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Preface 

A preface in this Report pas become essentiaL 
I 

. i . . . . 
2. . Canteen Stores Oepartnlent (CSD) is responsible for providing the service 
personnel and· their famiHes, w!ith. quality household goods at rates cheaper than the 
ma:ket rates. Th~ 'Departn1entl_seHs these goods to t~e Unit Run Can~eens (URCs ), 
whllch are approxllmately 3600 :m number. These Umt Run Canteens m tum sen the 
goods to the service personneljand civilians paid out of Defence Service Estimates. 
Thus CSD through its chain o~ one Base Depot and 34 Area Depots services as the 
wholes~ler. · The ·retail openhions thrpugh which the stores reach the service 

· personnel and their families a~e carried out through the Unit Run Cant~~ns, which 
as the name suggests are under: contr~l of the local armed forces authontll.es. URCs 
draw the stores from the Area Depots an<! sen them to the beneficiaries. CSD' s 
motto "Service. to the Servic~s" is in reality realized by the URCs only. The 
organization of the Canteen St~res Department is managed by the Board of Control, 

I . . - . 

Canteen Services which is hea1ed by the Raksha Mantri. 

3. The rules for setting upl of the URCs and th~ir day to day management are 
laid down by Ministry of Defence and Army Headquarters. CSD also transfers . I . . . . , 
money from the Consolidated jFund of India. to the URCs. These transfers are on 
account of : 1 

I 
I 

(i) Quantita~ive discoun~ --= which is distribution .of stores free of cost to Unit 
· Run Canteens -:- dining the six years from 2002-03 to 2007-08, Rs.883 

Crore was transferred to these URCs as Quantitative Discount alone. 
. I 

. l . . . . 

(ii) CSD also provides sbft loans at subsidized rates of interest varying from . I . . . . 
4.5 to 6.5 per cent p~r ann:um for settfug up these Canteens and to keep 
sufficient inventocy.j As on 31 March 2010, Rs.4.15 Crore was 
outstanding with UR?s as subsidized loari. 

I 

' 

(iii) . The . budgetary prov~sion for op~rations of CSD was Rs.413 8 Crore, 
Rs.4541 Crore and Rs.5420 Crore ll.n 2005-06,2006-07 and 2007-08. 

I 

Additionally, aU Unit R~ Cariteens function from Government premises which are 
. I . . 

made available to them free of cost. Service Personnel are often assigned duties to 
these URCs. Transports. quite ~ften used for their operations are Defence vehid~s. 



4. - Fr~m the aforementioned, it is evident that the operations of the URCs- are 
totally tbp.ded frombudgetary devolution· and ·transfers from the Consolidated Ftind 

_ of India.j - -
i 

' I . . -. ·.. . . • 

5. On; ·the premise that URCs are regimental institutions, it was- be~ieved that i 
they wer~ nofsubject to any Parliamentaryoversigb.t as would be applicable to any 
operation's funded by Government. Hence .no. audit has ~ver been done of these 

·. h;tstitutio*s earli~r. However, in view ofthefacts narrated in paragraph 3 above, it 
was deci~ed to coJt1duct a Perfonnance audit of the functioning of G~nteen Stores . 
Departni¢nt (CSD) 'Covering trahsaictionsfrom 2003-04hl 2007-08; The objective 
was · (i) to examine whet4er financial operations of CSD ·were· _carried. out-· in 
accordan~e with the rules and prindples as· applicable to Government· 
Organizations, {ii) whether. consumer goods of high quality· were-being provided to 
service p~rson,nel hnd civilians paid out of Defence SerV"ice Estimates at a price 
cheaper ~han the market. rates, (iii) whether consumer. demand satisfaCtion ·was 
mainta1ndd at a· desired level and {iv) whether· the business operations ·of the. CSD 
had been ~anaged efficiently. · -. ·· · 

! . 
·' 
i . -~ 

6. · To I get an idea of the magnitude of its operation~; the-woss turnover of CSD 
in 2008~q9 - th~ last year up to which ~ccounts are available - up to· Depot level 
was appr6ximately Rs.6900 Crore. Consid~ring the URCs sell at a moderate profit 
and also receive Quantitative DisC0'4fltS, it win. be reasonable to ~ssume that the 
turnover 9f the URCs will be even more. · 

I - . . . . . . . . . . . . . - . , -

· 7; _ Th~ perfmmance audit was conducted ove!· a period of5 months during June 
2008 to October 2008 and the report was updated in November 2009 covering 

· tiansactiops of six yeairs. - Records of Ministry of Defence and Canteen Stores 
Departme~t were scrutinized and observations. have been made by audit on them. 
However,!, despite aU efforts . ~md. despite directions of the Ministry of Defence 
access to !Un.it Run Canteens was denied bytheSerVice heaciquarters. As. such the 
efficiencY: and outcome ofCSD opel[l}tions relating to delivery of service to the 
service p~rsonnel and their families couid not be assessed in audit. - · 

8. ·The Report has been prep.ared for submission to the President under Article 
151 of thd: Constitution. · ·· 

! . 
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Hi ,...=~&&,:;;.:;c.,._ 

The present report contains the results of the performance audit of the 
Canteen Stores Department (CSD) under Ministry of Defence. The 
audit was conducted by the office of the Director General of Audit, 
Defence Services under the direction of the Comptroller and Auditor 
General of India. The audit was undertaken keeping in view of the 
large operational network of the Department. The audit objectives 
were to examine whether (i) financial operations of CSD were carried 
out in accordance with the rules and principles as applicable to 
Government Organisations (ii) the consumer goods of high quality 
were being provided to the beneficiaries at a price cheaper than the 
market rates and (ill) the business operations of the CSD had been 
managed efficiently. 

Canteen Stores Department is responsible for providing the service 
personnel and their families with household goods at rates cheaper 

, than the market rates. 
Evidence gathered in audit 
indicated that CSD had been 
able to provide household 
goods to the beneficiaries at 
prices cheaper than the 
prevailing rates in the 
market. 

From a modest be~ng 
six decades ago, CSD has 
also grown rapidly. The 
number of items of 
consumer goods available 
with CSD is more than 3000 
and the sales have crossed 
Rs 6900 crore annually. The 
operations of CSD are 
carried out from its Head 
office in Mumbai and 5 
Regional offices. It has a 
Base Depot in Mumbai and a 
chain of 34 Area Depots. 
About 3600 Unit Run 
Canteens (URCs), some of 

t remote areas, cater to 44 lakh beneficiaries. 
CSD provides goods to URCs against their indents and receives 
payment through cheques. Though the URCs are governed by 
guidelines framed by the Ministry, the operational jurisdiction of CSD 
does not extend to these URCs. 

Considerin,11; the expanse of its operations and the remote areas served, 
CSD had been able to keep its supply chain well oiled. CSD also had 
largely been able to keep its operations commercially viable and had 
shown reasonable profits in each year. 

Several areas could be identified during audit where there was scope 
for improvements in operations of CSD. Broadly, these areas were (i) 
financial operations (ii) pricing and quality of goods and (ill) business 
operations. 
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teens 
CSD reaches out to the consumers through approximately 3600 Unit 
Run Canteens (URCs). URCs indent stores from the Base Depot or 
the accredited Area Depot under the Department. CSD also assists the 
URCs through soft loans and quantitative discounts. 

Despite such assistance through CSD from Consolidated Fund of India 
and being the interface between CSD and the consumers, the URCs 
continue to remain outside the purview of the Parliamentary financial 
oversight as they are considered to be regimental institutions. Neither 
the budget documents nor the proforma accounts of CSD reflect the 
operations of the URCs. The URCs are also not subject to the 
accountability regime for operations funded by the Consolidated Fund 
of India. 

Audit was denied access to records of URCs by Army 
Headquarters in spite of repeated requests. Even taking up the 
matter at the highest level in the Ministry of Defence could not 
ensure access of audit to the URCs. 

In the interest of transparency and completeness, the operational 
results of the URCs should be disclosed in the proforma accounts of 
CSD after ensuring that all URCs follow uniform accounting 
principles. This would enable the financial statements of CSD to 
provide a true and fair view of the complete operations of the 
organisation. 

(Chapter II) 

The gross turnover of CSD increased from Rs. 4481 crore in 2003~04 to 
Rs. 6955 crore in 2008~09 registering an increase of 55 per cent. But the 
gross and net profit had not shown commensurate increase during this 
period. This was mainly due to increase in cost of goods purchased for 
sale as also increase in quantitative discount given to the URCs. 

Grants,in, Aid from the profits of CSD 

Ministry of Defence had been reflecting approximately 50 per cent of the 
profits of CSD in the Demand for Grants as Contributions (earlier 
these amounts were reflected as Grants~in~Aid) and disbursing them 
to Services and other bodies as Grants~in~Aid. These grants were 
mostly transferred to the Non, Public Funds maintained by the 
Services. During 2002, 03 to 2008~09, a sum of Rs. 601.88 crore was 
appropriated in this manner from the CFI. Out of this, Rs. 63.05 crore 
was distributed to various beneficiaries. The balance amount of Rs. 
538.83 crore was shared by Services which were transferred to the Non 
Public Fund. Such Non~ Public Funds commonly known as Regimental 
Funds are maintained by Armed Forces authorities and statedly, for 
welfare activities of service personnel and their families. 

Instead of Grants~in~Aid, in 2005~06, Ministry of Defence created a 
new object head "Contribution" to disburse these profits. The new 
accounting practice further diluted financial controls as under the 
General Financial Rules, utilisation certificates could be insisted onl}' 
for Grants, in, Aid. A significant change like this in the accounting of 
the financial transactions was made without any consultation with the 
Comptroller and Auditor General of India as was required under the 
Constitution of India. This change in the accounting treatment took 
away the audit jurisdiction of the C&::AG over utilisation of these 
disbursements by the recipients. 

-----------
~-----------

--
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Evidence gathered in audit indicated that grants given to the various 
organisations out of CSD profits did not follow the provisions of 
General Financial Rules (GFR) of the Government of India. Grants 
were given to organisations without even insisting on application for 
funds . Statement of accounts was never sought before sanctioning the 
grants. Receipt of utilisation certificates was not watched, as required 
under GFR. Utilisation certificates were never insisted from major 
recipients namely Army, Navy or Air Force for the grants provided. 
Only after the anomaly was pointed out in audit BOCCS in Feb 2010 
replied that the requisite certificates were obtained before sanction of 
Grants in aid for the year 2008~09. 

The proforma accounts prepared by the CSD though purporting to 
follow broad commercial principles like double entry system and 
accrual basis did not follow the generally accepted regimen of financial 
reporting. 

Quantit ative Discount (QD) 

During the six years from 2002~ 2003 to 2007 ~08, Rs. 883.46 crore was 
transferred in the form of quantitative discount from the Consolidated 
Fund of India to the URCs. Evidence also indicated that benefit of QD 
was never passed to the consumer. Such discount could not be viewed 
as a trade discount as URCs operated in a captive market with pricing 
determined in accordance with the existing policies. QD was in fact 
another way of transferring money from CFI to non~public fund 
without conforming to the provisions of the General Financial Rules. 

(Chapter III) 

Incorrect application of pricing policy in several cases 

During audit, several cases of incorrect application of pricing policies 
were noticed. While in some cases CSD made undue profit at the cost 
of U RCs and in tum of the customers, there were cases where CSD 
also incurred losses. Of farticular significance was erratic 
implementation of provisions o Value Added Tax (VAT). 

Quality Control 

Evidence gathered in audit indicated that in the absence of relevant 
controls, there was a significant risk of sale of perished stores to the 
consumers. Test check in nine Area Depots indicated that the indent 
cum invoices for goods supplied to the URCs did not indicate the date 
of manufacture . Seven of the nine Depots selected were not 
maintaining stack cards, while in the remaining two the cards did not 
indicate the date of manufacture of the perishable stores. 

From 2003 to 2009 ( up to September 2009), out of 11254 samples 
referred to Composite Food Laboratories, 349 (3.1 per cent)samples 
were found unsatisfactory. It took about one to 13 months for groceries 
and two months for food items to obtain the test results from the 
laboratories. By that time, the stock of unfit items was sold. While 
CSD raised debit notes of Rs. 4.74 crore for these, the consumers were 
not compensated for goods of inferior quality. The penalty earned 
added to CSD profit. 
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Inability of Area Depots to supply all the items indented by the 
URCs 

It was seen in audit that most of the Area Depots were not supplying 
the full range of items to the URCs under their J·urisdiction. The 
inability of the Area Depot in issuing the item as emanded by the 
URC is termed as ... Denial". In nine Area Depots, during 2004,05 to 
2008,09, denials ranged from 4.48 per cent to 33.21 per cent. The denials 
were particularly l:iigh in Kirkee, Delhi, Jaipur, Dehradun and 
Bangalore areas. 

Reasons for introduction and rejection of new items not recorded 

69 to 87 per cent of the items offered by suppliers were not 
recommended by the Preliminary Screening Committee for 
introduction. However, the reasons for rejection or for that matter 
reasons for acceptance of the remaining, were not found on record and 
as such the basis on which an item was or was not recommended 
could not be ascertained. To that extent the process of introduction or 
rejection of an item lacked transparency. 

(Chapter IV) 

Functioning of Base Depot in Mumbai 

The Base Depot, Mumbai functioned as a feeder Depot to all Area 
Depots. Stores were received in the Base Depot in bulk and then 
dispatched to all Area Depots by road as per the allocation of stores by 
Head Office. The total value of goods routed through Base Depot and 
expenditure incurred on transportation of the same from Base Depot 
to all Area Depots during die year 2003, 04 to 2008, 09 w ere Rs. 
2844.43 crore and Rs. 63.04 crore respectively. 

Rates of transportation faid by the Base Depot for transportation of 
stores to other parts o the country were exorbitantly high, when 
compared to the rates decided by Mumbai Sub Area. 

Base Depot had not shifted to the new location even after 13 years of 
taking over the land at T aloja and continued to occupy the premises 
leased by Indian Navy from Mumbai Port Trust. 

Audit examination of Base Depot operations indicated that due to 
wide availability of consumer goods in most of the areas served by 
CSD, the operations of the Base Depot had become uneconomical. The 
concept of maintaining a centrali:<>;ea Base Depot needed review. 

Excess drawal of liquor 

Evidence in audit indicated that several units under jurisdiction of five 
Area Depots were drawing liquor in excess of that authorized on the 
basis of the strength of the unit. CSD and the Army authorities 
allowed excess drawal of concessionalliquor worth Rs 7.82 crore. The 
market value of the excess liquor was Rs 19.45 crore. 

(Chapter V) 

-
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Some of the major recommendations made in the report are 
reproduced below. 

Unit Run Canteens 

The URCs should be recognized as the retail outlets integral to CSD. 
The operational results of the URCs should be disclosed in the 
proforma accounts of CSD to provide a true and fair view of the 
complete operations of the organisation. Ministry of Defence should 
also take immediate steps to bring the URCs under the accountability 
regime that is applicable to all operations funded by the Consolidated 
Fund of India. 

(Paragraph 2.3) 
Financial Operations 

The Chief Accounting Authority should ensure that no change in the 
accounting policy is made without prior consultation with the 
Comptroller and Auditor General of India as required under Article 
150 of Constitution of India. The disbursement of profit to eligible 
organisations should be made as Grants-in-Aid within the ambit of 
General Financial Rules. The use of the object head "Contribution" 
should be discontinued forthwith. 

(Paragraph 3.5) 

The regular and ad hoc Grants-in-Aid should be sanctioned in a 
transparent manner on the basis of detailed proposals and these grants 
should be used only for the welfare of service personnel as is set out as 
CSD's objectives. Ministry should issue suitable instructions in this 
regard to ensure compliance with the provisions of G FR. 

(Paragraph 3.5) 

Quantitative Discount should not be an instrument to transfer funds 
from public fund to non-public fund without accountability. Such 
transfers should be carried out in a transparent manner within the 
ambit of General Financial Rules. 

(Paragraph 3.6) 

CSD needs to closely monitor the timely credit of funds into its 
account. It should pursue with the Banks for payment of interest for 
delay in crediting amount telegraphically transferred by Area Depots' 
Banks and for indicating credit balances with details of cleared and 
uncleared cheques. 

(Paragraph 3.7) 

The accounting policies may be reviewed so that the income from non 
trading activities is correctly accounted for. 

(Paragraph 3.7.3) 
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CSD and URCs should adopt a set of accounting standards with 
disclosure requirements akin to those adopted by Organisations 
having commercial operations. 

(Paragraph 3.2) 
Pricing and Quality Control 

Ministry should take immediate steps to review the pricing policies 
and closely monitor its implementation. Prices should be fixed in a fair 
and transparent manner by correctly factoring actual costs incurred 
and accurately applying existing taxation provisions so that benefit 
accrues to the intended parties. 

(Paragraph 4.2) 

Ministry may put in place an effective mechanism to oversee strict 
implementation of the quality control measures at all levels of supply 
chain in CSD including URCs. 

(Paragraph 4 .3 .1) 

CSD HO should ensure speedy testing and reporting of test results so 
as to avoid sale of substandard items. 

(Paragraph 4.3.2) 

Reasons for acceptance or rejection of an item proposed for 
introduction in the CSD inventory should be recorded. 

(Paragraph 4.4.1) 
Business Operations 

The concept of a centralized Base Depot needs to be reviewed. 

(Paragraphs 5.1.1 to 5.1.5) 

Computerized Management Information System, with automated 
documentation and control functions should be implemented early. 
This should include the operations of URCs. 

(Paragraph 5.3) 

-------------------
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Chapter I : Introduction 
------' 

1.1 AboutCSD 

Canteen Stores Department (CSD) came into being as a Department under 

the Ministry of Defence in j anuary 1948. Its objective is to provide the service 

personnel and their families with consumer goods of high quality at prices 

cheaper than the market prices. The motto of CSD is 

"Service to Services". From a modest beginning 

made six decades ago, it has grown rapidly. It now 

caters to 44 lakh beneficiaries through a network of 

3600 Unit Run Canteens, some of which are in 

remote areas. The number of items of consumer 

goods available with CSD was 3044 as of March 

2009. The Sales of CSD were Rs. 6955.11 crore 

during the year 2008,09. It has been able to achieve 

significant progress in its operations as well as 

financial outcomes. It caters not only to Army, Navy 

and Air Force but also to other organisations like 

Coast Guard, DRDO, Border Roads Organisation, 

Assam Rifles, etc. Defence Civilians are also covered 

byCSD. 

1.2 Organisational stru cture 

CSD at its apex level has the Board of Control, 

Canteen Services (BOCCS) with Raksha Mantri as 

the Chairman. The BOCCS lays down the overall 

In .July 1942, Government of 
India took over the business 

of supplying household 

requirements of rrnops 
earlier managed by the 
Camco:n c,mtractnrs 

Syndicate. ··cantl'l'll Sl-r,·kcs 

( Jndi.t)- ".1-.. f,)nnccl.md run 
nn ~~)mm~.:rci.d lin~·-. .tnd \\·.1s 

~-,p~·dcd l<' b~· -.elf 

-..u,~p,,rt 111~ \lt~-r 

i ndq~~-n~klh ~·. t- .ll1ll"~·n 

"'""~"' lc~.· ... ( lndu) "~.·nt 1111<' 

\ ''I Lint . l r\" I i cjlll, I. 1 t 1,' n . 1 11 cl 
( .'-'1"' .\ .... \ ck1~.\rt 111L"11l ,,j 

\ !1111 ... t n , 'I I"'~.· k nc ~.· , .1m~.· 

111 t l' ,,, \11 "-

policies of CSD and advises the Government on the disbursement of profits. 

The Board is assisted by an Executive Committee, which reviews the 

functioning of the Department once in a quarter. 

The management of the CSD is vested in the Board of Administration with 

the General Manager (GM) as the Chairman and members representing 

Ministry of Defence (Finance), Army Headquarters (QMG's Branch) and 

other Services. The GM is responsible for day, to,day management and 

reports to the BOCCS through the QMG. The activities of the CSD are 

carried out from its Head Office in Mumbai through a chain of 34 Area 

Depots spread over the country, a Base Depot in Mumbai and five Regional 

Offices. 

1.3 Service d elivery mechanism of CSD 

CSD procures approved consumer goods from listed vendors. The stores are 

received by the Base Depot in Mumba.i/Area Depots. Goods are sold to the 

beneficiary consumers through the network of Unit Run Canteens (URCs), 
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which collect such stores from the assigned Area Depots through Indent cum 

Invoice. The URCs are independent of CSD but their functioning is governed 

by policies laid down by the Ministry of Defence. The goods are introduced 

in the CSD inventory after detailed market survey and approval by the Board 

of Administration. 

1.4 Scope of Audit 

The Performance Audit covering transactions for the period 2003~04 to 2007 ~ 

08 was carried out from 

June 2008 to October 

URCs bad to he kept out of the 
scope of 11udit as access to URCs 
was denied by Army 
Headqwuters on the ground of 
these being run from non.-Public 
fund 17zis report does not, 
therefore, include :my comment 
on the Functioning or financial 
results of the URCs. 

2008 at BOCCS, New 

Delhi, CSD HQrs 

Mumbai, Base Depot 

Mumbai and nine1 of the 

34 Area Depots. The 

report has been updated 

to cover transactions 

upto 2008~09. The Area 

Depots were selected 

based on their sales 

volume and geographical location and only one Depot in a State was selected. 

The nine Depots catered to 941 URCs out of a total of 3600 in the country. 

l.S Audit Objectives 

The Performance Audit was conducted to obtain reasonable assurance that: 

)> financial operations of the CSD were carried out in accordance with 

the financial and accounting rules and principles as applicable to 

Government Organisations; 

)> consumer goods of high quality were being provided to the service 

personnel, at a price cheaper than the prevailing market rates; 

)> consumer demand satisfaction was maintained; and 

)> business operations of CSD had been managed efficiently and 
effectively. 

1.6 Audit Criteria 

Audit criteria for evaluation of performance were derived from 
CSD Stores Manual, CSD Purchase Procedures, CSD Pricing 

Policy and URC manual. The distribution of profits as Grants ~ 

1 Agra , Bangalore, Dehradun , Delhi, Jaipur, Kirkee, Kochi, Kolkata and 
Secunderabad 
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in, Aid was examined in the light of the General Financial 

Rules of the Government. 

l. 7 Audit Methodology 

After a preliminary study to collect background information, the 
Performance Audit commenced with an entry Conference in the Ministry of 

Defence on 10 July 2008. Detailed audit scrutiny was conducted at the CSD 

Headquarters, selected Area Depots/Base Depot including BOCCS to 

evaluate the performance against the audit criteria. Audit findings were 

discussed with the Ministry of Defence on 5 February 2009. The reply of the 

CSD management had been taken into account in finalizing the report. 

1.8 Acknowledgement · 

Officials of the Ministry of Defence, the General Manager, CSD and his 

officers and staff, and the Area Managers of all the nine Area Depots had 
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Chapter II: Audit of Unit Run 
Canteens (URCs) 

~--------------------

.\udit t)hjL-cti\e: Tl) rL' \IL' \\. the 

lunl.lil)fling l)l tlw l ' nit Run 

( .;llllLTih ll) ;l'-, .'-,L''-.'-, the l'.'\lellt nl 
l"l)ll"-LIIllL' I" "-,lt j .., Ltct il)Jl .tL·hiL'\'L'd h\' 
t hL· l)r.g.tni"-.tl il)ll. 

2.1 Integration of CSD into Consolidated Fund of 
India 

Based on the recommendations of Public Accounts Committee 

(1964, 65), t h e finances of CSD up to Depot level only were 

brought within the ambit of Consolidated Fund of India (CFI) 

with effect from 01 April 1977. This, however, was not 

extended to the Unit Run Canteens (URCs), the retail outlets 

of the CSD . All expenditure and receipts of the CSD are booked 

to the Consolidated Fund of India. The operations of CSD 

which are to procure goods from the open market and sell them 

to the URCs for further sale to the consumers are funded from 

the Civil Grant of Ministry of Defence. Though the URCs are 

the retail face of the CSD and without the URCs, CSD cannot 

reach the consumers i.e. the service personnel, nevertheless, 

URCs continue to be treated as regimental institutions outside 
the purview of the parliamentary control. The URCs are also 
stated to be independent of the control of the CSD, though 

they are not, as explained in the succeeding paragraphs. 

This has created an anomalous situation in as much as the 
operations and management of URCs are carried out as per 

instructions of the Ministry of Defence and Army 

Headquarters. The rules for creation/setting up of a URC and 

its day to d a y management are laid down in AHQ orders and 
CSD registers a URC only after the conditions enshrined in the 

AHQ orders ibid are fulfilled. The rates /prices of goods sold 

by URCs and profit margin which a Canteen is entitled to 

- -
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c harge on goods sold are governed by orders issued by the 

Board of Control , Canteen Services of which Raks ha Mantri is 

the Chairman. 

These U RC s operate on Government land and from Government 

buildings. Most often Government Transport is used and often 

the URCs are manned b y Service personnel and the entire 

operations of URCs are supervi sed by the Unit Commanding 

Officer. In spite of all these facts, they are treated as private 

regimental institutions of the Services, outside the purview of 

the Parliament in relation to accountabilit y mechanism. Indeed 

the URCs w hic h are the retail outlets and face of CSD as 

regards the consumers are not accountable to the CSD or 

Parliament with regard to the quality and efficiency of the 

services to the consumers. 

2 .2 Financial assistance provided to the URCs 
from the Consolidated Fund of India 

CSD provides significant assistance in the form of 'soft loans' 

at the subsidized rate of interes t of 4 .5 to 6.5 per cent per 

annum for setting up the canteens and to keep su fficient 

inventory. Additionally, t emporary credit facility up to Rs. 2 

lakh for a period of 30 days is admissible to them. They also 

get substantial assis tance in the form of Quantitative discount 

as discussed in this report in Paragraph 3.6 . During s ix years 

from 2002 ~ 03 to 2007 ~ 08, Rs 883 crore was transferred in the 

form of QD . In order to compensate for the expenditure 

incurred on transportation of goods from Area Depot to URCs, 

a provision has been made for its reimbursement . In certain 

areas, Service vehicles are also regularly u sed by the URCs for 

collection of s t o res from the Area Depots without payment of 

hire charges (Para 3.6.4 of C&:AG's Report No. 4 of 2007~ 

Performance Audit) . Many commodities enjoy the benefit of 
non levy of local levies, which i s also in the nature of financial 

assistance from CFI. Des pite such assistance, the URCs 

continue to maintain their funds outside the Consolidated 
Fund of India and are not subject to budgetary controls, audit 

by the Comptroller &: Auditor General of India and 

accountability to Parliament .. 

2.3 Achievement of the CSD could not be assessed 
fully due to denial of access . 

Since the Performance Audit was expected to examine each 
aspect of the functioning of CSD, scrutiny of the records at 
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URCs was essential. The following efforts were made to access 

the records of the URCs: 

In June 2008, request was made to Army Headquarters. It was 

clarified to AHQ that the examination by Performance Audit 

Teams would be limited to (i) examination of the pricing data, 

(ii) verification as to whether the URCs are selling goods at 
the rates prescribed by CSD, (iii) verification as to whether 

URCs are procuring a wide variety of goods and are not 

favouring any particular brand/ supplier and (iv) assessment of 

consumer satisfaction. 

In August 2008, BOCCS Secretariat agreed to provide limited 

access but i t was withdrawn later. 

In view of this refusal by the AHQ, the issue of access to URC 

records was demi officially taken up on a number of occasions 

with the Ministry of Defence. In January and March 2010, it 
was also taken up demi officially with the Defence Secretary. 

In April 2010, the Comptroller &: Auditor General of India took 

up the matter at the highest level explaining that to provide 

goods to the beneficiaries, the URCs are the only interface 

between the CSD and its consumers. Since the level of 

satisfaction of CSD consumers depends on the functioning of 

the URCs, an assessment of the functioning of Unit Run 

Canteens was thus essential in order to evaluate the extent of 

consumer satisfaction achieved by the organisation. 

Ministry agreed with the audit contention and accordingly 

requested Army Headquarters in December 2009 and in 

February 2010 to arrange inspection of URC records by Audit. 

In spite of these directions from the Ministry, Army 

Headquarters did not provide access to the audit teams to visit 

the URCs. 

This denial of access to URCs is inexplicable as URCs 
complete the supply chain of CSD. Significant amounts are 

transferred from Consolidated Fund of India to the URCs every 

year. These are located in government premises and often use 
government transports . Lack of any oversight has enabled the 

Services to continue the arbitrary separation of the finances of 

URCs and CSD despite transfer of considerable funds from 

Public Fund to run the URCs. This has enabled the Services to 

transfer profit earned from the operations funded by the CFI to 

non public funds of the Services. These non public funds are 
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k ept outside the purview of parliamentary contro l and public 
accountability. 

As we were denied access to URC rec ords while carrying out 
this Performance Audit, we are unable to assess the 

efficiency and outcome of CSD operations relating to 
delivery of service to the service personnel and other 
beneficiaries. 

Recommendation 1 

The URCs should be recognized as the retail outlets integral to 
CSD. The operational results of the URCs should be disclosed in 

the proforma accounts of CSD to provide a true and fair view of 
the complete operations of the organisation. Ministry of Defence 
should also take immediate steps to bring the URCs under the 
accountability regime that is applicable to all operations funded by 
the Consolidated Fund of India. 
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Chapter III : Financial 
()perat_io_n __ s ____________________ ~ 

3.1 Turnover and Profitability 

The trends in the turnover and profitability according to the CSD proforma 

accounts during the six years under review were as follows: 

Table 1: Fin a n cial Res ults of CSD 

2003-04 l 2004-05 2005-06 i 2006-07 

Sale 4480.99 4749.42 4163.21 4791.72 5614.69 6955.11 

Purchase 3850.90 4033.26 3525.71 4087.69 4898.52 6185.57 

Trading Exp 308.48 380.47 329.53 331.98 320.25 392.42 

Q D Provision 140.27 148.87 137.49 152.08 175.00 216.50 

Staff Expense 38.03 45.51 43.25 46.28 4810 72.98 

Operating Exp 10.14 11 .17 10.81 11 .50 13.90 14.39 

Gross Profit 243.90 208.42 196.58 242.50 234.15 282.34 

Net Profit 196.73 154.76 146.23 183.65 168 88 203.69 

Closing Stock 362.58 384.17 410.33 432.93 446.17 567.91 

But for the year 2005 06, the CSD Sales had increased consistently during the 

last six years. The dip in sales in 2005-06 was mainly due to reduced price 

advantage as a result of imposition of VAT in many states, which was later 

withdrawn or reduced in case of many commodities. 

Despite significant increase in sales from Rs. 4481 crore in 2003-04 to Rs. 

6955 crore in 2008-09 registering an increase of 55 per cent the gross and net 

profit had not been commensurate with the increase. This was mainly due to 

increase in cost of purchase of goods for sale as also steady increase in the 

closing stock. The closing stock had increased by 57 per cent during the last 

six years. 

While CSD had been able to keep Trading and Operating Expenses under 

control, the increase in Quantitative Discount had also contributed to lower 

- --
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profits. The issue of Quantitative Discount has been discussed in detail in 

Paragraph 3.6 of this report. 

3.2 F inancial Reporting 

CSD prepares Annual Accounts consis ting of Trading and Profit &: Loss 

Accounts and the Balance Sheet for each financial year. These accounts 

though purporting to follow broad commercial principles like double entry 

system and accrual basis do not follow the generally accepted regimen of 

financial reporting. There is no statement indicating the significant 

accounting policies followed nor are there proper explanatory notes 

regarding departure from such principles. There is also some ambiguity 

regarding the stewardship of accounts and the external auditor's certificate. 

It would be desirable to adopt the generally accepted set of accounting 

policies with the standard regimen of disclosure and certification akin to 

those adopted by organisations having commercial operations. 

An internal audit report is attached to these accounts, w hich is signed by the 

official who is also the Controller of Defence Accounts and the Internal 

Financial Advisor. Internal audit of the organisation by the official who is 

also responsible for treasury control and financial advice compromises the 
independence of the internal audit function. 

Recommendation 2 

CSD and URCs should adopt a set of accounting policies with 
disclosure requirements akin to those adopted by Organisations 
having commercial operations. 

3.3 Accounting of CSD Profits 

Roughly 50 per cent of profits generated from operations of CSD are taken as 

CSD profits in the Demand for Grants for disbursement to various 

beneficiaries. In other words, even though the amount disbursed reflects half 

of the profits made in the CSD operations, the disbursement is made out of 
the Consolidated Fund of tndia. 

In the 56th meeting of the BOCCS held in March 1986 it was decided that 50 

per cent of the net trade surplus of CSD for a particular year would be 

distributed as 'Grants~in Aid' in the subsequent year from Consolidated 

Fund of India. The amount was distributed both as Regular grant and Ad hoc 
grant. Regular grants are given to a few organisations on a regular basis every 
year. In addition, in a given year, BOCCS provides grants to other 

organisations on an ad hoc basis. After distribution of these grants, the 

remaining part of the available budget was distributed amongst the Services 

in the ratio of Army 0.85, Air Force 0.10 and Navy 0.05. Till2004~05, Ministry 

of Defence in their Demands for Grants reflected these disbursements as 
"Grants~in~Aid". From the year 2005~06, a new object head "Contribution" 
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was introduced. Provision and booking of this expenditure under the object 
head 'Contribution' was incorrect as the nature of payment remained that of 

grants from the Consolidated Fund. It also diluted financial controls over 

utilisation of these amounts as under the General Financial Rules, utilisation 

certificates could be insisted only for Grants-in-Aid. 

Such a significant change in the accounting policy was made without 

consultation with the Comptroller and Auditor General of India as required 

under the Constitution of India. It seriously 

diluted accountability of such disbursements. 

It was particularly significant as such 

disbursements percolated to the 

Units/formations and formed a part of the 

unit's Regimental Fund. The Grants-in-Aid 

were credited to Regimental Fund by the 

Services and treated as Non Public Fund in 

the hands of the recipients. 

3.4 Transfer of money from 
Consolidated Fund of India ( CFI) to Non Public Fund 
as grants to Services 

During 2002-03 to 2008-09, a sum of Rs.601.88 crore was appropriated from 

the CFI, being 50 per cent of the net trade surplus. Out of this, Rs. 63.05 crore 

was distributed to various beneficiaries. The balance amount of Rs. 538.83 

crore was shared by Services which were transferred to the Non Public Fund. 

Such Non-Public Funds i.e. Regimental Funds are maintained by Armed 

Forces authorities for welfare activities of service personnel and their 

families. Despite substantial amount of Government Funds being transferred 

to these Non-Public Funds, access continues to be denied to audit and 

therefore, we are unable to provide assurance on the proper utilisation of 

these funds. 

3.5 Regular and Ad hoc Grants, in,Aid/ Contributions to 
organisations 

From examination of the papers relating to sanction of Grants-in-Aid 
available with the BOCCS, it was observed that in several cases, provisions of 

General Financial Rules were violated. The findings of audit are discussed in 
the subsequent paragraphs. 

3.5.1 BOCCS and CSD sanctioned grants to themselves in violation of 
GFR 

As per Rule 206 of General Financial Rules (GFR), Grants-in-Aid could be 

sanctioned to personnel or a public body or an institution having a distinct 
legal entity. CSD, a department in Government and BOCCS, a standing 

committee with fixed membership sanctioned grants to themselves, in 

-----
-----

--
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violation of the proviso regarding distinct legal entity. Grants-in-Aid 

amounting toRs. 7.85 crore were sanctioned to DDG (Canteen Services) in 

Delhi who acted as Secretariat to BOCCS and CSD HO during the period 

2002-03 to 2008-09 as shown below. 

Table 2: Grants-in-Aid to BOCCS and CSD 

(Rupees in lakh) 
Year Sectt of BOCCS CSD HO Mumbai Total 

Regular Ad hoc Regular Ad hoc Regula r Ad hoc 

2002-03 0.97 1.00 65.79 10.00 66.76 11.00 

2003-04 1.27 5.00 86.38 10.00 87.65 15.00 

2004-05 1.00 2.00 67.95 10.00 68.95 12.00 

2005-06 1.46 3.00 64.34 40.00 65.80 43 .00 

2006-07 1.84 5.00 80.8 1 160.00 82.65 165.00 

2007-08 1.69 0.00 74.31 0.00 76.00 0.00 

2008-09 2.04 0.00 89.62 0.00 91.66 0.00 

Total 10.27 16.00 529.20 230.00 539.47 246.00 

Grand Total 785.47 

3.5.2 Grants-in-aid were sanctioned without adequate details as 
required under GFR 

As per Rule 209 (1) of GFR, any Institution or Organisation seeking Grants­

in-Aid would be required to submit an application which includes all 

relevant information such as Article of Association, bye laws, audited 

statement of accounts, sources and pattern of income est expenditure etc. to 

enable the sanctioning authority to assess the suitability of the Institution or 

Organisation seeking grant. The application should clearly spell out the need 

for seeking grant and should be submitted in such form as may be prescribed 

by the sanctioning authority. The Institution seeking Grants-in-Aid should 

also certify that it had not obtained or applied for grants for the same 

purpose or activity from any other Ministry or Department of the 

Government of India or State Government. 

It was observed in audit that that no such application was prescribed by the 

BOCCS. During 2002-03 to 2006-07, regular and ad hoc Grants-in-Aid were 

sanctioned to 67 beneficiaries out of whom ad hoc beneficiaries were 38. Out 

of these, seven beneficiaries, mostly organisations related to Ministry of 
Defence, and which included RM Discretionary Fund, Ministry of Defence, 

Ministry of Defence (Finance) and Kendriya Sainik Board were 
recommended for ad hoc grant amounting toRs. 1.85 crore by the Executive 

Committee and sanctioned by Ministry of Defence even though there was no 

demand from them, which was a pre-requisite for sanctioning the grants-in­

aid. 
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3.5.3 Grants~in~aid sanctioned without utilisation certificate for 
previous grants 

As per Rule 212 (1) of GFR, fresh grants were not to be sanctioned to 

institutions who failed to submit utilisation certificates. Confirmation was 

sought for from BOCCS by Audit that all the grants were sanctioned against 
demands from the organisation concerned and institutions who had failed to 

submit the utilisation certificate were not considered again for distribution 
of Grants~in~Aid. It was not provided to audit. However, BOCCS in February 

2010 confirmed that for before sanction of grants for 2008,09 the utilization 

certificate in respect of the grants (contribution) for 2007,08 were being 

obtained 

3.5.4 Receipt of utilisation certificates and audited accounts of grants 

not monitored 

As per Rule 212 (1) of GFR, in respect of grants to an Institution or 

Organisation, a certificate of actual utilisation of the grant received for the 

purpose for which it was sanctioned in the prescribed Form, should be 

insisted upon. The utilisation certificate should also disclose whether the 

specified quantified and qualitative targets had been reached against the 

amount utilised, and if not, the reasons therefor. The utilisation certificate 

should be submitted within twelve months of the closure of the financial 

year. Rules provided that receipt of such certificate should be scrutinized by 

the Ministry or Department concerned. Organisations/ Institutions who 

failed to submit the certificates along with other requisite details were not to 
be considered for allotment of grants for subsequent years. 

At BOCCS, it was observed that receipt of utilisation certificates was not 

being watched up to 2007, 08, as required under Rule 212(1) of GFR. No 

utilisation certificate was ever insisted from Army, Navy or Air Force for 

their share of grants. In 13 cases of other grants amounting toRs. 31.95 crore, 

information for which was made available to audit, it was observed that 

utilisation certificates received were single line certificates stating that the 

grant allotted had been utilized. One such beneficiary was CSD HO itself. In 

four other cases, utilisation certificates were called for from the beneficiaries 
after a decade, only when the same were asked for by Audit. 

It was observed that the beneficiaries were not submitting the audited 
statement of accounts with the utilisation certificates as per Rule 210 of the 
GFR up to 2007,08. 

3.5.5 Grants were given without specific details or for doubtful 
purposes 

Rule 209 (3) of GFR stipulated that award of grants should be considered 
only on the basis of viable and specific schemes drawn up in sufficient detail 

by the Institutions or Organisations. The budget for such schemes should 
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disclose, inter alia, the specific quantified targets likely to be attained against 

the outlay. As demands for the ad hoc grants were not supported by detailed 

proposals from the recipient institutions, which was contrary to the 

provision, the method of sanction of grants did not reflect adherence to any 

systematic procedure. As the minutes of the meetings of BOCCS were silent 

on this issue, it could not be ascertained on what basis ad hoc grants were 

allocated. Several such cases came to the notice of Audit. 

(i) Grants, in,Aid aggregating Rs. 16.20 crore were allotted to 

Defence Service Officers Welfare Fund (DSOWF) from 2003,04 

to 2006,07. The amount was utilized in a staggered manner up to 

May 2007. In the meanwhile, the amount was kept in fixed 

deposit for various periods which earned interest of Rs. 73.16 

lakh. The interest earned was not disclosed in the utilisation 

certificate rendered to the sanctioning authority. 

(ii) It was observed that an amount of Rs. 75 lakh was sanctioned to 

Headquarters, Southern Command Military World Games 

Secretariat to meet unforeseen expenditure during the Military 

World Games. Details of the expenditure could not be produced 

to audit. 

(iii) During 2002,03 to 2006,07, an amount of Rs. l crore was 

allocated to the Services Golf course. Though the Grants,in,Aid 

were allocated to the Services Golf course, the utilisation 

certificate was furnished by the Army Environmental Park and 

Training Area. It was also observed that the 'Receipt and 

Payment' accounts of the grantee for that year did not account 
for the grants, in, aid received. 

(iv) During 2003,04, CSD HO received an amount of Rs. 96.38 lakh 
as Grants,in, Aid. However, the utilisation certificate was for Rs. 

86.38 lakh while the amount actually transferred to non public 

fund was Rs. l24.03lakh. Similarly, for 2004,05 and 2005,06, the 

amounts of Grants, in,Aid received were Rs. 77.94 lakh and Rs. 

104.34 lakh, respectively, whereas the amounts credited to non, 

public fund were Rs. 94.90 lakh and Rs. l05.77 lakh, respectively. 

CSD HO stated that the amounts disbursed include loans and 
financial assistance given to the staff for various welfare 

activities. It further stated that these amounts were later 

recovered in installments and as a result, over a period of time 

such grants got accumulated and again utilized. From the reply it 
became apparent that CSD HO has created a fund from which 

loans are disbursed but interest earned on these loans had not 

been disclosed while seeking fresh grants. 
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Recommendation 3 

The Chief Accounting Authority should ensure that no change in 
the accounting policy is made without prior consultation with the 
Comptroller and Auditor General of India as required under 
Article 150 of Constitution of India. The disbursement of profit to 
eligible organisation should be made as grants~in~aid within the 
ambit of General Financial Rules and further use of the object head 
"Contribution'" should be discontinued forthwith. 

Recommendation 4 

The regular and ad hoc Grants~in-Aid should be sanctioned in a 
transparent manner on the basis of detailed proposals and these 
grants should be used only for welfare of service personnd as is set 
out as CSD's objectives. Ministry should issue suitable instructions 
in this regard to ensure compliance with the provisions of GFR. 

3 .6 Transfer to Non Public Fund through 
Quantitative Discount (QD) 

CSD provides Quantitative Discount (QD) in the form of free stores to all the 
URCs. It is disbursed 

QD (Rs in crore) through the budgetary 

200 grant of the Ministry 

150 ~ of Defence. QD is 

100 

so 
0 

~~ ~.., ~ _,ft ~sf' 
'\,cSl ..... ~ '\,~ ,...,dT ,...,cSl 

- QD(Rsln 
crore) 

calculated at 4.5 ptr 
cent in respect of goods 

on which CSD loads a 

profit margin of six ptr 

cent and 3.5 per cent in 

respect of goods on 

which CSD loads a profit of five ptr cent. The amount so calculated is included 

in the subsequent year's budget under the head "Supplies and Materials". 

CSD operates a Government funded monopoly selling in a closed market 

with pre determined prices with captive consumers having monetary ceiling 

on purchases. It was noted in audit that benefit of such QDs was not passed 

to the customers and added to the profits of URCs. The incentive in the form 
of QD, therefore, could not be viewed as a trade discount as refl.ected in the 

CSD proforma accounts. It was in fact transfer from CFI to non~public fund 
without conforming to the provisions of the General Financial Rules. During 

the six years from 2002~2003 to 2007~2008, Rs. 883.46 crore was transferred 

in the form of QD. 

Such transfer in the form of trade discount also affected adversely the 

proB.tability of the CSD and resultantly, Government revenues. Since 50 per 
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cent of the CSD profit should accrue to the Government, treating QD as a 

charge to t he trade understated the profit and thereby deprived Government 

of India of revenue. The table below indicates the revenue loss to 

Government. 

Table 3 : Loss of revenue on acco un t of Quantitative Discount in 
2002-08 

( Rupees in crore 
Year 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 

QD Paid 131.74 139.21 148.18 137.37 152.01 174.95 

Net Proftt 149.81 196.73 154.76 146.23 183.65 168.88 

Actual proftt 281 .55 335.94 302.94 283.60 335.66 343.83 

Share of Govt 140.78 167.97 151.47 141.80 167.83 171.92 

Share deposited 74.91 98.37 77.38 73.12 91.83 84.44 

Loss of 
Revenue to 65.87 69.60 74.09 68.68 76.00 87.48 
Govt -
Total Shortfall to Govt 441.73 

Recommendation 5 

) 

Quantitative Discount shouJd not b e an instrument to transfer 
funds from public fund to non , public fund withou t accountability. 
Such transfers should be carried ou t in a transparent manner 
within the ambit of GeneraJ Financial Rules. 

3.7 Banking Arrangements: Delay in credit of funds to CSD 
Accounts. 

3.7.1 Delay in transfer of surplus funds from Depot Bank Accounts to 

CSD HO Account 

Cheques received from URCs on account of sales are deposited into Area 

Depot Public Fund Account in the respective branches of the Banks. As per 

CSD instructions, Banks have to afford credit in the Area Depot Accounts 

within four days in case of local cheques and within 14 days in case of 

outstation cheques. ln case of delay, penal interest is leviable on the Bank at 

the Savings Account rate plus two per cent. Further, the Banks are required to 

transfer the funds in excess of Rs. 5000 standing at the credit of the Area 

Depot Account to CSD Head Office (HO) Public Account Main on a day, to 

day basis through telegraphic transfer (TT). 

The Cash Statements and Bank Statements at five Area Depots for the year 

2007,08 were scrutinized. lt was observed that amounts in excess of Rs. 

5000 were not transferred to CSD HO Account through TT on a regular 

basis. Details are reflected in the table. 
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Table 4: Average bank balance in the Area Depot Account 
(in Rupees) 

_D_e...._p~o_t ________ A_v_e_;ra_..ge balance in Bank Account in 2007, 08 

Monthly Average Average Interest for 
Balance one year 

Kolkata 12236484 978919 

Agra 34988256 2799060 

Jaipur 32769291 2621543 

Kirkee 63635604 5090848 

Secunderabad 26678389 2134271 

Total nal interest fo one 13624641 

On non transmittal of Area Depot amount t o CSD HO account, CSD stated 

that these amounts represented uncleared cheques. However, the Depots did 

not have the details of date of clearance of cheques, in the absence of which 

they were unable to exercise control over timely clearance of cheques by the 

bank. Under the circumstances, the correctness of the penal interest charged 

for late clearance of the cheques could not be verified also. CSD stated that 

efforts were on to ascertain the cleared/uncleared balances in the Depot bank 

accounts. 

3.7.2 Delay in crediting Area Depot Accounts surplus to CSD HO 

Account 

There were also delays ranging from 1 to 440 days in affording credit by the 

banks (Punjab National Bank and State Bank of India) to the CSD HO 

Account after the Area Depot Banks had transferred the amount through TT. 

We calculated that as a result of such delay during the period 2003, 04 to 

2007,08, the banks held CSD funds of Rs. 31.00 crore for the entire period 

without payment of interest . Interestingly, while penal interest could be 

claimed from the Banks for delayed credit of cheques of URCs to Area Depot 

Accounts, no such provision existed for delay in affording credit of the 

amount telegraphically transferred to CSD HO Account. It was estimated in 

audit that interest at the rate of eight per cent in respect of delay beyond three 

days in affording credit in such cases during the period 2003,04 to 2007, 08 

worked out to Rs. 2.48 crore. 

CSD stated that delay had mainly occurred in the Eastern and Northern 

regions due to difficult working environment and poor connectivity in these 

areas. However, it was observed that delay had occurred in Western and 

Southern regions also. Delays of up to 440 days in according credit indicate 

poor monitoring and lack of control by CSD in the management of funds. 

-
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3.7.3 Penal interest not treated as Government Revenue 

During the period 2003-04 to 2008-09, CSD received Rs. 1.81 crore on 

account of penal interest for delayed credit of URC cheques by Banks. This 

was accounted for as 'Other Receipts' in the Profit &: Loss Account. As the 

said interest w as levied due to late remittance of money to the Consohdated 

Fund of India (CFI), penal interest arising from such late credit should 

rightly have been treated as the revenue of the Government of India. As such, 

its credit to Profit &: Loss Account and further distribution as profit had 

occasioned a loss of Rs. 0.90 crore to the Government. CSD stated that the 
case would be referred to Ministry of Defence/Controller General of Defence 

Accounts for clarification based on w hich the procedure would be modified 

in future. 

Recommendation 6 

CSD needs to closely monitor the timely credit of funds into its 

account. It should pursue with the Banks for payment of interest 

for delay in crediting amount telegraphically transferred by Area 

Depots' Banks and for indicating credit balances with details of 

cleared and uncleared cheques. 

Recommendation 7 

The accounting policies may be reviewed so that the income from 

non trading activities is correctly accounted for. 

3.8 Outstanding Creditors and Debtors 

3.8.1 Outstanding Creditors 

CSD was to settle the accounts of creditors pertaining to the period 2003-04 

to 2007-08 amounting to Rs. 22.18 crore as of March 2009. There was a 

substantial reduction in the outstanding creditors during the year 2004-05 

due to provision of additional funds for clearance of the supphers' bills. The 
details as of 31sc March for each year are given in the following table. 

Table 5 : O u tsta n ding Creditors 
( Rupees in crore) 

2003- 2004- 2005- 2006- 2007- 2 0 0 8 -
04 05 06 07 08 0 9 

Total Parcbasea 3850.90 4033 . 26 3525. 71 4087.69 4898 .52 618 5 .57 
Leu AFD 780.04 831.62 498.2 5 668. 79 800 .24 1034 .63 
Parcbaaea 
Net Parcbaaea 3070.86 3201 .64 3027.46 3418.90 4098.28 5 150.94 
Credlton a a oa 938.87 23 3 . 44 296.93 4 4 4 .38 640.22 11 55.60 
31 ' 1 Marcil. 
Perceataae of 30.5 7 7 . 29 9 .81 13.00 15.62 22.43 
credlton to 
Parcbaau 

The percentage of creditors to purchases which was 30.57 per catt in 2003-04 

came down to 7.29 per catt in 2004-05 due to provision of additional funds for 
payment to creditors. However, creditors were on an increasing trend since 
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then which indicated that CSD had been unable to manage its purchases 

within the allotment of funds under the head 'Supplies and Materials'. 

CSD stated that bills pertaining to the period 2003~04 to 2007 ~08 could not 

be cleared due to certain observations by CDA and payment of bills earlier to 

2003~04 was made only after processing the case on file. As the availability of 

records relating to such old transactions was itself doubtful, in such cases the 
liability needed to be written back to the Profit and Loss Account in 

accordance with the commercial accounting principles. 

3.8.2 Outstanding Debits 

As of 31 March 2009, 11964 Debit Notes amounting to Rs. 11.21 crore were 

outstanding fo r recovery from various suppliers, of w hich 1460 Debit Notes 

valuing Rs2.54 crore pertained to t he period prior t o 2004 05. 

Inability to recover debts due for more than five years implied that such 

recoveries were doubtful. The debtors prior to 2002 were also not covered 

w it h proper Bank Guarantee (BG). Hence possibility of recovery was 
remote. 

Recommendation 8 

CSD should take immediate action to clear the old 
outstanding credit and debit items. The cases where 
records relating to purchases are not available and 
creditors are not demanding payment should be written 
back to the profit in accordance with the commercial 
accounting principles. 

Recommendation 9 

CSD needs to take expeditious action to recover the 
amounts outstanding for more than five years or write 
off the same as per laid down procedure. 
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Chapter IV • Pricing and • 

Quality of_G_o_o_d_s ______ _____, 

4 .I Cheaper Prices 

1\udit Ohjl'cti v l': To ;tss l' ss 
whl'thl'r con s uml'r good s ;trl' 
being providl'd to thl' Sl'r v ic l' 
pl'rsonnl'l ;tt ;t pricl' cheaper than 
the prl'vailing m ;trkl't Ltlt' s; ;tnd 
Consuml'r dl'lll ;tnd s;tti s l";tction 
w ;t s nLtint;tin t'd 

The pricing policies of CSD items are determined by BOCCS. The rate at 

vvhich the stores are 

issued to the URCs 

includes an element of 

profit. The selling prices 

( "'' Itt, Itt·~·" l'"tt tJ,I~ I•• l't"'t<l, 
"lit ·111111 1 ·.:• ,, ,, I. I\ l ! I . I 'I Ill II, I II II II I lit 

' It' IJ ,, 1 I I !.Ill I lit Ill II " I I 1 II I 

of items to the consumers through the URCs, vvhich again include an 

element of profit, are fixed based on "into vvarehouse cost". Gross profit of 

approximately one to six per cent is provided on general stores and if the 
Super Bazar rates are lovver than the CSD prices, the profit margin is suitably 

adjusted. The selling prices of all the items are uniform throughout the 

country. Local Taxes like sales tax and octroi duty, vvhere applicable, are 

charged in addition to the listed price. 

A revievv of price catalogue of CSD as also examination of more than 100 

contracts indicated that CSD had been able to provide goods to the 

consumers at rates cheaper than the market rates. The difference betvveen 

the market price and CSD price varied from item to item and in case of some 

items it vvas quite significant. 

4 .2 Inconsistent application of pricing policies 
and Value Added Tax (VAT) 

Several cases of incorrect application of pricing policies came to the notice 

during audit. While in some cases CSD made undue profit at the cost of 
URCs and in tum the customers, there vvere cases vvhere CSD also incurred 

losses. 
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4.2.1 Gain to CSD due to incorrect pricing 

4.2.l.l Insurance charges 

According to the pricing policy issued by the Ministry in October 1977, the 
basis for working of selling prices should be ~to warehouse cost" which 
would include the elements of Inward freight, Transportation charges, 
Insurance and ·other incidentals. The element of insurance included in the 
selling prices is 0.10 per cent. During the period 2003~04 to 2008~09, CSD had 
collected an amount of Rs. 21.98 crore on account of Insurance charges while 
no cost was incurred on this account. 

CSD stated that adding 0.10 pa cent in the price structure towards insurance 
was to cover all kinds of incidental expenses like fraud, theft, floods, fire, 
claim on carrier, etc which were unavoidable in commercial activities. It was 
however observed 
that in reality no 
expenditure was 
incurred on this 
account during the 
period scrutiiUzed 
and in any case, for 
losses of this 
nature, provision is 
to be made in the 
annual 
which 
been 
Inclusion 

accounts 
not 

done. 
of 

had 

normative element 
of Insurance in the 
selling prices 
resulted in sale of 
stores at higher rates leading to generation of profit for CSD at the cost of 
consumers. 
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4 .2.1.2 Delay in ratification of price reduction 

On reduction of prices by the suppliers, a provisional price circular effecting 

the downward reduction is issued by CSD Head uarters at the earliest. The 

CSD Depot in Srinagar 

recovered from the supplier by issue of Debit Note. 

provisional circular is 

ratified by the Price 

Revision Committee 

(PRC) after conduct of 

market survey. In the 

event of prices being 

found lower in the 

market than the offer, 

the prices are reduced 

further while issuing 

the reguhuization 

circular. The difference 

in price during the 

period from the date of 

provisional circular till 
its regularization is 

Audit examined ll2 price revision cases and observed that there was delay 

ranging from 3.5 to 50 months in ratification of the circulars. Due to such 

delay the benefit of further price reduction amounting toRs. 25.84 crore was 

not passed on to the consumers and thus, became the profit of CSD. 

4 .2.1.3 Inadmissible recovery of VAT 

In ll Area Depots out of 34, it was observed that though the percentage of tax 

in respect of Transfer invoices received from Base Depot was "Nil", VAT at 
the rate of four per catt was added to the wholesale rate. This had resulted in 

recovery of Rs. 7.45 crore from URCs due to issue of stores at higher rates. 

We further noticed that even the Depots which were adding four per catt 
VAT on the basis of CSD HO policy letter of May 2005 were charging it on 

the wholesale rate instead of the procurement rate which further increased 

the burden on the consumers. CSD stated that the issue was being reviewed 

and if cases of excess charges made by various Area Depots were found they 
would be stopped henceforth. 
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4.2.2 Loss to CSD due to incorrect pricing 

4 .2.2.1 Failure to indicate VAT for goods procured from Maharashtra 
based suppliers 

CSD HO in May 2005 issued guidelines which provided that Base Depot, 

Mumbai, while dispatching goods to Area Depots would indicate in the 

transfer invoices, an amount equivalent to four per cent of value of goods 

procured from Maharashtra based suppliers, equivalent to VAT paid. The 

Depots were required to add the amount of four per cent to the wholesale rate. 

Our examination indicated that in 12 Depots, the amount equivalent to four 

per cent of the cost of stores was not being added to the wholesale rate 

resulting in under recovery of Rs. 5.93 crore from URCs. The case indicated 

that the Depots were not following the required procedure and inaction on 

the part of CSD HO to inform the Depots of 

the correct procedure indicated poor 

monitoring. 

4.2.2.2 Loss due to delayed recovery of 
VAT 

Rajasthan Government vide its notification 

of April 2006 exempted VAT in excess of 

three per cent on the sale of any goods by a 

registered dealer to CSD. Scrutiny of 

suppliers' bills indicated that local dealers 

charged VAT at three per cent from April 

2006 onwards. However, the VAT element 

was added by Area Depot Jaipur on supplies 

to URCs only from the month of March 

2007. Thus failure to charge VAT from May 

2006 to February 2007 by Area Depotjaipur 

resulted in loss of Rs. 3.10 crore. 

It was also observed that Area Depots at 

Jaipur and Bi.kaner, during the years 2005, 06 to 2007,08, recovered Rs. 6.48 

lakh at the rate of Re 0.50 per case from the URCs towards liquor licence fee 

while the amount paid to the State government on this account was Rs. 2.33 

crore. This resulted in a loss of Rs. 2.27 crore. 

ReconunendationlO 

Ministry should take inunediate steps to review the pncmg 
policies and closely monitor their implementation. Prices should 
be fixed in a fair and transparent manner by correctly factoring 
actual costs incurred and accurately applying existing taxation 
provisions so that benefit accrues to the intended parties. 



---
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4.3 Quality Control 

4 .3.1 Weak controls over issue of Perishable stores 

According to the quality control policy of CSD in force, no perishable item 
having less than 50 per cent of shelf life can be issued to the URCs. To ensure 

this, the date of manufacture of the stock issued to the URCs was to be 

invariably indicated in the remarks column of the indent cum invoice. 

Further, the policy also stipulated the need for maintenance of 'Stack Cards' 

so that stock received first could be issued first. 

Test check in nine Area Depots indicated that the indent cum invoices of the 

URCs did not indicate the date of manufacture. It was also noticed that 

seven of the nine Depots selected were not maintaining Stack Cards, while in 

the remaining two; the Cards did not indicate the manufacturing date of 

perishable stores. In the absence of such vital controls, the risk of issue of 

perished stores to the consumers could not be ruled out. 

4.3.2 Issue of Substandard stores 

In order to avoid substandard items in CSD's inventory range, rules 

stipulated several quality control measures such as testing of all the batches 

of food and liquor items received by specified Depots at the Composite Food 

Laboratories (CFLs) and visual check of General Stores by comparing with 

master sample. In case any batch was found unfit by CFL, the entire cost of 

the quantity supplied is to be debited to the supplier. In addition, at least five 

per cent of the total value of the affected batch was to be recovered as penalty. 

CSD nominated l3 Area Depots in view of their proximity to CFLs to arrange 

testing of food and liquor on half yearly basis in such a manner that 100 per 
cent testing of such items would be possible during the year. However, it was 

observed that no records were maintained at CSD HO or at Area Depots to 

ascertain whether food items and liquor were indeed tested at least once in a 

year. 

During 2003,10*, 11254 samples of various items were referred to laboratories 

of which 349 samples (3.10 per cent)were found unsatisfactory for which CSD 

had raised debit notes of Rs. 4.74 crore. During test check it was seen that it 

took about one to l3 months for grocery items and two months for food items 

to obtain the test results from the laboratories: By the time the test results 

were available, stock of unfit item got issued. Thus while the consumer was 
not compensated for goods of inferior quality, the penalty recovered added to 

CSD profit(* up to September 2009). 

CSD HO, based on customer complaints also instructed all the Area Depots 

to suspend the sale of batch number of the affected goods. While the sale 

suspension order called for the details of the total quantity supplied to the 

Depot under particular batch, it was noticed that in every instance the Depot 

----- ---------- ---
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had intimated the stock as 'Nil' in that particular batch. Thus, the order of 

sale suspension became a formality and did not act as a deterrent for erring 

suppliers. This was so since the details of quantity supplied under a 

particular batch by the firms were neither maintained at Depot nor intimated 

toCSDHO. 

Recommendation 11 

Ministry may put in place an effective mechanism to oversee strict 
implementation of the quality control measures at all levels of 
supply chain in CSD and URCs. 

Recommendation 12 

CSD HO should ensure speedy testing and reporting of test results 
so as to avoid sale of substandard items to the consumers. 

4.4 Satisfaction of Consumer Demand 

4.4.1 Reasons for acceptance or rejection of new items not on 
record 

All offers by suppliers for new items in CSD are initially screened by the 

Preliminary Screening Committee (PSC) of the Board of Administration 

(BOA) from the point of view of desirability of having the item in the CSD 

range. U the decision is positive, a market survey is carried out by the CSD 

(Management Services Branch) and the matter is passed on to the Price 

Negotiation Committee (PNC) for obtaining maximum price advantage and 

finalization of terms. Thereafter the case is put up for consideration and 

approval of the Board of Administration. 

During the period covered by audit, the number of items which were offered 

by suppliers, recommended by the PSC and introduced by the BOA was as 

shown in the Table 6 .. 

Table 6: In troduction of New Items 

Year Items Items Items Percentaae of 
offered recommended Introduced Items not 
by by PSC by BOA recommended 
1uppllen by the PSC 

2003-04 1759 468 250 73.39 
2004-05 2255 689 523 69.45 
2005-06 2008 362 431 81.97 
2006-07 1666 219 182 86.85 
2007-08 2761 670 350 75.73 
2008-09 1717 453 447 73 .62 
2009-IO• 2136 584 353 72.66 

*Till September 2009 

As would be seen, 69 to 87 pu cent of the items offered by suppliers were not 

recommended by the PSC for introduction. However, the reasons for 
acceptance/rejection were not found on record and as such the basis on 
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which an item was recommended or not recommended could not be 

ascertained. To that extent the process of introduction of new items in the 

CSD inventory lacked transparency. 

Recommendation 13 

Reasons for acceptance or rejection of an item proposed for 
introduction in the CSD inventory should be recorded. 

4 .4.2 Discrepancy between Items listed by CSD HO and Area 
Depots 

Each item listed in CSD has an independent identification number called 

'Index Number'. CSD HO publishes a monthly bulletin which contains 

information about newly introduced items, deletion of items, gift offers, one 

to one replacement and other matters of consumer interest. 

Area Depots in their Monthly Information Reports indicate the total number 

of items listed and that held with them. The number of items lis ted in the 

CSD should be uniform in the reports of all Area Depots. However, 

comparison of data compiled from the Monthly Information Reports 

furnished by Depots and CSD HO, other than AFD2 items, indicated that the 

number of listed items varied as shown in the following table. It would 

appear that the Depots are not aware of the full range of items enlis ted by 

CSD HO. 

Table 7: Discrepancy in Usted Items 

Area Total number of Items listed as on 31 11 March 
Depot/HO 

1004 zoos 1006 1007 1008 1009 
CSD HO 1636 2011 2379 2550 2819 3044 
Kirkee 1702 2211 2383 2369 2792 3077 
Kolkata 1988 2691 2686 4015 2990 2684 
Agra 1697 2187 2385 2033 1946 2317 
Delhi 2145 2402 2425 2436 2566 2991 
Secunderabad 2054 2352 2626 2720 2832 3101 
Dehradun 2015 1993 3066 2574 2470 2616 
Bangalore 2054 2352 2626 2720 2832 3278 
Jaipur 3145 3713 4184 4502 4813 3049 
Kocbi 2074 3547 3304 3561 3673 2478 

This indicated that most of the Area Depots were not supplying full range of 

items to the U RCs functioning under their jurisdiction. 

4.4.3 H igh percentage of Denials 

One of the objectives of CSD is to ensure that the satisfaction of consumer 

demands is maintained at the maximum. URC submits demands for stores 

through 'Indent'. The inability of the Area Depot in issuing the item as 

demanded by the URC is termed as 'Denial'. The total value of denials during 

2 Against firm demand 
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the period 2004~05 to 2008~09 was Rs.2915.13 crore. Audit analysis in nine 

Area Depots for the period 2005~06 to 2007 ~08 indicated that the denials 

ranged between 4.48 and 33.21 per cent, while the value of denials in these nine 
Area Depots during the five years from 2004~05 to 2008~09 amounted to Rs. 

1122.01 crore as shown in the Table. 

Table 8: Percentage of Denials 

Highest number of denials was noticed in Kirkee, Delhi, Jaipur, Dehradun 

and Bangalore areas. 

One of the reasons for the high percentage of denials was non~holding of all 

the items listed in the CSD range by the Depots. In the nine Area Depots 

audited, the holding of the items ranged between 40 and 92 per cent during 
2004~05 to 2008~09. The large prevalence of denials had not only resulted in 

low consumer satisfaction but also loss of sale and profit. 

4.4.4 Monitoring of gift sch e mes 

At the time of introduction of their products, suppliers give an undertaking 

to the Department that any gift/sales promotion scheme subsequently 
introduced by t hem in the civil market would be made applicable to the CSD 

clientele as well. In case the supplier has introduced any scheme anywhere in 

the country without informing the CSD well in advance, the entire cost of the 
item offered as free gift is to be recovered from the suppliers. The recoverable 

amount is calculated on the quantity of the s tock of the item held in the 
Depots at the end of the previous month and the orders placed for the item 

during the relevant period. A further five per cent of the value of the goods is 

levied as penalty. 

However, it was noticed in audit that in 24 Area Depots the suppliers could 

not offer the gift schemes in time and Debit Notes amounting to Rs. 1.69 
crore were raised on the suppliers. Though the suppliers who failed to extend 

the gift scheme in time were penalized, the consumers were deprived of the 

free gift benefit due to them. CSD accepted the audit observation and stated 

t hat in order to get 100 per cent benefit of the gift schemes offered by the 

suppliers, a special drive was being undertaken. 
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The consumer satisfaction could not be ascertained by Audit due to denial of 

access to URCs. 
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ter V : Business 0 

5.1 Functioning of Base Depot, Mumbai 

The Base Depot, Mumbai functions as a feeder Depot to all Area Depots for 

stores other than those which are dispatched directly to the Area Depots by 

the suppliers or are locally purchased. It thus plays a pivotal role in the 

business operations of CSD. Stores are received in the Base Depot in bulk and 

are then dispatched to all 

Area Depots by road as per 

the allocation of stores by 

Head Office. The value of 

goods routed through Base 

Depot and expenditure 

incurred on transportation 

of the same from Base 

Depot to all Area Depots 

during the year 2003-04 to 

2008-09 was Rs. 2844.43 
crore and Rs. 63.04 crore 

respectively. Audit scrutiny 

of the functioning of the 
Base Depot led to the 

followingfindings: In side Base D e pot M umbai 

5.1.1 Uneconomical supply of stores ex - base Depot 
Mumbai due to transportation cost 

For supply of goods ex-Base Depot Mumbai, some of the suppliers offered 

freight rebate to CSD. The percentage of rebate offered by vendors in most of 
the cases ranged from one to 3.5 pu cenr, while in a few cases, it was four to 

9.2 per cenr of the value of goods supplied. 
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37 consignments consisting of 588 items were checked in audit and it was 

seen that while the expenditure on transportation of these goods to Area 

Depots by Base Depot was Rs. 14.30 lakh, freight rebate received against 

these supplies was only Rs. 3.80 lakh. Since CSD maintained uniform selling 

prices throughout the country, the expenditure incurred on transportation of 

stores from Base Depot to the Area Depots was absorbed by CSD. Thus in 

allowing suppliers to supply goods through Base Depot, CSD was indirectly 
affording subsidy to the suppliers. Further, the imposition of VAT in 

Maharashtra had resulted in blocking of funds as CSD had to first pay VAT 

while procuring the items from the firms based in Maharashtra and after 

transfer of the stores to 

Depots located out of 
Maharashtra, CSD was 

to submit a set off 

claim for obtaining 
refund of the VAT paid. 

In spite of the loss 

inherent in routing 

items through Base 

Depot, the number of 

items supplied through 

the Base Depot 

increased from 786 in 

2003~04 to 1600 in 

2008~09. About 50 per 
cent of the items listed in the CSD inventory were supplied through the Base 

Depot. As such, in the current scenario of extensive transport network and 

also in view of the fact that CSD was dealing in products commonly available 

in the civil market all over the country, supply of stores ex~Base Depot 

needed review. 

CSD stated that if an average rate of freight rebate of three percent is 

assumed, the freight rebate availed of during the last five years would be Rs. 

69.59 crore. It further stated that in the present market scenario and 

criticality of items to the service personnel serving at far flung areas it was 

not possible for majority of the suppliers to deliver items to Area Depots. 

The reply furnished was not tenable as the CSD MIS did not capture the 
actual rebate received. The average of three percent worked was a 
hypothetical figure and was not borne out by the invoices that were actually 

checked in audit. Further, the contention of CSD that it was not possible for 

majority of suppliers to deliver items to Area Depots located at far flung areas 

was also not tenable as CSD had not attempted to segregate Base Depot 

supply between far flung and well located Area Depots. 
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The CSD accounts and management information system did not provide for 

recording of quantum of rebate received against Base Depot supplies and as 

such it was not possible to work out the exact amount of loss in its 

functioning. However, in view of incurring an amount of Rs. 63.04 crore on 

transportation of stores from Base Depot to Area Depots as compared to the 

meager amount received towards freight rebate, as also the expenditure being 

incurred on Depot operations, continuance of Base Depot appeared to be 

uneconomical. 

5 .1.2 Unnecessary procurement of stores through Base 
Depot 

Examination in audit indicated that certain items supplied ex-Base Depot 

such as Shoes, Juicer/ Blender/ Grinder, Flexo Chappals, Nylon Socks, Iron, 

Mixi, Sandwich Toaster, Studd Helmet, Adidas Sportswear Floor 

Wiper/Duster, Basket Ball/ Football! Tennis Ball/ Volley Ball etc., were 

manufactured by the suppliers based in North India. These items were 

received in the Base Depot and again transported to Area Depots located in 

the same region thereby incurring avoidable expenditure. Similarly some of 

the Fast Moving Consumer Goods (FMCG) viz Tooth Paste, Tooth Brush, 

Toilet Requisites, Sanitary Napkins manufactured by FMCG companies like 

Colgate Palmolive, Emami Ltd, Godrej Consumer goods, Malhotra and Sons, 

] K Helene Curtis etc which had a pan India supply chain were also procured 

at the Base Depot and then transported to Area Depots. 

During test check, 55 such items were identified and CSD was requested to 

provide economic rationale for supply of these items ex-Base Depot. CSD 

chose to cite an example of dispatch of Reebok shoes from Base Depot to 

Area Depot Delhi, where the rebate obtained from supplier was more than 

the expenditure incurred on transportation by Base Depot. But that was a 

one off case. CSD agreed there is need to cross check the freight rebate 

obtained versus actual payment on transportation. 

5.1.3 Higher rates of Transportation contracts 
compared to those of Mumbai Sub Area 

HQ Mumbai Sub Area (HQMSA) every year concludes contracts for civil 

hired transport with the concurrence of Principal CDA SC Pune for 

transportation of stores by the Units/ Formations located in Mumbai Station. 
A scrutiny of contracts concluded by them during the period 2003-04 to 

2009-10 (up to September 2009) for load carriers Truck 9 Ton and 16 Ton 

indicated that the rates of contracts concluded by Base Depot Mumbai were 

exorbitantly higher when compared to the rates of contracts concluded by 

HQMSA. In some of the contracts, rates accepted by the Base Depot were 
higher by Rs. 15113.04, Rs. 16126.80, Rs. 17368.63, Rs. 18531.86 and Rs. 34718/­

when compared with the rates of contracts concluded by HQMSN Army 
formation at Mumbai station. Even after ignoring the cases where the rates 
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were higher up to Rs. 999/ ' , the extra expenditure incurred due to 

acceptance of contracts at higher rates in rest of the cases worked out to Rs. 

7.46 crore. 

eSD stated that contracts were concluded in consonance with the laid down 

rules and eve guidelines and open tender system was resorted to obtain 

lowest and fair price. esD, while stating that the facts as regards 

Headquarters Mumbai Sub Area (HQ MSA) were not known, contended 

that HQ MSA entered into contract for transportation on a much smaller 

scale and therefore the rates were not comparable. However, the reply 

overlooked the fact that for transportation on larger scale, lower rates were 

expected but rates accepted by Base Depot were consistently higher during 

last five years when compared to the rates of transport contracts concluded 

byHQMSA. 

5 .1.4 Discrepancies in inventory balances 

Base Depot furnishes a Monthly Information Report (MIR) to eSD HO 

indicating opening balance of inventory, inventory received, inventory 

dispatched and closing balance of inventory held at the end of the month. 

Similarly, Base Depot maintains a Monthly Receipts Stores Report (MRSR) 

wherein all stores received during the month are reflected along with the 
value. In addition, Monthly Transfer Invoice Report (MTIR) which indicates 

all issues made to Area Depots together with value of stores is also 

maintained. 

Scrutiny of MIRs of March for the years 2003,04 to 2007,08 indicated that 

stores actually received, dispatched and held at the end of the Month did not 

tally with the quantity reflected in the Monthly Transfer Invoice Report 

(MTIR), Monthly Receipts Stores Report (MRSR) and Physical Stock 

Verification Report (PSVR). The difference in stores dispatched as reflected 

in MTIR and that reflected in MIR ranged from Rs. 0.95 crore to Rs. 2.17 

crore, whereas the difference in respect of stores received as per MRSR was 

between Rs. 0.15 crore and Rs. 1.89 crore. The difference between Physical 

Stock Verification and Stock reflected in MIR ranged from Rs. 0.10 crore to 

Rs. 0.26 crore. 

Interestingly, the closing balance of Rs. 2.75 crore as on 28 February 2007, 

was incorrectly carried forward as Rs. 4.22 crore as opening balance of 

March 2007. In case the correct figure of Rs. 2.75 crore had been considered 

as opening balance, after adding receipts of Rs. 7.12 crore the value of total 
stock available for dispatch during March 2007, would be Rs. 9.87 crore 
against which dispatches were reflected as Rs. 10.09 crore which was not 

possible. 

No reconciliation of the discrepant figures was made available and eSD did 

not give any clear reply in this regard. 
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5.1.5 Deficiencies in submission of VAT returns by Base 
Depot . 

As per relaxation given by the Government of Maharashtra from August 

2006, all sales by the CSD to the URCs for resale to the members of the 

Armed Forces of India are exempted from payment of Value Added Tax 

except for liquor, Electric and Electronic goods, Motor vehicles, etc. Further, 

CSD was entitled to a set,off of VAT paid in excess of four per cart on 

consignment of tax paid goods to CSD Depots located in other states. The 

government reduced this to three percent with effect from April 2007 and 

further to two percent with effect from june 2008. 

Examination in audit of the set, off claims by CSD indicated that Base Depot 

did not submit returns for set off claim for 2006,07 and 2007,08. On the basis 

of the data of Base Depot transactions, the set, off claim worked out in audit 

for the years 2006,07 and 2007,08 was Rs. 16.95 crore and Rs. 27.30 crore, 

respectively. On being pointed out in audit, CSD submitted the set off claim 

to state government for the year 2006, 07 and 2007, 08 in March 2009. 

Further set off claim for the year 2008, 09 for an amount of Rs.22.61 crore was 
also submitted in November 2009. With introduction of VAT in the State 

CSD had to block funds to the extent of Rs.66.86 crore awaiting refund from 

the state government due to delay in filing VAT returns. 

Recommendation 14: 

With the uneconomical transportation of items, meager receipt of 
rebate amount and blockage of funds towards VAT, the concept of 
a centralized Base Depot needs to be reviewed. In the present 
scenario CSD has to block the funds in terms of VAT paid for the 
items routed through Base Depot to other States. 

5.1.6 Delay in shifting of Base Depot to new location 

Base Depot CSD is functioning at Sewree, Mumbai since 1971 on land taken 
on lease by Indian Navy from Bombay Port Trust (BPT). In 1988, Indian Navy 

required this land for their operational needs and accordingly asked CSD to 

vacate the land. 

CSD obtained by July 1992, 80,000 Sqm. of land at Taloja for Base Depot and 

9,666 Sqm. at Kalamboli for residential complex on a 60 year lease on 

payment of Rs. 6.12 crore to City and Industrial Development Corporation of 
Maharashtra Ltd (CIDCO). The agreement for lease was executed in March 

1993 and the physical possession of the land was taken over by CSD in 

October 1996 (Kalarnboli) and February 1997(Taloja). Even after 13 years of 
taking possession of the land, the Depot is still functioning from its old 
location. 

----



PA Report on Canteen Stores Department Ministry of Defence 

Audit examination indicated that 

(a) As per the Board of Officers convened in December 1999, for 

obtaining Goverrunent sanction for construction work, the actual 

requirement of land was worked out to 4 7589 Sqm for the Base 

Depot and 1888 Sqm for staff quarters, thereby rendering surplus 

32411 Sqm of land at Taloja and m8 Sqm of land at Kalamboli. The 
cost of excess land was Rs. 2.85 crore. 

(b) CSD was required to submit building plans to CIDCO within six 

months of lease agreement and the construction was to be completed 

within four years of date of lease agreement i.e. by March 1997. 

Thereafter service 

charges at the rates 

fixed by CIDCO 

were payable by 

CSD. For any delay 

in adhering to the 

time frame, CSD 

was liable to pay 

penal charges. 

Government 

sanction was issued 

only in May 2002 

and December 2002 

for construction 

works at Taloja and Kalamboli. When CSD approached CIDCO it 

did not grant permission as the permissible time limit for 

construction had expired in 1997. The plans also did not meet the 

requisite FSI. Subsequently, in August 2005 CIDCO agreed to waive 

the penalty charges provided CSD met the stipulated Floor Space 

Index (FSI) and surrendered vacant land in its possession. However, 
service charges amounting toRs. 41.68lakh (up to March 2003) and 

Rs. 10.63 lakh (up to March 2005) were paid in March 2003 and 

March 2005 respectively. 

(c) To bring the plinth area of the construction within the stipulated FSI 
requirement, CSD in January 2004 put up a proposal to Army 

Headquarters for shifting the staff quarters also to T aloja and 

surrender 6000 Sqm of land at Kalamboli to CIDCO. The Army 
Headquarters approved the proposal in june 2004. 

As of February 2007, extension for a period of four years from the 

date of grant of permission for construction by CIDCO had been 

sought by CSD and a Board of Officers had been ordered to be 
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convened to reassess the requirement of Base Depot as well as Area 

Depot along with its residential accommodation. 

The work awaits Government sanction pending finalization of Board of 

Officers. Despite spending Rs 6.12 crore, even after 13 years, the proposal to 

shift the location of the Base Depot is yet to fructify. 

5.2 Unauthorized extension of CSD Benefits 

5.2.1 Discrepancies i n issu e o f Smart Card s 

With a view to automating the URCs, facilitating better inventory 

management and arresting the misuse of the Canteen facilities, the Canteen 

Inventory Management Services (CIMS) interfaced with Smart card was 

developed in April 2004. It was observed that as against 44.12 lakh 
beneficiaries, 44.48lakh smart cards had been issued. BOCCS stated that the 

36482 excess cards were Silver, Bronze and Steel Smart Cards which have 

been issued to institutions and not to any individual. We could not verify the 

correctness of issue of such cards at BOCCS as the details of beneficiaries to 

whom these cards were issued were not made available. 

5.2.2 Benefits of CSD accruing to i n eligibl e 
b en eficiaries 

(i) As per Army Order 19 of 2003 sanction to operate a canteen could be 

accorded by Brigade /Sub Area or Formation Commander to only the units 

having requisite strength. Notwithstanding the above, we observed that 

Officers' Messes, Institutes etc. were allowed to register as URCs and 

groceries and liquor were issued. 

(ii) Extension counters could not draw stores directly from the Area 

Depot but had to rely on the parent URC as a separate registration number 

could not be given to them. However, we came across extension counters 

given separate URC registration number leading to drawal of stores. 

(iii) As per policy in vogue, requirement of liquor in respect of institute! 

clubs was to be met from the authorization of the unit to which it belonged. 

However, we noticed that liquor was being issued to such Institutes. 

One of the Area Depots stated that these units were registered as URCs and 
their indents were countersigned by the respective Sub Area Commanders. 
CSD stated that currently neither any Club/Mess nor any Extension counter 

was given URC registration number. The reply was not tenable as institutes 

could not be registered as URCs and the existing URCs registered in the 

name of Clubs and Officers Messes still continued unauthorized drawal of 

liquor. 
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5 .2.3 Issue of liquor in excess of authorization 

In view of the numerous complaints regarding CSD liquor finding its way to 

the civil market, AHQ in 1971 had directed all formations to issue necessary 

instructions to avoid abuse of CSD facility. Further, rules stipulated that 

6 every liquor 
indent, based on 

which Area Depot 

issued liquor, was 

required to be 

signed by an 

officer holding the 

rank of Lt. Col. 

/equivalent or 

above and should 

bear a certificate 

from the Sub Areal 

Administrative 
Commandant concerned to the effect that the quantity had been indented 

correctly based on the strength of the unit. The Unit Commanders would 

also send the specimen signature of the indenting officer to the CSD Area 

In five Area Depots, we observed that 
units were drawing liquor in excess of 
that authorized on the strength of the 
unit. The value of such excess drawal of 
concessionalliquor was Rs 7.82 crore. The 
market value of the excess liquor was Rs 
19.4S crore. The units responsible for the 
overdrawal were mainly Station HQ Dehu 
Road, Rajputana Rifle Regiment Centre, 
Delhi, Station HQJabalpur. Of the Rs S.26 
crore worth of liquor overdrawn at Delhi, 
Rajputana Rifle Regiment Centre, Delhi 
alone had overdrawn S7076 cases of liquor 
valuing Rs.4.79 crore. Besides, Station HQ 
Dehu Road had overdrawn 262S9 cases 
valuing Rs.l. 7S crore. 

Depot in advance to verify 

the authenticity of the 

indenting authority. Army 

Headquarters in 

September 1962 had also 

issued instructions that 

stock of liquor at the end 

of each month was to be 

taken in to account for 

assessing the requirements 

for the following month. It 

was noticed that the 

URCs were not complying 

with this instruction 
while placing the indents 

which had resulted in 

excess issue of liquor to 
URCs. The quantum of excess issue due to this failure could not be 

ascertained in the absence of details of closing stocks held by the URCs. 

Several instances of drawal of liquor in excess of authorization based on the 

unit strength came to notice of audit. These are highlighted in the box above. 
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Recommendation 15 

CSD and the Services should ensure that liquor is demanded by 
and issued to the URCs strictly as per their authorization to 
prevent its leakage into the civil market. 

5 . 3 Time and Cost overrun in Implementation of Inventory 
Management System 

Ministry in April1993 accorded sanction for the computerization of CSD on 
a turnkey basis in two phases for Rs. 7.11 crore. Phase I of the project 
envisaged developing apphcation software, related hardware and system 
software for its implementation in CSD HO, Base Depot and two Area 
Depots. Phase II of the project envisaged development of comprehensive 

module to implement the computerization concept across all40 nodes of the 
CSD so as to achieve an effective and efficient Inventory Control and 
Management System. Contract for Phase I was concluded in june 1998 with 
M/s Tata InfoTech at a cost of Rs. 2.12 crore. The contract envisaged to be 

completed by J?ecember 1998 was however completed only in June 2001. 

MOD accorded sanction in May 2003, for Phase -II of the Computerization 
for Rs. 4.99 crore which consisted of procurement of hardware, software, 

networking, training, site preparation, installation of software at all CSD 
Depots and inter,connecting them through CSD owned Intranet. Supply 

order for Rs. 7.00 crore was placed on M/s Wipro Ltd., in August 2006 only 
with period of completion as 52 weeks from the date of commencement of 
contract. As the firm could not complete the job as per the original delivery 
schedule, extension was granted up to 21.06.08. The firm could not complete 
the work even by the extended schedule and hence asked for extension up to 

end of November 2008 which was not granted. Though no further extension 
was granted the work was completed and handed over to CSD HO only on 
01.9.2009. However, the project is in the process of implementation and yet 

to be fully functional. 

Even after 17 years of initial sanction of the project by the Ministry and 
incurring an expenditure of Rs.2.l2 crore and committing an expenditure of 
Rs. 7.00 crore, it is yet to be completed and made fully operational. Such 



PA Report on Canteen Stores Department Ministry of Defence 

abnormal delay highlights inefficient project execution and lack of effective 

monitoring affecting timely modernization of inventory management in CSD. 

Recommendation 16 

Computerized Management Information System, with automated 
documentation and con1 rol functions should be implemented 
early. This should include operations of URCs. 

The findings were referred to the Secretary Ministry of Defence on 30 

December 2008. The reply of the Ministry was awaited as of june 2010. 

New Delhi 
Dated 2 August 2010 

(Gautam Guha) 
Director General of Audit 

Defence Services 

Countersigned 

(Vinod Rai) 
Comptroller and Auditor General of India 

New Delhi 
Dated 2 August 2010 



\ 
! 

\ 

t· 
I 

I 


