wagon Investment Scheme. Railways are required fo make
all efforts fo load all the mandatory number of rakes which are contractually
agresd upaon.

c) Priority C — Priority C category covers those consignees which have the Plant
with Steel producing capacity of 0.50 million tonne i.e. requiring five rakes of ‘iron
ore' per month. Railways are required to make all efforts to fulfil the programmed
allotments of rakes. While assessing rake requirement, the quantity of ‘lron org’
used for production at the manufacturing unit in the previous three monihs as
mentioned in Excise Returns (ERs) excluding the immediate preceding month of
the quarter under consideration is kept in view besides meetings held with the
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1t

_customers, The quarterly assessed requirement s communicated to the

.concerned.Aut_hc:_ritias of the -Zonal Railway, so as to allof rakes accordingty.-

d} Priority D - This categoty covers all other manufactureis who do not fafl under
any of the above mentioned thres categories, The production by the customers .
belonging to this category would be less than 4.50 mitliont tonne and requiremert
of wagon rakes, less than five per month. In this category, the customers are not
covered under 'Fregrammed Traffic' and hence, ho assessment is done for them.

“Thus, neither ary rakes are specifically allocated in advance to them nor any

prior assurance given. Their requirement is met after meeting the requirement of
other tiwee categories. The consumers are assigned preference/priority in that
order. ' ' . o

Audit scrutiny has revealed that the fﬂfiﬂwing deficiencies in the system:

Although .the aliotment of rakas to Priority [ customners was considerable in size,

“there was no check of use of ‘lron ore' by the consignees for the production of

fron and Steel at thetr manufaciuring uniis before allocations/allotments of rakes.

Thdugh Priarity C custorners got assured allocation of rakes consignees showed

an increasing preference to be categorized under Priarity D rather than under

. Priority C. In SER, ten consignees got themselves delisted from Priority C and

joined Priority D customers during March 2013 to March 2014, It is indicative af
the fact that for a customer it was easy to get adequate rakes under Pricrily D

without proving the use of ‘Iron ore’ at manufacturing units.

From November 2010 onwards Railway Board aliowed Priority C customers fo

“place indents under Priority D subject to submission of requisite documents,

© This practice of accepting indents under both categories from same customers

was fraught with risk as a customer who i= not able to get rakes allofted under
Priority C on the basis of dafa for use of ‘Ifon org’ can place indenis under
Priority O and get rakes ailotled under that categ'r:}ry, where thl_are is no check of

quantity of 'lron ore’ used.

Allocation of rakes is done on the basis of the consumption of previcus guarter
by various customers. However, a test-check of allocation allotment of rakes

revealed that customers were allotled rakes in excess of actual requirement

L2 )
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based onh the quantum of consumplion during tEe pravious guarter. All the

- éohsignéas were found removing large quantities of iron ore from their

manutacturing units which could have been sold fexported. Three companies had

also short reported to Excise Authoritias the iron ore guantity booked at domestic

rate by rail which could have also been soldfexportad,

In view of misuse of Priority D category of rake allotment the Railways were

asked the rationale for non-assessmeant of requirement before allotment of rakes fo

F‘riorlit}.r [ cusiomers, The Rallways in their reply have stated as under:

24,

“All allotment of fron ore rakes both for Priority 'C’ as well as Priorty 'IY s made
through the computerized Rake Alioiment System (RAS). However, for the

. purpose of making allocation programme for rakes, only requirement of CBT and
- -pther Priotity "C° customers having production of 0.5 mitlion tonne per annum or a

minirnum reguirement of § rakes per month based on Excize cerified peak
production in the previous quaiter.are taken up by the office of Directar, Rali
Movement, Kolkata. Accordingly, rake allocation programme is generated
through RAS for the entire month in the beginning of month itself. The iron ore
fraffic for domestic manufacturers having requirement of less than 5 rakes per

‘moath and exports come under the purview of Priorty ‘D' allocation.

The materialization of allotment of this category being very less as compared o
CBT and other Priotity 'C' customers - did not warrant separate advance
allecation.  The inclusion of even small customers who would be eligible onby
under Priority ‘0¥ is under consideration for programming lke Piionity 'C
At present sulknission of mandated documents including excise returns at the
fime of placement of indents by Priority ‘D' customers is followed as per policy
clrcular Rates Circular No 36 of 2008." :

-Audit findings, howsaver, revealed that at loading points, affer the receipt of indent

for allotment of rakes, the allotment Is made manually, except in Chakradharpur (CKP)
and Khurda Read (KUR) Division of SER and ECoR, where allotment is made through
computerised Rake Allotment System (RAS) on the basis of rakes atiocated by EDF{M,'

Kolkata, or concerned Sr. DCM, based on indent received, availability of rakes, and

priorities and satisfaction .Ieve_.l prescribed for each category of customer and the OBDR

policy prescribed by Railway Board besides loading capacity, unluading capacity and

route capacity.
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35. Moreover, the allocation and aliotmert of rakes in respect of consignees of
Category CBT and Pricrity C custosmers in Chakradharpur and Khilirda Road Divisions.
of SER and ECoR were also being magde through ménua! infervention in RAS bypassing
the inbuiit logic set in the RAS. It was observed fromy the data provided by CRIS that out
of 65?4_5 allofmeﬁts made during the period from 1 April 2011 to 19 May 2014, 13060

A

(19.57 per cent} al!otment'were.made_ through ™ manuwal  intervention  in RAS

(Chakradharpur Division-21 per cent and Khurda Road Division £.45 per cent}. This
reflected that there exists a risk of extending undue bonefits to select _c:tfstomes:s
bypassing all in-butlh checks in RAS such as Cusfomer Rake Requirement, route
- capacity, priority, loading capacity of originating statidn, unloading capacity of

destination station etc.

36, In view of side stepping of the srystem of computerized Rake Allotment System
" by the Railways, the Commitiee probed the status of implementation of computerized
Rake Allatment Systerﬁ in Indian Raitways. The Raitways in their written replies stated

“as under;

‘Computerized Rake Aliotment system (RAS} was infroduced w.e.f, 83.01.2011
over South Eastern Railway (Chakradharpur. Division) and from Apri! 2011 over
East Coast Raflway {Khurda Division) which are the two major iron ore Joading
Divisions on Indian Railways. The two Railways sccount for more than 83% of

the total iron ore loading on Indian Raiftways., Oui of the remaining 17%, SEC -

_Railway accounts for 6% which is entirely CBT loading for SAIL Bhilaj Plant from
their capfive-mitnes in Dalll Rajhara. The balance {1% loading is from SWR
{(10%), SR (0.5%) and WCR (0.5%) which is required fo be covered under RAS.".

37. - During the eviderce of the Committee, on being asked about the action |
taken by the CB! in the matter, the representatives of CBi submitted as follows:

“........ From 2011 to 2014, CB! registered 17 number of regular cases, that is,
FIRs have been registered and investigated; out of which, charge-sheets have
been filed against the accused parsons in 12 cases. In one case, that is; Rashmi
Metaliks, which you are refering to, we are ready with the charge-sheet. it is
pending for the sanction for prosecution fram the Railways. As soon as we
receive it, we will file the charge-sheet. So, practically, 13 cases have been
charge-sheeted. Four cases have been closed for want of “prosscutable
evidence. There were 14 preliminary inquiries registered in the year 2013-14 and
all of them were closed for want of converting them into a regular case. At the
end of the investigation of these cases, we have recommended departmental
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38.

ig

action against 154 public servants of Raflways to the Railways case-wise. They
wilt be-taking action af their end. So-faras one employee, who was critical fo the
aliotment of rakes in the DRM Office, Kolkata, of the rank of Office .

- Superintendent, we have registered a case of disproportionate assets; 180 per

cent more than his lawful income and it is presently under investigation. We have-
filed the charge-sheet..... .. -

Internal Controls for effective implementation of Policy, Monitoring
and Reporting - : :

Audit had observed that the infernal contral for implementaﬁﬂﬁ of DFP had

intrinsic deficiencies and some of the provisions wera not incorporated /ot enforced

made with due diligence, The deficiencies noticed are as follows:

38.

1) Railway Board had preseribed six documents for submission at the time of

registration of sach indent. Neither, the purpose and significance of their

“subtmission was made clear nor any guidelines were issued to make use of the

eight mandatory documents including Aﬁidavit'and Forwarding Note submilted by

the customers for ve_rific:atiun of the end use of the Iron Ora.

~ 2} There were no instructions of the Railway Board to compare the quantum of .

iron ore fransported by Rail, with the monthlyfyearty consumption of Iron ore for

domestic use, as reflected in the Excise Returns {ERs).

3) There was no advice to watch the removal of iron ore from manufacturing unit

- with the help of ERs. Railway Administration needs {o lay down periodicity of

inspections by Commercial Inspectors while drawing and approving Inspection

-Programme/ Schedule fo facilitate complete coverage of all loading/unloading

peints in a given time frame.

It was also peinted out by the audit that Railway Administration needs to lay

" down perfodicity of inspections by Commercial Inspectors while drawing and approving

inspection Programmie/  Schedule to facilitate complete coverage of all

ioading/unloading points in a given fime frame. Norms laid down for inspection by TlAs

in which all transactions ingluding the iron ore traffic were to be covered were not strictly
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foliowed and where mspectmns were undertaken, issuss regan:lmg iron ore traffic were

h:ghflgh’t&d anly in few cases.

40, .]n this context the Ministry were asked whether norms of mspections ta be
carfied out by Commercial Inspectc-rs were fald down by all Zonal Railways and the
mechanism being put i place fo monitor the results of inspections carried out by
Commercial lnspectors and Travoifing ingpectors of Acccunts (TIAs) ) with any Toliow up.

action taken thereon. The M:mstry in thelr reply have stated as follows:.

“it may be mentioned thai Railway Administration are independent functional
units as recognized by Rallways Act of 1989, Railway Board prescribes broad
policy guidelines which need to be adhered by Zonal Railways by duly adapting -
to thelr [ocal copditions. The power to make the conditions stiingent or to provide
exception has been duly recognized n the codes of procedure for Rallway
working. Therefore, to judge all Zona! Rafways with one paramefer of inspection
schedule will not be [ogical. In Rallway working the Commercial Inspactors and
TlAs are assigned sections and they are responsmie for WDrkrng of all stations
'failmg in those sections on day to day basis.”

41, Further, the Ministry.during the oral evidences informed the Committee about the -
action taken by them to remove the deficiencies in their system of checks and balances

~  pointed by the audit and stated as under:-

“The Railways have mads a majlor breakihrough is the manner in which it dea!
with the Mines Department of the State Government, In early 2011, for the iron

" ore we had devised a methodology where each forwarding nole was being
validated by the Mines Department of the concerned State Government. In the
mantial form it has been existing since then. The validation which is now being
done by the Mines Departmant does not enly indicate the tolal quantity of iron
ore which they have aliowed {o be moved from a mine to a paiticular site. They
also indicate the final destination. it also carries a starmp that this iron ore is
“meant for export or is it meant for domestic consumption. Today it is a process in -
which the consignortakes the forwarding note to the Mines Department and gefs
it validated and then submits it to Us. In no case, are the Rallways allowing any
allotment of any rake which is not backed by a duly validated forwarding noie.
Railways have gone a step forward in this and have come up with a seamiess
software which is called IMMS, which is basicaily the Integrated iines and
Minerals Software where the final testing has beean done.” :
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42 In response to the query of the Cmnmrﬂee about the details of ’Ehe Entegrated N

“Mines and Minerals Software, as devised by the Indian Railways, the Mlnlstry in their

reply have stafed that:

“The IMMS software is proprietary software of the Mines Department of the State

- Government of Odisha. Linkages have been established between the BBMS
server with that “of ‘FOIS servér of Indian Railwdys “whigrgby, the documerita
issued by Mines Department viz. Transit Permits and RR issued by Indian
Railways are shared over the servers and can be seen and cross checked by
both sides. This not only eliminates cumbersome dacuments being exchanged
physically with the possibility of forging but also speeds- up and cuts down
unnecessaly red-tapism in terms of obtaining stamps on very large number of
documents which are otheiwise necessary to ascertain authenficity, The
integration between IMMS and FOIS has been achieved in the iron ore loading
sidings of Odisha. Similar develapmeni of software for the other states is being
undertaken by the Ministry of Mines and as and when they are ready stitable
interfaces with FOIS will be established.”

43 - Audit ﬁnci'mgs further revealed that no special training pregramme  for
Commercial . Inspectors! Chief Goods Supervisors/ Goods Clerks was conducted fo
tfamiliarize them with the instructions/ procedure to be followed while booking of Iron Ore
traffic as prescribed by the Railway Board through various cireulars, further Chief
Commercial Manager! SER, in January 2014, requested the Principal, ZRTi, SINI to
incoiporate a subject on the required-checks on documents stubmitted for hooking of
[ron Ore Traffic etc. in the fraining programma for Commercial Clerks (Booking, Parcel -
and Goods} which was not done till January 2015 and appropriate fraining programmes
were not conducted either for reguiar work relating to Traﬁic'{Cm’nmercial} at loading /
unloading points of specifically for new policy guidelines issued in respect of Iron Ore
fréight tréfﬁc. As a result, concerned staff falled {o exercise adeguate checks and
admitted invalid documents/ declaration/ affidavit for avalling domestic rate and also
could not detect cases involving large scale remaoval of irdn ore from manufacturing

units and short repoiting of iron ore carried by Rail at darmestic rate.

44,  In view of Audit findings, the Committes desired 10 know the reasons for lapses - -

in the training of the concemead railway staff and the status of various training measure

proposed to be undertaken or already underway in the Rallway to equip the stafl with
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requisite knowledge in scrutinizing the decuments/deciarationsfaffidavits and detecling
cases of rémoval of iroh ére from manufaciuring units or identifying cases of short
reporting of iron ore canied by Rail at domestic rate. The Committee were informed as

under:-

“Tha Zonal Railway Training Institutes (ZRTls) are responsible for trainng of the
staff ‘of different Zanal Railways in the Commercial and Operational rules for
cartiage of goeds. The rules for booking of goods by rail are common for all
except for need of documentation i cases of dangerous goods, livestock and
iron-ore efc. Since iron-ore constitutes only 10% of the total loading over IR, a
separate course for iron-ore hooking does not seams logical and it is taught as
part of general curriculum as the same amount of caution is needed for booking
of all goods for transporiation by rail. However, course modules on lron ore
fransported was added in ZRTl Commercial syllabus for Commarcial Clerks on
SER.” '

45.  Further, for improving the system of monitoring and conirol; Vigilance
Department of SER gave the following suggestions to the Operating and Commercial
departments in October 2012: (i} To allot each transporter in FOIS a unique identifier
and capiure Excise Registration number of the consignee as a second Unigue identifier,
56 as to enable Railways io use the data as and when reqguired or when asked far by
‘other authorifies. {ii) Collecting details of 'principai. inputs such as iron ore Iumrﬁs or iron
ore fines and their utilization i manufacturing activity through Monthly Excise Return
ER .6. (iii} To explore possibility of sharing electronic database of ER 6/ER 4 with
Central Excise Depariment. {iv) Petiodical comparison of cumulative loading figures
from FOIS with 'certified’ plant capacity. {(v) Submission of R & aiong wiéh ER 1 by the
cdnsi-gnees. {vi} Ensure genuinenass, legality and enfc:rceabiiity of toading documents.
(vil) Keep waich on heavy leaders especially who are loading fron ore firies, because
only a few iron and steel manufacturers have the capacity to make sinter ar pellets out
of iron ore-fines. (viii} Introduction of new comimedity code for iron ore fines and align
FOIS with the national system followed by Mining, Central Fxcise, and Customs
Departments. (ix) To get lfon Ore Utllization Certificate {(IOUC) from Cenfral Excise

Bepartment fo watch the use of fron ore by caonsignees for domestic purpose.

e
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46.  inview (}f the aforaesaid suggeshons the Ratlways were askeci to explam whether .
the feasli:r[i;ty of zmplementatmn of these suggestmns were assessed by Hanway Board

and any decision taken in this regard. The Ministry in their reply have stated as under:

“The sugnestion of vigilance regarding system improvement has been reviewed
and has heen incotporated-panly. Separate commadity code for Lumps and-fines
have been assigned. It may be mentioned that unique code exists in FOIS for
consignor consignee and commadity. The consignor and consignee code are
linked to place of loading in case of private siding for proper identification that is
reguired for day to day operations, Changing the logic and making the consignor
and consignee code uniform is not in the interest of railway working: It may be
mentioned that a customize report can be generated by FOIS as per the
parameters prescribed by raflway board or concerned zonal railways. Therefore,
the system is equipped with reguired checks and balances. The remaining
suggestions are under consideration in reference to overall review of dual freight
policy of iron ore in view drastic drop in international iron ore price to $50 per ton
and a slump in demand of iron ore for export. After defailed deliberation, Dual
freight policy for iron ore has been discontinued w.e.f. 10.05.2016. Now all typas
of iron are / fron ore pellets, whether for domestic consumption or otherwise {iron
ore for export efc.}, will be charged at Class-1658. The guidelines contained in .
‘Rates  Circufar Ne.36/2008 and conigendurn/addendum  thereto  stands
supersedad.” :

47, -Mcreaver the thsmn bench of Kc:kata High Goun dated 24 Dec 2014 i the

case between SER and Rashmi Metaliks Limited opined that no mechanism has been
formulated to ascertain thé uitimate end use of iron ore after delivery. The Division
bench ditected that at the tine of booking of each consignment, the Railway
Administration wili realize freight rate at_- class 180 along with DBC and will uliimately ~
decide the actual freight payable by the donsignorfconsignee on being satisfisd about
the actual end use of the iran ore. For recording such satisfaction about end use of the
iron ore the failway authority may take inspection at the’ factory's site for ascertaining
~ the actual end use of such iron c_:ré by the mnsfgﬁees. The above madality would be
applicable henceforth so far as the appellant (Rashmi Metaliks Limited) is concamed.
The judgement further stated that if the consignes submitted a false, incorrect and
misleading declaration: on Affidavit under Para 3 of the Rate Circular about the end use .
of iron ore cansé;r.;nment-. then the consignee will be liable to pay freight at class TIEEP

along with DBC as well as penalty. As regards imposing penaity by way of blacklisting
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the judgment opingd that if at all, it can only be exercised after the adjudication of the

dispute in the pending suit Is conciuded hefore the Civil Court.

48.  In view of aforesaid opinion of the court of law, the Railways were asked to
explain what measures were taken by the Railway to implement aforesald decision of
~ Kolkata High Court. The Ministry informed as under:

"Railway administration has started charging all iron ore traffic booked by Rashmi
Metaliks at export rate pending verification of end use. The modalities for
verification and grant of refund are under deliberation.”

49.  After weighing on the decision of the high cour, the Committee enquired from the
Ministry if it were a better idea to charge, in the first instance, higher rates as applicable
to transpori of iron ore for export and then re-appropriating for the amount utilised
domestically in view of fallure of stipulated checks and balances of submission of
reduisite documents implemented by the Railways, The reptesentatives of the Raitway

Board during the evidsnce infer-afia stated as under:-

“This would have resulted in significant refund of amounts that the Railways
would have deposited on behalf of varisus transpartars who were taking their
domestic iron are and would have paid higher amounts and later on their refund
mechanism....... he position would have been & very complicated one in the
sense that domestic consumption requirement was substantially low than the
export. In the beginning during the year 2007-08, export was 53 million tonnes
and domestic was 83 miliion fornnes. Even at that time it was 70 per cent more. .
Subsequentiy the figures came sliding down. Today the figure is that export is
only two million tonnes and domestic is 115 million fonnes. So, this suggestion
wotlld have made the work pethaps go up and if the buik of the consumption is
for domestic purpose, charging them higher price initially and then funding them,
then bulk of the transporters perhaps then would have been in a very difficult
position.”

50.  The Railway have contended in their written replies that they have benefifed from

Dual Ereight Policy and mode the foliowing submission to the Comrniltee in this regard:

“Indian Railways have significantly gainéd from the Dual Freight Policy which can
be seen from the Table below:
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‘\.-"-::Iume and earnmg frc-m |rcnn ore fnr expc-rt

Had the Indian Railway charged the éxport iron ore traffic at the freight rate
applicable to domestic iron ore firaffic, Railways would -have lost approx.
Rs. 10,368 crore since 2008-09 on this accaunt, in other wards, during 2008-09
to 2014-15, we have additionally edrned about Rs. 10,368 crore on aCGDunt of

dual frefght peolicy for iron ore traffic.

‘Domestic manufacturers of iron and stee! have been benefitted from this policy as
they have heen able to enjoy the lower freight on_submission of reguisite
documents as per presciibed guidelines. As freight are lower for them, the cost-

Year Tonnage | Lead -”_-F-NTI{M" ‘Earnings ot Earnings, if .'h}ariaticm
{inemill. | [in KM} fin il expadt rate booked at {in Rs. Cr.}
Tonne} Tos-kim) fin Rs, Cr) domiesiic
: rates
) fin Rs. Cr.) ]
[1! - {2 (35~ | {4F {5} - ey - T - [rES-e)
| 2008-09 | 45.75 474 21914.25 | 5398.08 242029 2677.79 |
2009-10 | 43.64 [ 572 24952.08 | 4452.75 3355.45 1097.30
2010-11 | 25.67 616 15812.72 | 5071.09 208848 | 298241
2011-12 | 9.67 654 6324.18 | 2585.41 856,40 172901 |
[ 2012-13 | 5.46 575 313950 | 1300.19 526,35 77334
2013-14 | 656 | 408 2676.48 | 1192.63 490.72 701.91
2014-15 | 248 | 549 136152 | 66208 263,07 ADEGT |
Total | 139.23 |54t | 7619072 | 2066924 | 1030071 | 10362.54

of manufaciuring of iron and steel have certainly became fower.”
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PARTI
- --QBSERVATIONS AND RECOMMENDATICNS -~

DEFICIENCIES IN INTERNAL CONTROL IN IMPLEMENTATION OF DUAL
FREIGHT POLICY ' :

1. The Dual Freight Policy {DFP) which was introduceq in May 2008 entitied

the manufacturers of Iron and Steel to avail benefit of payment of freight at

" domestic consumption rate subject to stipulatibns of the Palicy. Subsequently
manufactirers of Iron ore pellets and Cement were alse included in that category
in July 2008 and June 2009 respactively. However, freight for transport of lron ore

-peliets for export as well as Iron ore moved for ijeiletisatinn for export was to he
charged at rate other than domestic consumption rate. The primary objectives of
the DFP were to lower the cost of transpert of Iron ore for domestic producers
and to keep freight charges for export of iron ore in sync'with its rising
international spot market prices and garner high freight revenues in the avent of
increase in internafional price of iron ore. The DFP in effect led to freight
difference between the above two classes, which was on an averﬁge more than

. three times and hence left the policy vulherable to expleitation by the exporters of
iron ore to book freight af lower rates prescribed for domestic consumption by

_c:amouﬂaging their end use by either naﬁ@ubmissinn. of documents or
submission of falsefinaccurate documents. The failure of Raiiways to ensure

~ submission of complete and valid documents by lron & Ste.el manﬁfacturing

consignees during the period May 2008 to Septomber 2013 resulfed in freight '
evasion of ¥ 7883.85 crore. The Committee observe that there were deficiencies
in internal control mechanism of the Railways which failed to ensure vera;city,

Iejality and enforceability of the documenis éubmittecl to claim concessional

tatiff rates. They feel that the then Railway authorities should have ensured strict

compliance of the laid down provisions and enforcement of initial scrutiny and

" gheck, at all the stages right from assessment of reguirement of rakes, allotment

of rakes, acceptance ofindents to loading and unloading, whose impiementations

were found lacking. The Commiittee, ihérefure, desire the Raitways to inform the

- Committee about the steps taken to ensure effective conirot and monitoring of
L ]
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mpiementatmn nf Frr—:—;ght leIGy’ of Indian Ratiways Since CEI is mvest:gatlng |
into several cases r.:f DFF the Gommlttee desire that CB1 should alsa investigate
- the entire gamut of circumstances leading o formulation of DFP which proved to

he mine of corruption,.

_LOSSES SUFFERED BY THE RAILWAYS L

E 2. The Committee note that the deficiencies in Compliance with fhe laid down
rules.and procedure in booking and delivery of lron Ore at domestic rate by
concerned Railway officials resulied in .financial loss to the tune of
T 29,236.78 crores. This includes freight evasion of I 12,722.65 crore,
non-imposifion of penalty te the tune of ¥ 11418.46 crore due to. partial
submission/ non-submission/ submission of ipvalid documents, hesi.des
. imposable pcnalty'nf I 5095.97 crore for diversion of trading the iron ore .
transported at domestic rate. The Committee de not find rationale as to how a
policy whiﬁh was infroduced fo enable the Railways to accentuate its freight
revenue has pushed the Railways to sustain josses. The Gammattee have come to
understand that lack of enforcement of the instifutional framework of the Dual
Freight Policy, itz monitoring and implementation and laxity of the then Railway
admiﬁistratiun have eventually led to freight evasion, non-levy of penaliies for
wiliful non-compliance and under charge of freight The Commiitee, therefore, are
of the cpinmn that the Mlmsiry should have ensured strict sompliatice of laid
down provisions and enforcement of initial scrutiny and check aft zl stages right'
from assessment of requirement of rules, alintment of rakes, acceptance of
indents f¢ Joading and unloading. The Ccmmiﬁee at this stage not only caution
the Ministry to he careful in future with regard to implemehtation of any policy and
also urge upon the Ministry o fix responsibility on the officia!s who dealt with the
implementation of the policy at that pmnt af time and weare respnnmhle for the

losses incurred by the Railways.
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RECOVERY MADE BY THE RAILWAYS

3. Recovery of dues is yet another importaiit aspect which needs to be

analysed. The Committec note that although the demand-cum-show cause notices
issued to various delinquent customers amounted to ¥ 6912.25 r;.rore, only <141.09
“crore has been recovered so far. However, CBJ had claimed that the cases of
fraud that they could compute é’nd préve sufficienfly and charge-shaeted in the
court was to the .tune of Rs. 305.60 crore, which was the. frauduleﬁt aspect. In
their awn admissinﬁ, the CBI furthey stated that in the rerﬁaining cases, there was
' a systemic failure with the railways in exercising effective monitoring and
implementation of guidelines, The Committee are perplexed to note this anomaly
- and desire the Ministry to update the Committee with regard to exact amount
recovered so far and status of the cases which were pending court decisions.
They alsc desire the Ministry to clarity their viewpoint with regard to the claim
made by GBI with regard o cases of fraud so ’-[hat the Committee can take a
decisiﬂ;n in this regard without any further delay. The Commitiee would also like
tn.be apprised éf the status of the case and action hein_g taken by the Raiiways for

recovery of full amount in an expeditious manner.

FIRST DETECTION OF CASES OF FRAUD

4, The Committee are perturbied to note that while the representatives of the
- Railways have claimed that Vigilance of South Eastern Railway had first detecieil '
the case of mis-declaration by a customer wl'm fransporfed the iron ore at
domestic-rate after suhmitting alf the relevant documents but later exported the
iron ore instead of consuming in fheir domestic manufacturing units and then
handed thusq'casés over o GBIl whereas the representatives of CBI have claimed
that they have registered cases, in total 17, on the basis of their own sourced
information and no complaint has been filed by the Railways in this regard, The
divergent views expressed by the Railways and the CBI paints-tuwards some
cases of fraud yet to be eprsed. Moreover, since the fraud took place in the
domain of the Railways, it was prima facie responsibility of the Raiiways to have

detected the fraud following its failure to prevent the same. Thus, the Committee
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strengly deelre thet the Rallways may JUstn‘yr therr statement with n:it.'.-r:umerrterj‘,r
preefs of the metter bemg referred to the GBI upen its detection in a tlmeh..lr
manner arid may also apprise the Committee of the exact course of action as it
happened and the stage at which the CBI was involved and the extent to which
they were ceeperate-:i with, The Committee are surprised that whereas there was
large scale irregularities the CBI investigaisd very few cases involving only
T305.60 crore whereas the loss suffered by exchequer was 729,236.78 crore as
- Audit scrutiny revealed. The Committee therefore, desire the CBl to go deeper into

the matter and enguire into other similar cases.

AMBIGUITIES [N RAILWAY GUIDELINES

5. As per clause 8§ of Rate Circular No.36.of 2008, the manufacturing units were |
allowed to remove left overfresidual iron ore fines for export out of the iron ore .
carried at domesiic rate in tHe Plant premises. However, it was required to be done
only after verification of the crushing arrangements and process inside the Piants
premises of the consignees and there was a limit of 25 per cent of aggregated
gquantity as per previsiene already in place prior fa the infroduction of dual freight
policy of iran ore w.e.f. 01.06.3609. However, it fias been admitted by the Railways
that this provision was not hroucht into play and utilized for the purpeeee'ef
additional ailacation of rakes in actual practice. Rather, they had prescribed a norm
of 10% as the guid.ing principle for conducting checks against diversion of iron ore
away from the stated end-use for domestic manufacturing of iron end steel hased
an inputs of undertakings like MEKON and SAIL who were considercd by the
Railways as domain experts and circulated the instruction vide létter for guidance
to the EDIRM office for alletment of rakes rather than incorporating the same in RC _
3612009 whleh primarily. dealt with charging and heekmg procedure. Irrespective of
the llmlt of 10% or 25% for removal of left overfresidual iron ore fines for export out
of the iron ore carried at domestic rate in the Plant premises, the .actuel removal by
23 eerteigneee of fron ore fransported by rail at demeetie rate from their Plant
premises for sale or export was in exee_se of 25 per cent with eggregate-:i quantit}r

of 8.79 lakh MT and it went up fo 100 per cent in certain cases. Railway Board has
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arguad that as mixed Irakes consisting of both iroh ore lump and fines couid be
loaded from the mines and there was. no difference in rates for lumps ahd'fiﬁés, it
was not possible te strictty monitor toading of lumps and fines. Theﬁummiﬁee
observe that removal of lron Ore from ménufa’cturing unit beyond permissible limit
was prima facie irrcgular and it would have been appropriate for Railways to
impose penalty for irregular removal of ‘Iron D.r'e’_..l-iowever, the Committes express ]
their displeasure over ‘the ambiguity regarding percentage of removal of
leftoverfresidual iron ore fines which was created by the Rajlways whereby they
were not clear instfuctiﬂn-s as to the limit of 25% or 10% since instructi;:ms
regarﬂing both were in place. The Commitiee fecl that the Railways should have
clearly specified the linit in RG 3ar2ﬁpa which 'primari]y dealt with charging and
booking procedure. Further, the Committee have been informed that the Raiiﬁays
did not have any in-built mechanism for ascertaining the end-use to whick the jron
ore was ultimately put after its {Iel.iverj,r had been taken hy the consignee at the
- designated destination station. The Committee, therefore, recommend that the
Railways should have developed some mechanism which could have helped
identify manufacturer by giving'unique ideatification code tr:s_ all consignees who
are not in a position o use iron ore fines due to absence of Pelletisation Plant
{Sinter Piant but were indenting rakes for carrying iron ore fines, as a siep towards :
. verification of end use of iron are transpu&ed atl domestic rate and avoid misuse of
provision for illegally exporting iron ore booked at domestic cunsumptiﬁn' freight
rates, -The further desirc that.whiie laying down Rate cirﬂulérs, Railﬂv&iy Board
should frame detailed guidelines for Zonal Railways laying down clearly the
procedure t6 be followed to ensure compleie check of essenﬁa_l {lm':t,lmnn-tation
establishing the nature of use of iron ore transported by Rail. In this regard, the
Committee also desire that instruction for companies between iron ore ransported
and monthlyfyearly consumption for domestic use with the aid of Excise, Returns
should afso be issued and insisted upon. This, _the Committee feel will .create '
essenfial checks on the possible misuse of the extant provisions of rules of

precedure,
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FAULTY RAKE ALLOTMENT SYSTEM

B, The Committee find that zllotment of rakes for [ron ore transportation is
governed by an allotment pnliﬁy, assigning. priorify/preferences laid down by
Railway Board and have a bearing on the implementation of the DFP, The policy
' -'was'deaigned to give priority to thé ddimestic manufacturers of iron and steel in
allotment of rakes for transporting iron orc to plants. However, it was observed
that the aliotment of rakes was’ considerable in size to last priority custoimer, i.e.
Priority D, in respect of whom there was no check of use of ‘Iron ore’ by the
consignees for the production of iron and Steel at their manufacturing units befare '
aflocationsfallotments of rakes. Although Priority C customers got assured
. aliocation of fakes., consignees showed an inﬂreasing preference to he._categorized
under Prierity D rather than under Priority C. The Committee arc surprised to note
that in 8ER, ten consignees even gof themselves delisied from Priority C and
joined Priority D customers during March 2013 t& March 2014. The Commiitee
understand that consignees do this because for a customer it was easy to get
adequate- rakes under Priority D without proving the use of ‘lron ore' at
manufacturing tmits. This shows that the whole system of rake _eiilfot-tﬁéntr was
pliable to the diversion of iron ore for exporf purposes after availing henefit of
fower freight charged for domaesfic CDHEl.Imp.tiCIH purposes. Moreover, there were
instarices of manual intervention in allotment through Rake Allotment System
although the allotment was cnmputeriéed, irrespective of the category without
cormplying with thé parameters in the system. The Committee also ohserve that the
Railways had prescribed easy hooking conditions under category D which mads
securing rakes under such category easier than that of other categaries. Therefore,
the Committee is of the opinion that the Rajlways should Hav_e devised the.
cnﬁditiuns for aliotment of rakes under category D in sur;:,h a way that it wouid have
discouraged the consignees from booking rakes under Category D in preference
over other categories thereby hiding their end usage of iron ore booked under
Railways for transporti. The Committee are of the firm view that the sysfem of rake
allntment' in Railways is not fransparent and prone fo corrapt practices. The
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Commitltee, therefore, desire the Railways to review the system of rake allotment
* “and come out with a hew policy. with -a mechanism to develop transparent system
within a period of three months to prevent recurrence of éuch'é?entualities in
future. They also desiré the Railway Board to conrduct and enquiry to ascertain
whether any nexus existed between the Railway officials and the consignees and
- fix responsibdity, if any, an the ﬂfﬁciﬁls found to be guilty, - “Action taken’ in_'thié

regard may be informed to this Committee,

DEFFICIENCIES IN INTERNAL CDNTRGL MECHANISM

7. A number of shoftcomihgs have been found in internal controls, checks and

halances of tﬁe Railways which had soverely hampered the effective
implementation of the DFP. The officials responsible for checking the requisite
documents wére_ not adequately trained io ensure.cﬂmplete compliance with the
submission of all documents. As a result they failed ta exercise an effective check
while performing duties leading to admission of invalid documentsfdeclaration/
affidavit for availing'domestic rate, non detection of cases of large scale ::emc-ual of
imn_ére from manufacturing units and shért repnrfing of iron ore carried by Rail at
.dc-rnestic rate. This was pointed out by the Audit where some of the consignees
‘were cited as exan:lples. The édmmittee also note that in the Gourt case between
| SER and one of the consignees i.e. Rashmi Metaliks Lirﬁited, the Division Bench of
thé Kolkata High Court directed that at the time of booking of each nans‘:ignment,
the Railway Administration will realise freight rate at class 180 along with DBC and
- will ultimately {Iecide tire actual freight payahle by the consignorfconsignee on
| being satisfied about the aciual end use of the iron ore. The Committee note that
Railway administration has started charging all iron nreltraffic booked by Rashmi
Metaliks as per the court direction, yet the Committee desire the Railway
Administration to cenduct an enquiry into the end use by Rashmi Metaliks during
the entire pericd and identity the guilly officials within a period of three months
and inform the Committee accor{iingly.- The Committee a.lso desire the Railways tﬁ
furnish all relevant details to CBI without any delay for further investigation into the
matter. Morgover ancother tool of monitoring and control in the form of Appreciation

Notes was found lacking as neither any spéciﬁc format was fixed by the Railway
. . - ]
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Board for its submission nor its purpese was clearly spelt out to

" ‘sensitizeffamiliarise the concerned officials regarding its importance. Although the

system of physical inspection of booking terminals was in place the same was not
implemented as Inspoctions by Commercial Inspectors and Travelling Inspectors
of Account were either never carried out or wete inadeguate as per guidefines. The
Committee feel that if the Railway Board would have underfaken periodic
inspections by Cc—n‘imercia‘i Inspectors, such an eventuality would have heen sasily
averted and the discrepancy would have been detected early. They, therefore,
recommend that periodicity of inspection by Comimercial inspectors should be laid
down to facilitate complete coverags of atl loading/unloading points in a given time
frame, They further desire that the field level officials should also be trained for
effective impletnentation of the policy. Actien taken in this regard n’iay be

infimated to this Committee.

NEW DELHE; | PROF. K.V. THOMAS
14 December 2048 : - Chairperson,
23 Agrahayana, 1838 (Saka) . Public Accounts Commitiee
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2. . At the ouisst, the Chai-rpe.-{son "F’AC weimmed'the Members of the Public
Accounts Committee (2015-16), representatives of the oﬁlce of the C&AG of India and
the Ministry of Ra:!way (Raﬂway Board) fo the s;ttmg of the F‘ub[:c Accounts Commmities
convenad to take oral evidence of the representatives of the Ministry of Raﬂways
{Rajlway Board} on the subject "Duat Freight. Policy for Transportation of ron Ore
Traffic in Indian Railways” basagﬁ on the C&AG Report No. 14 of 2015,

3. Thereafter, the'.Chairperson, PAC gave a brief introduction of the subject, inter-

afia, the major Audit findings outlined below.-

» Scrutiny by Audit reveals that the quantity shown as received in the ERs by the
81 cc:-nsignees‘wa.s lzss than the quantity transported by rail by 71.22 fakh MT,
which indicates that the quantities booked and transpaorted at domestic rate
were directed for third parly frading. This guantily w;as.n_ot eEigibEé for the
domestic rate and hence involves a penally of Rs. 5095.97 crore. Of thes-e 61
consignees, 48 consigﬁees falled to submit prescribed documents while ﬂ

booking the rakes.

+ Non-submission/partial submission/submission of invalid documents in respect
of Steel Authority of India (SAIL) resulted in under charging of freaght to the tune
of Rs. 4,838.80 crore,

» Permission was granied by Railways Adminisirabion for delvery at the
unioading _pofnis of the consignments, = despite non-submission/partial
submissionfsubmission of invalig r:iocumehts, which FE:SL.HEEC! in fieight evasion
of Rs. 4508.61 crore.

» Invaiid documents for availing the benefit to charge fisight at domestic
copsumption rate was submitied by 438 consignees. The buoking of 180 rakes

resulted in freight evasion of Rs. 108 .42 crore.

Thereafter, referring o the detailed review undertaken by the Audit which has
revealed critical gap and lack of enforcament of the institutional framework of the dual
freight policy, the Chairperson stated that the Rallways have fafled to ex®rcize an

effective check while performing dutiss. |
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4. Thereafter, the representatives of Railway Board brisfed the Committes
about the genesis of the problem and how Rallways defected the same. The
representatives of the Raitway Eaarﬁ alsa:.r stated that they have taken various steps in

this regard infer-afia mentioning about the ongoing CEl enquiry' in the matter and also
about introduciion of a software called !niegfated Mines and Minerals Software {IMMS)
~ . to capfure the TAN and TIN and ali other relév;l_:jj_ details of the conéigm:‘s and

consignees.,

5, Then, the members of the Commities asked questic:ns.- The representatives of
Railways res;ﬁm_ided to some of the questions. The .w]tnesses promiised that the reply
to questions which were nof readily available wilt be send in writing to the PAC
Secretariat later. The Chairman also directed the representatives of the Railway Board
to give in writing the replies to all the queries raised by the Members within two weeks'

time.
g. The Commities also desired that since the matter periains {o various Ports and
involve the Excise and Custorn officials, 2 meeting may be held with the Port
authoriies as well as the CBEC to ascertain their views in connection with examination
of the subject “Dual Freight Policy for Transporiation 6f iron Ore Traffic in Indian
Raftways". '

The witnesses, then, withdrow.

A copy of the verbatim proceedings has been kept on record.

,The Committee, then, adjourned.
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LOK SABHA SECRETARIAT

Shri A. K. Singh - Additional Secretary
Shri T. Jayakumar : “ .Diremur -
Shri A. K Yadav - Deputy Secrétary

REPRESENTATIVES OF THE OFFIGE OF THE CDMFTRDLLER AND AUDITOR
GENERAL OF INDIA

1. M. Prasenieet Mukheriee - - Dy. CAG (Commercial} - cum - Chairman,
' Andit Board ) : .

2. Ms. Pooja Sii:rg Mandal - Principal Director (Raifway Auﬁit'BcaarcI]

k
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3. Mk Manish Kumar _ - Prncipal Director {(PAC)
REF‘RESENTATIVES OF THE MIN!STRY QOF RAILWAYS

1. ShitAK. thtai ' . Chairman, Raitway Board
2. Shri Mohd. Jamshed _ Member (Traffic)
REPRESENTATIVES OF THE STEEL AUTHORITY OF INDIA LTD.

- Shri P#+Singh -

K - Chalfman, SAIL
2. Shri Kalyan Maity - Director (Raw Materials and Logisfics)
3. .Shri Raman - ED ife {Opins)
4. Shri d € Nathani - GM (Oprns)
REPRESENTATIVES OF THE CENTRAL BUREAU OF INVESTIGATION
. Shri Rakesh Asthana - Additional Director, CBI, New Deihi
2. Shri Naveen Kumar Singh - DIG, HOB, ACB, Kolkata
2.  Atthe outset, the Chairperson, PAC welcorned the members of the Ffublic Accourts

Cdmmittee (2016-17), representatives of the Office of the C&AG of India, Fn.-‘1ir|'i5tr‘5ar of
Rafllways {Rafiwa'y-' Board), Centeal Bureau of Investigation (CBI} and Steel Authority of
india Limited {(SAIL} to the sitting of the Cammittee cohvened io take oral evidence of the
'répresentatives of the Ministry of Railways.(Raifway Board}, CBl and SAIL on the subjéct
‘Dual Freight Policy for Transporiation of lron Ore Traffic in indian Railways’ based on
(C&AG Report No. 14 of 2015, '

- 3. Thereafter, the Chairperson, PAC gave a brigf intreduction of the subject, infer-afia,
mentmmmg the major Audit findings as ouffined below:- -

o Audit has scrutinized 50,766 railway [GCEiptS at the oading points and 1,20,088

receipts at unloading points out of which irregularifies were noticed in 12,425 cases

at |eading points and 15,569 cases at unicading points, involving a freight evasiqﬂ

" of ¥7,883.85 crores and a penalty of £ 11,412.72 crores.

+  71.22 lakh MT iron ore in case of 61 iron and steel manufacturing units wihich was
boocked and transported at domestic consumption ai frenght rate have been diverted
for third party tradingfexport.

+ There were no instructions of the Railway Board to compare the quantum of iron

' - -
are transported by the Railways with the monthly-yearly consumption of ion ore for

domestic usé as reflected in the ERs.
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-« Even though Rallway Board was-wallsaware of the lapzes in im’i::ier:ﬂentation of the - -
policy, if has not issued any detailed guidelines to arrest the weaknesses brought
ot The Railway Board has conveniently abdicaied its respo_nsibiiities by stating in
their reply dated 8" January 2015 that the issue was referred to Zonal Raftways and

- since a large number of -documents- were-to be-collected and evatuated -itwauld
 take time. _ '

« The monitoring mechanism laid down in the form of appreciation (evaluation)
reports did not provide for suggésiicms for improvament int the policy.

s The staff deployed at various points to ensUre compliance of documentary proof
and other pre-requisites were not adeguately familiarized with the importance of the
safeguard mechanimﬁ, as a result, they failed to exercise an effective check while
parforming the duties, leading to admission of invalid documents - deciaration -
affidavit - for availing tariff at domestic rate.

. As per the audit report, out of 61 consignees exarnined, 48 were found to have

failed to submit proper documents, howéver, only 8 parties were served nolice.

While highlighting the fact that 23 cases _'rai_ated to freight_evasion in case of
transportation of iron ore by rait are pending in various High Courts of Calcutta, Cuttack,
Karnataka and Ranchi, which 1nw::!~.'res. an amount of Rs.6,912.25 crores, and are being
‘sought to be transferred fo Supreme Court under transfor petitién for speedief justice, the
Chairpersqn desired that the Chairman, Railway Board may bés’mw hi= personal attention
 and make al[.—ctut efforts to protect the exchequer and ensure recovery of the total ‘amounit,
if necessany, engag}ing learnad Atlormey General, after consultation with the Mintstry of

Law and Justice.

4. Thereafter, the. representatives of the Ministr}* of Railways (Railway Board) briefed
the Cominittee about the justification for implementation of the policy, losses incurred by
the Raiiwlays'due e submission of incomplete documents which also led to evaston of
' .. payment of higher freight rates agﬁp!ica’bie to the iron ore meant for exports. They have
also briefed on how the Iapéeé were first detected by the vigilance department of the South
‘Eastern Raiflways and later on after consultation with CVC the cases were transfeired fo

CHl,
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5. - Then the members sought clarification from the representatives of the Railway on {i)
lack of adequate internal control mechaniérﬁ; {2} need’ fér iﬁveété@aﬂan r::f aff cases in a.
time-bound manner, a systematic . failure and corfuption in Raillways etc. The
represeniaftves of SAIL while briefing the Committee accepted that there were lapses on
the part of SAJI; in non submission of requisite documents for transporting iron ore for
domestic consiimption by the steel plant; however, stated that the SAIL had neither gained
from such lapses. nor did it cause losses to the Rai'iways, on acocount of __eva:s]on of
-paymient of higher tarff rates which were applicable to expotts, as it had consumed all the

fron ore domestically.

6.  Subsequently, the reprosentafives of CBI briefod the Committee about the
investigation conducted by them in the matier wherein they had suo molo registered FIR in
17 regular cases and filed chiarge-shest in 13 of the said cas‘;es..Furiher; thay had
recommended deparimental action against 145 employees of the Railways. They had
further submitted that fraudulent losses on account of said 13 cases amounted to -
Rs. 305.60 creres and fhe remaining amount of Iosses was attributed to faliure within

‘Railways to secure submission of dosuments, acn-fevy of penalties and non collection of

levied penalties elc. '

7. Chalrrman, Railway Board replied that action has been taken against 62 officials of

raflways and under which 6 under major penalty, 41 under minor penalty, 15 under

administrative action and one case still under process. He further apprised the Commiftes

that around ¥ 7000 crere was recovered from the evaders of freight policy.

8. The Chairperson thanked the {epreéentativas of Ministry of Rafllways, Central

Bureau of investigation (CBI} and Steet Authotity of India Limited (SAIL} for appearing

before the Committes and for furnishing information in connaction with the examination of

the su]::jéct and also thanked ithé representatives of the office of C&AG of India for

providing assistance to the Committee in this regard. He also directed that other-
information, which was not }'e'a,dily available with them, may be fumnished in writing fo the

_ Commitiee at the earliest.
The witnesses then wilhidrew,
A copy of the verbatim'proceedings has been Kept on record,

The Coemumittee then adjotrrned.
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MINUTES OF THE NINETEENTH SITTING OF THE PUBLIC .

- ACCOUNTS COMMITTEE (2016-17) HELD ON 01" DEGEMBER, 2016.

The Committes sat from 1015 hrs, to 1055 hrs. on 01% December, 2016 in

Boam Mo, 51", Pariament House, New Dathi.

PRESENT | N
" Prof. K. V. Thomas - _ “ - Chairperson

ki

MEMBERS
LOK SABHA
Shri Nishikant Dubey
Shi Gajanan Kirtikar
Shri Bhartruhari Mahtab
. Shei Janardan Singh Sigriwal

n

Dr. Kirit Somalya

De. P. Venugopal

Smt. Rifi Pathak

Shiri Neiphiu Rio

Shrl Anurag Singh Thakur
Shri Shivkumar C. Udasi

- o

RAJYA SABHA

| 12. Shri Bhupender Yadayv

13. Shri Shantaram Naik’
14, 3Bhri Sukherdu Sekhar Roy
15, Shri Ajay Sancheti

LOK SABHA SEGRETARIAT

1. ShiA K. Singh - Additional Secretary
2. Shri 8.C. Chaudhary oo Joint Secretary
3. ShnT, Jayakumar o - Director
-4, ShriTithankarDas. - = - Additional Director
5. Smf, Bharti 8. Tuteja - Deputy Secretary v
5. Shri AK Yadav - - .- Depuly Secrefary
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REPRESENTATIVES FRDM THE OFFICE DF THE CDMPTRDLLER AND
-AUDITOR GENERAL OF INDIA

1. Shri Nand Krshcre__ - Deputy CRAG (DCR)

t

2. 5hii Mukesh P, Singh Director General of Audit

3. ShriManish Kumar . . - . Principal Director of Audit {PAC) - — s
4. Ms. Pooja Singh Mandol

Principal Director (Rallways)

2. At the outset, the Chairperson, PAC welcomed the Members fo the Sitting of
the Committee. Thereafter, the Committes took up the following draft Reports for

cansideration:.

()  Draft report on 'Performance Audit of Dual Freight Policy for
- Transportation of Iron Gre Traffic in Indian Railways™ based on |
C&AG Report No.14 of 2&]15 and

(i}’ Draft rlepcrrt' on  Action Taken by the . Government on the -

' Observations/Recommendations of the Committee centainad in their
Thirtieth Repor (Sixteenth Lok Sabha) on  "Global Estate Management
by the Ministry of External Affairs”, :

3. | The Chairperson invited suggestions of the Mémbers on the above mentionsd

draft Reports. After discussing the draft Reports, the Committes adopted both the

Reports with some changes/modifications.

4. The Committee authorized the Chairperson to finalize these Reports in the light
of verbal discussion and consequential changes arising out of the suggestions by the

Members factuat verification by the Audit and present the same o Parfiament.
The officials of the C&AG then withdrew.

5, It was™ also decided that Commitiees will undertake on the spot étudy visit to

Kolkata, Hyderabad/Visakhapatnam and Chennal from 18 to 21 January, 2018.

6. . The Commitize also selected a new subject namsly, ‘Review of Monetary
Policy’ In view of the recent developments and decided to take evidence of the
Governor, RB! and representatives” of the Ministry of Finance (Depariment . of

Economic Affairs and Depariment of Financial Services) in Jénu’ary, 2017, %

The Compmittee then adjourned,



