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Gist of important Audit Paragraphs 
from the Report of the Comptroller 
and Auditor General of India – Union 
Government (Railways) for the year 
ended 31st March, 2013 and Status 
Report on pending Action Taken 
Notes (ATNs).

Thematic Audit on “Rationalization of routing of freight 
traffic (goods) carried over longer routes”

Introduction
As per rules, freight charges are to be levied by the shortest 

route even though it is operationally feasible to carry freight only 
by the longer route. This resulted in not only loss of revenue but 
also incurring of extra operational cost. To reduce these losses, 
Railway Board directed (February 1976) Zonal Railways to take 
action to overcome the existing difficulties in not being able 
to carry traffic by the shorter route. It has also been directing 
Zonal Railways from time to time to forward proposals for 
rationalization of longer routes with proper justification. 

Audit Findings

Test check by Audit of routes where the distance between 
the charged (shorter route) and the actual carried route was 
more than 100 kms., revealed that originating traffic of Zonal 
Railways (except NWR, WCR, ECoR and NFR) was being carried 
via longer routes in 187 cases. The routes on which freight traffic 
was carried were longer at least to the extent of 107 kms and 
extended up to even 952 kms. In Eastern Railway (one route) 
and North Eastern Railway (fifteen routes), the longer route had 
been in existence for about ten years or more. Freight was being 
collected via the shorter route as a regular measure and no 
proposals were made to overcome the bottleneck in most of the 
routes. No action was taken for rationalization of these routes.

In respect of five selected stations of each Zonal Railways 
the Railways incurred a loss of `422.74 crore over the period 
2010-11 to 2011-12 due to transportation of freight traffic by 
the longer route and charging by the shorter route.
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In a number of cases over eight Zonal Railways due to 
technical constraints [non availability of direct approach line 
requiring engine reversal (13 cases), gap in non-electrification of 
the shorter route (76 cases)], were forced to carry the traffic via 
the longer route. This resulted in excess expenditure of `90.86 
crore during the period 2010-12.  (Paragraph 2.1)

Para on Revenue loss due to irregular grant of concessional 
tariff rate for booking of iron ore traffic

Introduction

This para highlights the revenue losses due to failure of 
Railway Board in preventing the misuse of the dual pricing 
system introduced in May/July 2008 for transportation of iron 
ore. The freight rate fixed for transporting iron ore for non 
domestic consumption was more than three times the rate 
fixed for domestic consumption. To avail the domestic rate 
the Railways had prescribed mandatory submission of certain 
prescribed documents. The internal control system of the 
Railways failed as it allowed the concerned parties to avail the 
domestic rate without submitting some of the essential prescribed 
documents. 

Audit Findings 

A test check by Audit during the period May 2008 to March 
2012 revealed a revenue loss of ̀ 2486.68 crore due to misuse of 
the dual freight policy existing in Railways for transportation of 
iron ore. Besides a penalty of `13869.86 crore was also noticed 
which is due for recovery. Recovery of `1670.57 crore was also 
due from Kudremukh Iron Ore Company Limited, Mangalore in 
case of iron pellets exported. This was in addition to the revenue 
loss of `1795.51 crore pointed out by Audit in the CandAG 
Audit Report No.32 of 2011-12. So far, Railway Administration 
(South Eastern Railway) have acknowledged a freight evasion 
of `1875.63 crore in 15 cases.  (Para 2.2 of 25 of 2013)

On South Western Railway, as per the agreement for the 
leasing of wagons under Own Your Wagon Scheme, Category 
B, the Company was to provide specified quantum of traffic and 
lease charges were not payable to them for the number of wagons 
stabled in their siding. Audit examined in April 2012 that although 
leased wagons were to be moved between specific points, the 
Railway Administration merged the procured wagons in general 
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pool of wagons. Consequently, the stabling of unutilized wagons 
in company’s siding could not be established/linked with payment 
of lease charges. There was also no provision in the agreement 
for the verifying the loading at loading points. This resulted in 
avoidable payment of lease charges to the extent of ̀ 27.04 crore.  
 (Para 2.3 of 25 of 2013)

As per Railway Board’s orders (October 1993 and June 
2010), freight charges were applied on through distance basis 
only for those sidings, which fulfilled certain criteria prescribed 
by Railway Board. Audit, however, noticed that in South East 
Central Railway, freight were charged on through distance 
basis in respect of three sidings even though they did not fulfill 
the prescribed criteria. This resulted in loss of `17.80 crore. 
 (Para 2.5 of 25 of 2013)

Thematic Audit on “Procurement and Utilization of 
Permanent Way material on Indian Railways” 

Introduction

Permanent way materials (rails, sleepers, ballast, fastenings, 
etc.) are essentially required for the maintenance/renewal of 
existing tracks and expansion of the Railway network.

Audit Findings

Audit reviewed the procurement process of permanent 
way materials in 2012-13. It was observed that rails were 
procured from a single source. i.e. M/s SAIL. Further, M/s SAIL 
had not been able to meet the annual requirements of 
Indian Railways; the shortfall being about 13 per cent during 
2011-12. Despite there being a shortfall of 13 per cent during 
2011-12, no efforts were made by the Ministry of Railways to 
develop alternate sources of supply. Further, the procurement 
process of Permanent Way Material was not efficient as 
there were long delays at all stages of procurement including 
finalization of tenders for procurement and delays in supply. 
 (Para 3.1 of 25 of 2013)

Injudicious decision of East Central Railway to purchase 
land of erstwhile Rohtas Industries Ltd and its assets without any 
proper planning led to blockage of funds (`140 crore) by more 
than six years. Besides, procurement of land through raising loan 
also led to interest liability of `8.80 crores. Also, non-disposal 
of the erstwhile assets of RIL led to recurring expenditure on 
security of these assets (Para 3.2 of 25 of 2013)
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Non-utilisation/opening of new BG line of the Mavli 
Junction - Nathdwara section sanctioned as a material 
modification resulted in idling of investment worth `29.70 crore 
for over one year. (Para 3.3 of 25 of 2013)

Increase in scope of work without approval of the 
competent authority, delayed the work of transmission line 
and resulted in avoidable payment of `18.02 crore besides 
rendering the investment of `15.11 crore unproductive. 
 (Para 3.4 of 25 of 2013)

Increase in the prescribed formation width of embankment 
in a gauge conversion work contrary to the technical parameters 
approved by the Railway Board, through an arbitrary decision 
resulted in extra avoidable expenditure of `13.19 crore. 
 (Para 3.5 of 25 of 2013)

Thematic Audit on “Maintenance of Locomotives in 
Indian Railways”

Introduction

Locomotives are amongst the important assets of Indian 
Railways and provide vital motive power for both passenger 
and freight train services. The timely availability and reliability 
of performance of locomotives are critical to the operation of 
train services. This in turn requires timely, regular and adequate 
maintenance. A Thematic Audit on the maintenance of 
locomotives in Indian Railways covering the period 2009-2012 
was carried out during October 2012 to January 2013. Audit 
assessed the adequacy of infrastructure available for the repair 
of locomotives and its quality and efficiency. 

Audit Findings

Loco workshops/sheds provide maintenance to 
locomotives which ensure their availability and reliability of 
performance. Audit examination in October 2012 to January 
2013 highlights that the quality of maintenance provided to 
the locomotives was poor. Sixty five per cent of the overhauled 
locomotives registered failure within 180 days of their Periodic 
Overhaul (POH). Further 17 to 20 per cent of them failed 
within one month of their POH. Further, the performance of 
locomotives was poor as test check revealed that the average 
number of unscheduled repairs per locomotives per annum was 
two and four for diesel and electrical locomotives respectively. 
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This was much higher than the locomotive failure statistics 
reported by the Indian Railways. In addition, there were delays 
up to 360 days in sending locomotives to Workshops for their 
POH. The detention of locomotives during unscheduled repairs, 
their excess detention for completing maintenance/overhaul in 
loco sheds /Workshops, their detention in yards awaiting POH/
after POH and the delays in sending dead locomotives to the 
sheds for repairs together resulted in loss of earning capacity of 
`733 crore.

The performance of workshops/sheds is judged against 
the target fixed for the number of locomotives to be POHed/ 
repaired and their time frame. A test check of 28 loco sheds 
revealed that there was extra detention for completing scheduled 
maintenances and POH resulting in loss of earning capacity of 
`209.95 crore. Further, the excess detention of locomotives 
in yards (more than a day) prior to POH and after POH as 
well as delays in transfer of dead locomotives for repairs to the 
loco sheds resulted in estimated earnings loss of `241.33 crore. 
 (Para 4.1 of 25 of 2013)

Centre Buffer Coupler (CBC) is a mechanism for 
connecting rolling stock in a train. Its components including 
knuckle, coupler body, coupler lock, coupler yoke etc. are safety 
items and procured by Zonal Railways from RDSO approved 
firms after inspection by RDSO. Whenever any portion of a 
train, while in motion, becomes detached, a parting occurs and 
results in loss of section capacity by way of disturbance to train 
operations, detention and consequential financial loss to the 
Railways.

Procurement of poor quality Centre Buffer Coupler 
(CBC) components from RDSO approved firms with poor past 
performance led to train partings and consequential estimated 
loss of `125.27 crore. (Para 4.2 of 25 of 2013)

Railway Board decided (2007) to manufacture new type 
of coaches (SGSS Hybrid coaches) having Stainless Steel shells 
of LHB design of ICF bogies. IFC planned to manufacture 
303 coaches in 2009-10. Audit, in February 2012, observed that 
due to lapses in planning only 29 shells could be manufactured 
up to March 2012 and material worth `44.04 crore procured 
for specific work remained unutilized. Railway Board has 
stopped the production of such coaches (August 2011). 
 (Para 4.3 of 25 of 2013)
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Inordinate delay in commissioning of Oxygen Lancing 
System resulted in idling of an asset for which payment of `7.30 
crore had been made and non- realization of anticipated savings 
of `15.20 crore up to July 2012. (Para 4.4 of 25 of 2013)

Thematic Audit on “Procurement of items under 
Proprietary Articles Certificate (PAC)” over Indian 
Railways

Introduction

Stores procured for Railway’s operation include the items 
purchased under Proprietary Article Certificate (PAC). These 
items are required to be purchased from a specified firm on 
single tender basis and include safety and vital items and also 
emergency purchases. Considering the high risk involved in 
procurement of PAC items, Zonal Railways/Production Units 
were advised by Railway Board (May 1982) to carefully evaluate 
the merits of each item before issuing a certificate regarding 
proprietary articles. The vendors should be empanelled by 
Research Designs Standards Organization (RDSO), Chittaranjan 
Locomotive Works (CLW) and Diesel Locomotive Works (DLW) 
of Indian Railways.

Audit Findings

A Thematic Audit was conducted during the year 2012-
13 covering the period from 2007-08 to 2011-12 to assess 
the adequacy of the system of procurement of PAC items and 
utilization thereof by Zonal Railways/ Production Units.

Audit observed in August/September 2012 that basic 
documentation for certifying items as PAC items were not 
maintained and no effort was made by the certifying authority 
to examine the existence of acceptable substitutes. There were 
large number of variations in prices across Zones leading to 
extra expenditure in procurement. Requisite steps were not 
taken to develop additional vendors for procurement of PAC 
items thus, depriving the Railways of the possibility of obtaining 
lower rates.  (Para 5.1 of 25 of 2013)
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Report No.3 of 2014

Public Private Partnership Projects in Indian Railways

Background:

Indian Railways (IR) is a prime mover in the transport 
sector of the nation. It is one of the largest railway systems in 
the world under a single management and is the single largest 
mover of freight in the country. Despite improvement in growth 
rate of freight, the market share of IR in freight transport has 
declined substantially from 53 to about 35 per cent in the last two 
decades. Creation of adequate capacity network was, therefore, 
essential to meet the challenges in growth of freight traffic. 

The critical input identified by IR was the significant 
investment required for execution of projects to enhance capacity 
of railway’s network. Shortfall in internal generation of resources 
coupled with inadequate budgetary support led IR to heavily 
rely on private sector investments. Public Private Partnership 
mode (PPP), Joint Venture Model, BOT1 model were some of 
the policies through which IR sought private investment.

IR executed eight PPP projects consisting of five Gauge 
Conversion and three New Line projects since 2000 through 
Special Purpose Vehicles (SPVs) and one Special Purpose 
Company (SPC) in collaboration with private partners. Audit 
study includes a sample of four Gauge Conversion projects such 
as PRCL, VMPL, HMRDC and Kutch Railway Company Ltd and 
two ongoing New Line projects namely HPRCL and KRCL.

Major Audit Findings:

The Shareholder Agreement was incomplete in case 
of PRCL at the initial stage itself as three new partners 
were included subsequent to signing of the Agreement. 
 (Para 2.3.1) 

Approval of MoF was not obtained for taking up VMPL 
project through 1BOT mode on payment of access charges. 
Annual earning of the project was ̀ 6.45 crore against the annual 
access charge payment of `15.94 crore. The project sustained 
loss despite estimated IRR of 22 per cent. (Para 2.3.2)

1 Built, operate and transfer- Applicable for sanctioned projects where it is not possible to iden-
tify stakeholders. The projects are awarded on design, build, finance, maintain and transfer.
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In HMRDC, the shareholders Agreement included 
`141 crore as subordinate debt of MoR recoverable from 
HMRDC. In absence of a provision in the agreement for 
repayment of debt and interest liability thereon, 56 per cent 
of this debt is yet to be repaid by HMRDC (March 2013). 
 (Para 2.3.3) 

Kutch Railway Company Limited was a profitable project 
with IRR estimated as 17.81 per cent. Traffic Guarantee 
Agreement was, however, not executed as the equity partners 
did not agree to execute the same. (Para 2.3.4)

RVNL was mandated to implement the projects on fast 
track basis on behalf of IR. In case of HPRCL, there was a delay 
of 15 months in formation of SPV from the date of signing of the 
MoU. Inordinate delay of 53 months was also observed in case 
of KRCL between selection of partners and approval of project 
by the MoR. (Para 2.4.1 and 2.4.2)

MoR did not formulate any Model Concession Agreement 
for PPP projects. On the contrary, MoR finalized each agreement 
separately based on its experience in PRCL, the first PPP project 
and the same was adopted as benchmark while finalising 
subsequent Concession Agreements with HMRDC and Kutch 
Railway Company. [Para 3.1 (i)]

There was significant delay in signing of the Concession 
Agreement. The time gap between formation of SPV and 
subsequent signing of concession agreement was in the range 
of 270 to 540 days. [Para 3.1 (ii)]

Despite being pointed out by the Western Railway, the 
correctness of the valuation of the assets leased to PRCL was 
not confirmed by the MoR. This resulted in short recovery of 
lease rent amounting to ̀ 3.60 crore per annum since June 2001 
due to erroneous adoption of cost of the assets as `14.06 crore 
instead of `44.18 crore. (Para 3.2.1.1) 

Lease Agreement was incomplete as the area of land 
leased to the SPVs was not mentioned in all the agreements. 
SPVs (VMPL, HMRDC and Kutch Railway Company Ltd) were 
permitted to commercially exploit the land leased to them at 
a nominal rent and the reasons thereof were not available on 
record. (Para 3.2.1.2)

While executing the Lease Agreement with Kutch Rail 
Company Limited, the extant Railway Board’s instructions 
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(February 2005) of recovery of lease rent at the rate of 
6 per cent of the market value of the land was not followed. This 
resulted in loss of `4 crores per annum since November 2005.  
 [Para 3.2.1.2 (iv)]

The Lease Agreement with HPRCL provided for the 
recovery of lease rent as per extant instructions of Railway Board 
in this regard. An amount of `2.34 crore due as lease rent was 
not recovered from HPRCL for the period December 2007 to 
March 2013. (Para 3.2.2.1)

The project cost in case of HPRCL and KRCL escalated 
by about 100 per cent due to delay in land acquisition, increase 
in the cost of construction of major bridges, permanent way 
material etc. A private line (DPCL) was constructed under 
identical circumstances, parallel to the proposed new line 
of HPRCL. Operation of this private line is likely to have an 
adverse impact on the earning of the HPRCL in the long run. 
 (Para 4.2.1 and 4.2.2)

Deferring of recovery of overhead charges was not linked 
to the earnings of the SPVs and the deferred charges were slated 
to be recovered after a period of 10 years in case of PRCL and 
Kutch Railway Company Ltd with IRR more than the prescribed 
benchmark of MoF.

CCEA note provided for deferring of recovery of overhead 
charges for five years in case of HMRDC. MoR, however, 
deferred recovery of overhead charges over a period of 10 
years of operation. Reasons to justify deferring of recovery of 
overhead charge for 10 years instead of five years were not 
available on records (Para 4.3)

Out of six projects examined, Traffic Guarantee Agreement 
was executed only in the case of PRCL and HPRCL. Reason for 
non-execution of Traffic Guarantee Agreement with the VMPL, 
HMRDC, Kutch Railway Company and KRCL were not placed 
on record. (Para 4.4)

Though monthly progress reports were being prepared 
by SPVs, there were, however, no records confirming the fact 
that the progress of the projects was being monitored by the 
Construction Progress Review Board. The role of MoR for 
monitoring the performance of projects were not laid down in 
any of the Concession Agreements. (Para 4.5) 
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Status Report on Pending Action Taken Notes (ATNs)-Railways

(As on 31.08.2014)

Year No. of 
Reports 
presented 
to 
Parliament

No. of 
Paras/PA 
Reports 
included 
in the 
Audit 
Report

No. of 
Paras/PA 
Reports 
on which 
ATNs 
have been 
submitted 
to PAC 
after 
vetting by 
Audit

No. of Paras/PA Reports on which ATNs are 
pending

No. of 
ATNs not 
received 
from the 
Ministry 
even for 
the first 
time

No. of ATNs 
received but 
returned with 
observation 
and Audit is 
awaiting their 
resubmission 
by the 
Ministry

No. of 
ATNs 
which 
have been 
finally 
vetted 
by Audit 
but have 
not been 
submitted 
by the 
Ministry to 
PAC

ATNs 
pending 
with Audit

1 2 3 4 5 6 7 8

1997-98 1 96 95 0 0 0 1

1998-99 1 106 105 0 0 0 1

2000-01 2 101 99 0 1 0 1

2001-02 2 101 97 0 3 0 1

2002-03 2 110 109 0 0 0 1

2003-04 2 114 111 0 1 0 2

2004-05 2 105 101 0 2 0 2

2005-06 3 138 129 0 8 0 1

2006-07 3 165 160 0 4 0 1

2007-08 2 172 166 0 3 0 3

2008-09 2 104 96 0 4 1 3

2009-10 3 59 46 0 8 0 5

2010-11 4 34 13 0 11 2 8

2011-12 3 28 3 11 4 1 9

Total 32 1433 1330 11 49 4 39

With Railway Board  = Col. (5+6+7)  =   64
With Audit      = Co. (8) =    39
  Total = 103


