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[ PREFACE ] 

This Report for the year ended March 2011 has been prepared for submission to the President 
under Article 151 of the Constitution. The Report relates mainly to matters arising from test 
audit of the financial transactions of Ministry of Defence, Air Force, Navy, Coast Guard, 
associated Research and Development units and Military Engineer Services. Results of audit 
of Ministry of Defence, in so far as they relate to Army and Ordnance Factories, Army HQ, 
Ordnance Factory Board, fie ld units of Army, Ordnance Factories, associated Research and 
Development units and Military Engineer Services have been included in a separate report. 

The Report includes 20 paragraphs. 

The cases mentioned in the Report are among those which came to notice in the course of 
audit during 2010-11 and early part of 201 1- 12 as well as those which came to notice during 

earlier years, but could not be included in the previous Reports. 
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Report No. 17 o/2012-13 (Air Force and Navy) 

[OVERVIEW] 
The total expenditure of the Defence Services during the year 2010-11 was ~1,58,723 crore. 

Of this, the Air Force and Navy spent ~38,782 crore and ~7,285 crore respectively. The 

combined expenditure of the two services amounts to 41.62 per cent of the total expenditure on 

the Defence Services. The major portion of the expenditure of the Air Force and Navy is capital 

in nature, constituting almost 61.66 per cent of their total expenditure. 

This Report contains major findings arising from the test audit of transactions of the Air Force, 

the Navy, the Coast Guard and the Military Engineer Services. Some of the major findings 

included in the Report are discussed below. 

I I Management of Defence Offsets 

An offset is a mechanism to partially compensate for the significant outflow of a country's 

resources in large purchases of foreign goods and services by making the foreign supplier to 

invest in industry, or in research and development, etc in the buyer country. 

Our scrutiny revealed that out of 16 offset contracts worth ~18,444.56 crore concluded between 

2007 and 2011, in five offset contracts worth ~3,410.49 crore ready built equipment without any 

value addition through the Indian Offset Partners (IOPs) were accepted as offsets, which was not 

in consonance with the offset provisions as prescribed in the Defence Procurement Procedure. 

This was largely due to varying interpretation of various authorities about the legitimacy or 

otherwise of the offsets being offered. The IOPs selected for offsets in some cases were not 

valid. The monitoring mechanism for implementation of offset contracts was weak. 

MoD needs to ensure clarity in the interpretation of offset provisions so as to leave little room for 

ambiguity in their interpretation. The monitoring mechanism also needs to be reviewed to ensure 

effective implementation of offset contracts. 

(Paragraph 2.1) 
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Report No. 17 of 2012-13 (A ir Force and Navy) 

II Inordinate delay in procurement and integration of a Radar Warning 
Receiver system 

Even after an expenditure of ~521 crore and delay of over seven years, IAF failed to derive 

intended benefits of integrating a state of the art RWR system on different aircraft desired by 

them. Out of the total 336 systems, only 73 systems have been integrated. Even in the systems 

integrated, the performance was largely unsatisfactory. The systems are being integrated as an 
interim measure till development of an advanced system. 

(Paragraph 2.2) 

I m Inordinate delay in induction of a system 

The commissioning and successful integration of four numbers of system 'A', on four 

submarines of the Indian Navy was plagued with delays for over a decade. The Indian Navy 

could, therefore, derive no tangible benefits from an investment of n67.64 crore made in 

March 2001 on procurement/commissioning of the system 'A'. Ultimately, only two systems 

'A' could be proven as late as 2011 , which adversely impacted the operational preparedness of 

the Indian Navy. 

(Paragraph 2.3) 

IV Avoidable extra expenditure in procurement of Electro Optic Devices 
for Dorniers 

Delays by the Ministry of Defence in processing the case for procurement of 15 Electro Optic 

Devices for Dornier aircraft of the Indian Navy, from a Defence PSU, led to an avoidable 

expenditure of n0.95 crore. The delayed procurement of equipment of operational nature also 

impacted the capabilities of the Indian Navy for over five years. 
(Paragraph 2.4) 

V Non-exercise of option clause resulting in extra expenditure in 
procurement of fuel barges 

Failure on the part of the Indian Navy/Ministry of Defence to invoke the provisions of an option 
clause, of an existing contract for supply of fuel barges, led to an extra expenditure of 
~2.94 crore in their subsequent procurement. 

(Paragraph 2.5) 
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Report No. 17of2012-13 (Air Force and Navy) 

I VI Recovery of accrued interest on advance payments 

A recovery of ~8.78 crore was made at our instance from Cochin Shipyard Limited on account 

of accrued interest on unspent advances. 

(Paragraph 2.6) 

l VII Extra expenditure due to delay in conclusion of a contract 

Failure of IAF/MoD to adhere to the contractual provision of overhaulff otal Technical Life 

(TTL) extension not only delayed the conclusion of contract but also resulted in an extra 

ex pen di ture of ~87 .52 crore. 

(Paragraph 3.1) 

I VIII Inordinate delay in installation of systems for Airfield Lighting 

Deficient planning and execution of works in installation of Airfield Lighting System at two 

strategic airfields adversely affected operational capability of IAF. 

(Paragraph 3.2) 

lrx Procurement of unsuitable Navigation Computers 

Failure of the Indian Navy to correctly mention the part number of a Navigation Computer for 

helicopter ' A' in the purchase order led to incorrect procurement of two Navigation Computers 

costing ~2.28 crore. 

(Paragraph 4.1) 

I X Failure to synchronise creation of a critical test facility 

Failure on the part of Integrated Headquarters (IHQ), Ministry of Defence (MoD) (Navy) to 

synchronise the creation of a critical test facility with the procurement of a equipment led to 

continuous disuse of test equipment worth ~10.72 crore for over three years. Delayed conclusion 

of the contract for installation of test equipment also resulted in extra expenditure of~ 1.65 crore. 

(Paragraph 4.4) 
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Report No. 17 of 2012-13 (Air Force and Navy) 

I XI Non-conclusion of contract for repair/overhaul of Seaking rotables 

Sub-optimal utilisation by Hindustan Aeronautics Limited (HAL), of a repair/overhaul facility 

led to offloading of Seaking rotables to Original Equipment Manufacturer (OEM) at a cost of 

~ 1 8.36 crore. Besides, absence of a contract between the Indian Navy and HAL for repair of 

these type of rotables, also resulted in an avoidable expenditure of ~1.36 crore on 

re-repair/overhaul of a ratable that had failed prematurely. 

(Paragraph 4.6) 

XII Non-conformity of the procedure in procurement of Air Cushion 
Vehicles 

The procurement of 12 Air Cushion Vehicles costing ~223 .26 crore, in October 2010, for the 

Indian Coast Guard was not in conformity with the laid down procedure(s). This led to 

procurement of crafts deficient in critical parameters vis-a-vis the requirements projected in the 

Request for Proposal (RFP) as well as denial of level playing field to the prospective suppliers. 

(Paragraph 5.1) 
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Report No.17 of 2012-13 {.Air Fon:e and Navy} 

The office of the Principal Director of Audit, Air Force and Navy (PDA/AFN) 
was responsible for au,dit of the accounts and the financial transactions refated 
to fudian Air Force, mdian Navy, mdian Coast Guard and assodated Research 
.and Devefopment (R&D) laboratories of the Defence .. Research ·.and 
Development Organisation of the Ministry of Defence, Hnked Military 
Engineer Services (MES) offices · and integrated Defence Accounts 
Department units dealing with these services. Since 01 April, 2012, this office 
has been bifurcated into the office of the Principal Director of Audit, Air Force 
[PDA (AF)] and the office of the Principal Director ·of Audit, Navy 
[PDA (N)]. 

The audit conducted by these offices is of three distinct types: Financial Audit, 
Compliance Audit and Performance Audit. 

Final!llcfa! A11lldit is the review of financial statements of an· entity that seeks to 
obtain an assurance that the financial statements are free from material 
misstatements and present a true and fair picture. 

C€)mpli.allllce Auullit scrutinises transactions relating to expenditure, receipts,. 
assets and l:i.abiJities of the audited entities to ascertain whether the provisions 
of the Constitution of mdia, applicable laws, rules, regulations and various 
orders and instructions issued by the competent authorities are being complied 
with. 

Performance Audlftt is an in-depth examination of a program, function, 
operation or the management system of entity to assess whether the entity is 
achieving economy, efficiency and effectiveness in the employment of 
available resources. 

This report is on matters arising from the Compliance Audit and contains 
findings pertaining to capital and revenue acqms1t1ons, 
instaUation/upgradation of systems and work services. Total financial value of 
cases commented upon in this report is ~2446 crore. A brief financial analysis 
of the expenditure incurred on the Air Force, Navy, R&D (related to Air Force 

1 



Rep~rl No.17 oi2012-13°{AJrForce and Navy) 

and ,Navy) and Coast Guard as a part· of the over-an defence budget of the 
country has also been :induded. 

~ ' . 

Arti~le 149 of the Constitution of India and the ComptroUer and Auditor 
Gen~raPs (Duties, Powers and Conditions of Service) Act, 1971 govern the 
scope and extent of audit. Detailed methodology of audit and reporting is 
prestribed :in the 'Regulations of Audit and Accounts, 2007'. 

Audit areas are prioritised through an analysis of risks so as to assess their 
critieaHty in key operating units. Expenditure incurred, operational 
si~ficance, past audit results and :internal control issues are amongst the 
prime factors which determine the severity of the risks. This exercise :in tum 
guid~s the· formulation of the annual audit programme. The number of units 
selected for audit is determined by matching the high-risk areas with available 
resotirces. Besides; high-value capital acquisitions and procurements are 

··audited by specially constituted dedicated teams. 

fu g~neral, interaction with the audited entity is encouraged from the initial 
stage in the auditing process. Audit findings are communicated during 
disc~ssions at the end of an audit exercise and foHowed up in writing through 
focal test audit reports/statements of case. The response from the audited entity 
i.s considered and results in either settlement of the audit observation or 
refetral to the next audit cyde for compliance. Some of the more serious 
irregularities are processed for. indusion in the audit reports which are 
submitted to the President of fudia under Article 151 of the Constitution of ,, 

fudia, for laying them before each House of Parliament. 

At present, the audit universe of these offices comprises of 850 units. During 
201~'-ll, audit of 254 units/formations was carried out by using 9,752 man 
days: 

The Finance Division of the Ministry of Defence is headed by the Secretary 
(Defence/JFinance)/JFinancial. Adviser (Defence Ser,vices) (JFADS). who is 
resp?nsible for fmancial scrutiny, vetting, advice and concurrence of all 
proppsals of the Ministry of Defence. FADS is also responsible for internal 
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audit and for accounting of the ,defence expenditure. mtemal financial advice 
is ·provided both at the Service• Headquarters level as also at levels of 
Command Headquarters and other. units. mtemal financial control is further 
aided by periodic internal audit by the ControUer General of Defence 
Accounts (CGDA), the Head of the Defence Accounts Department, who 
functions under the FADS. The Principal ControUers of Defence Accounts, 
Air Force and Navy functioning under CGDA are located at Dehradun and 
Mumbairespectively. They are responsible for internal audlt, fmancial advice 
at unit level and for scrutiny, payments and accounting of aH personnel claims 
and bills for supplies and services · rendered, construction, repair works, 
misceHaneous charges etc. received from Air Force, and Navy/Coast Guard 
units. 

'fhe internal audit is expected to ensure effective implementation of the rules, 
. "···-!. . 

procedures and regulations enunciated in the Defence Procurement Procedure, 
Manuals, Codes, etc. 'fhe offices of PDA (AF) arid PDA (N) actively seek 
assistance and co-operation from internal audit in audit examination and 
scrutiny. Internal auditors have to. carry out 100 per cent checks. 'fhe 
external/statutory audit. bases its audit on sample/test check. 'fhe inspection 
reports (KRs) generated by external audit on the basis of local audit are issued 
to the audited entities as well as to their internal auditors i.e. Defence 
Accounts Department. 'fhese KRs are pursued "to· their logical conclusion after 
ascertaining the views of the internal auditors.· Draft paragraphs proposed to 
be included in the audit report are sent to the Defence Secretary. 
Simultaneously, a copy is also forwarded to CGDA. The Ministry furnishes its 
response only after vetting by the FADS-. 

The Miimlfts1t!l"y @f JilJefonme at the apex level frames policies on all defence 
related matters in consultation with the Finance Division. 'fhe Ministry is 
divided into four departments, namely Department of Defence, Department of 
Defence Production, Department of Research and Development and 
Department of Ex-Servicemen Welfare. Each department is headed by a 
Secretary~ The Defence Secretary fullCtions as the Head of the Department of 
Defence and -is also responsible for coordinating the activities of other 
departments. 

'JJ:'llne · TIIIBdfaini AllJ.r JF@lt"~e is headed by the Chief of the Air Staff. Air 
Headquarters (Air HQ) is the apex body and chief management organisation 
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ofttle Indian Air Force. The '·Ultimate arid overall administrative, operational, 
financial, technical mairitenance and coritrol of IAF rests with Air HQ. 
Opetational and maintenance units of IAF normally consist of wings and 
squadrons, signal uni.ts, base repair depots and equipment depots. 

. . 

The, Jindlfal!Il Navy is headed by the Chief of the Naval Staff. Naval 
Hea~quarters (NHQ) is the apex body and chief management organisation and 
is re,~ponsible for command, control and administration of the Indian Navy. 
Operational and maintenance units of Indian Navy consiSt of warships and 
subniarines, dockyards, naval ship repair yards, equipment depots and material 
orga:p.isations. 

11 -

Tllne :i Cm11st Gllllall"dl was created to protect the country's vast coastline and 
offsliore wealth. The Director General, Coast Guard exercises general 

Ii 

supepntendence, d:i.rect:i.011 and control of the Coast Guard. 
11 •• 

Mmtall"y lEngftimeer Senrices (MES) is one of the largest Government 
construction agencies. Engineer.:.in-Chief is the head of the MES. The MES is 
resp6nsible for conclusion of contracts, execution of work services and 
mamtenance of existing buildings of the Armed Forces. It works under the 
Engi,O.eer-in-Chief Branch of Army Headquarters. 

,, 

The ::Defence Reseall"clhl aJIDd Development' Oirgan.isatfonn undertakes design 
and devefopment of weapon systems and equipment in accordance with the 
expr~ssed· needs and the qualitative requirepients laid down by the services. 
CertGi:i.n laboratories are dedicated exclusively to Air Force and Navy like the 
Gas ;,Turbine and Research Establishment (GTRE), Electronics and Radar 
Dev~lopment Establishment (LRDE), Centre for· Airborne System (CABS), 
Nav~l Science and Technological Laboratory (NSTL), Naval Physical and 
Ocea~ographic Laboratory (NPOL) and Naval Materials Research Laboratory 
(NMRL ), etc. These organisations also render scientific advice to the Service 
Hea~quarters. They work under the Department of Defence Research and 
Dev~fopment of the Ministry of Defence. 

. ii . 
11 

The IDefolill.ce Accl!}1uurnts IDepaJrtment is headed by the Controller General of 
Defeiice Accounts who provides services to the armed forces in terms of 
finmJ

1
ci,al advice and accounting of defence services receipts and expenditure 

as w~ll as defence pensions. · 
!r. 

We ]iave, over the years, commented on many critical areas of defence 
pertaining to Indian Air Force, Indian Navy, Indian Coast Guard and dedicated 

' II . , 

R&Jq projects. The Ministry of Defence, on its part,, has taken several 
meas'.µres in response to these observations. . An important step taken to 
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Report No.17 of 2012-13{Air Force and Navy) 

improve procurement pr_cicedures has been the introduction of Defence 
Procurement Procedure and Defence Procurement Manual and their regufar 
updation. 

The present Audit Report points out significant deficiencies/shortcomings in 

the procurement processes followed - both under the capital and revenue heads 
~ by the Ministry of Defence as well as by the Services. The report highlight 
cases where there have been deviations from the prescribed procedures. In the 

case of offsets, out of 16 offset contacts worth ~18,444.56 crore concluded 

between 2007 and 2011, in five offset contracts worth ~3,410.49 crore ready 

built equipment without any value .addition through the Indian Offset Partners 
(IOPs) were accepted as offsets, which was not in consonance with the offset 

provisions as prescribed in the Defence Procurement Procedure. This was 
largely due to varying interpretation of various authorities about the legitimacy 
or otherwise of the offsets being offered (Paragraph 2.1 ). In the case of 

procurement of 12 Air Cushion Vehicles worth . ~223 .26 crore for the Indian 
Coast Guard, procurement was made in deviation of the prescribed procedure 
which denied a levd playing fidd to the prospective vendors (Paragraph 5.1). 

The report highlights cases involving substantial expenditure in which either 

the procurement has been defayed or has failed to achieve its objective. In 
the case of procurement of 336 RWRs (Paragraph 2.2), IAF failed to derive 
intended benefits out of an investment of ~521 ctore as the performance of the 
integrated· R WRs was found unsatisfactory leading to a decision to integrate 

these R WRs as an interim measure tiH development of an advanced system. In 
another case, the Indian Navy could derive no tangible benefits from an 
investment of ~167.64 crore made about a decade back, on procurement of a 

system for commissioning on board four submarines. Only two of these 
systems could be commissioned in 2011, which, in tum, impacted the 
operational preparedness of the Indian Navy (Paragraph 2.3). Delays in 
processing the case for procurement· of Electro Optic. Devices for Domiers of 

the Indian Navy led to an avoidable expenditure of ~10.95 crore 

(Paragraph 2.4) . 

. Instances of violation of contractual terms and disregard of instructions have 
also been reported. Failure of the IAF/MoD to adJ:iere to .the contractual 
provisions under an option clause for procurement of spares resulted in an 
extra expenditure of ~9 crore (Paragraph 3.3). Indian Navy failed to correctly 
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Rep~rt No.17of2012-13,(Air Force and Navy) 

indi(::ate the part number .of a Navigation Computer for helicopter 'A' which 
led:: to procurement of two unsuitable Navigation Computers costing 
~2.28 crore (Paragraph 4.1 ). 

Several cases have been highlighted where greater vigil on the part of the 
department was required. For instance, failure to synchronise creation of a 
criti~al test facility with the procurement of equipment led to continuous 
disu~e of equipment worth ~10.72 crore for over three years (Paragraph 4.4). 
Del~y in finalising the contract for overhaul/total technical life extension of an 
airctaft resulted in an extra expenditure of ~87 .52 crore besides hampering the 
operational capability of IAF (Paragraph 3 .1 ). A recovery of ~28. 78 crore was 
effected from Cochin Shipyard Limited at our instance (Paragraph 2.6). 

Indi~'s defence budget is broadly categqrised under revenue and capital 
expenditure. While revenue expenditure includes pay and allowances, stores, 
tran~portation and work services, capital expenditure covers expenditure on 
acquisition of new weapons and ammunition and replacement of obsolete 
stores with current items. 

II 

II 

The defence expenditure increased by 8.87 per cent from ~1,45,781 crore in 
,, 

2009-10 to ~1,58,723 crore in 2010-11. The share of the Indian Air Force 

and ::the. Indian Navy in the total expenditure on Defence Services in 2010-11 
' : .: 

was ii~38, 782 · crore and ~27 ,2.85 crore respectively, which together constituted 

app~oximately 41.62 per cent. 

li.7.~ Defonce JExpenditumrie 

' . 

Thei!defence expenditure, as depicted above, does not include the expenditure 
on the pension paid to retired defence personnel and expenditure incurred on 
Def~nce Accolints Organisation, Defence Estates Organisation, Secretariat of 
the ~imstry of Defence, Defence Canteens .and the Coast Guard Organisation. 
As i percentage of GDP, the defence expenditure has shown slight downward 

II . ' - -. 

trend during this period from 2.34 per cent to 2.12 per cent as shown in the 
following graph. 
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India's Defence Expenditure 
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Historically, revenue expenditure accounts for the bulk of the defence budget. 

Out of the total defence expenditure, the share of revenue expenditure has 

gone down from 65.32 per cent in 2008-09 to 60.90 per cent in 2010-11, while 

the share of capital expenditure has gone up from 34.67 per cent to 

39.09 per cent during the same period as shown in the following table. 

Defence Expenditure 
('{ in crore) 

Year Annual Expenditure Percentage Expenditure Expend-
increase as iture as 

REVENUE CAPITAL TOTAL over percentage percentage 
previous ofCGE of GDP 

year 

2008-09 77,088 40,918 1,18,006 24.09 12.72 2.15* 

2009-10 94,669 51,112 1,45,781 23.53 13.88** 2.34* 

2010-11 96,667 62,056 1,58,723 08.87 13.29** 2.12** 

CGE - Central Government Expenditure 
* - Revised Estimates 
** - Budget Estimates 
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Report No.17of2012-13 (Air Force and Navy) 

1.7.2 Air Force and Navy Expenditure 

The total expenditure incurred by the Indian Air Force and Navy during 

2008-20 11 ranged between 40.03 and 41 .62 per cent of the total defence 

expenditure. In the year 20 l 0- 11 , while the expenditure of the Indian Air 

Force rose by 16.60 per cent from ~33,259 crore to ~38 ,782 crore, the 

expenditure of the Indian Navy increased by 18.96 per cent from 

~22,935 crore to ~27 ,285 crore, as compared to the previous year. The 

distribution of defence expenditure is depicted in the following table. 

({ in crore) 
Year DISTRIBUTION OF DEFENCE EXPENDITURE 

Army Air Force Navy Ordnance R&D Others Total 
Factories 

2008-09 59,688 29,842 17,406 3,309 7,761 Nil 1,18,006 

2009-10 77,556 33,259 22,935 3,521 8,510 Nil 1,45,78 1 

2010- 11 80,830 38,782 27,285 1,532 10,197 97 1,58,723 

1.7.3 Air Force Expenditure 

A broad summary of the expenditure of the Indian Air Force is given in the 
table below. 

Air Force Expenditure 
(~in crore) 

Year Total Percentage Asa Revenue Capital 
change percentage of 

over total Defence 
previous Expenditure 

year 

2008-09 29,842 (+)24.08 25.29 13,244 16,598 

2009-10 33,259 (+) 11.45 22.81 14,708 18,551 

20 10- 11 38,782 (+)16.60 24.43 15,179 23,603 
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1.7.3.1 Capital Expenditure 

The capital expenditure on the Indian Ai r Force rose by nearly 42.20 per cent 

during 2008-09 to 2010-1 l. In absolute terms, capital expenditu re increased 

from ~16,598 crore in 2008- 09 to ~23 ,603 crore in 20 10-11. 

The capital expenditure of the Indian Air Force was mainly incurred on 

acquisition of new aircraft and modernisation/upgradation of the existing 

aircraft. The average annual di tribution of expenditure over the different 

categories for the last three year i depicted below in the table as well as in 

the graph. 

Capital Expenditure 
(~ in crore) 

Year Aircraft and Construction Other Others Total 
Aero-engine work equipment 

2008-09 11 ,268 817 4,304 209 J 6,598 

2009-10 12,097 905 5,317 232 18,551 

2010-11 16,094 1,158 6,039 312 23,603 

Average Annual Distribution of Capital Expenditure ... 
'tr F 9t,, F 

21~. 

9t,, r t = 'It 5 

• Ai-craft and Aero-engne • Other Equipment C Construct1on Works C Others 
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Report No.17 of 2012-13 (Air Force and Navy) 

1.7.3.2 Revenue Expenditure 

During the last three years, revenue expenditure of the Indian Air Force 

increased by 14.6 1 per cent fro m ~ 1 3,243 crore in 2008-09 to ~15,179 crore in 

20 10-11. The revenue ex penditure of the Indian A ir Force wa mainly 

incurred on stores and pecial project, transport, work and pay and 

allowances. The average annual di tribution of expenditure over d ifferent 

categori es for the la t three years is depicted below. 

Revenue Expenditure 
(~in crore) 

Year Pay and Stores Works Transport Others Total 
allowances and 

special 
project 

2008-09 4,68 1 6,820 1,317 249 176 13,243 
(35%) (52%) ( 10%) (2%) (1 %) 

2009-10 6,971 5,640 1,560 358 179 14,708 
(47%) (38%) (1 1%) (3%) (1 %) 

20 10-11 6,856 5,775 1,692 620 236 15,179 
(45%) (38%) (1 1 %) (4%) (2%) 

T he flow of capital and revenue ex penditu re during the year 2010- 11 1s 
indicated below. 

Capital Expenditure Revenue Expenditure 

31.1 • 20.0 11.48 
:: 18.0 
~ 16.0 
~ 14.0 
Cl. 

.!: 12.0 

j 10.0 
'ij 8.0 
c 

" 6.0 Cl. 

" 4.0 ... 
2.0 
0.0 

• May-JO • lun·JO • lul-10 •Aug-JO • Srp-10 I Apr-JO I Miy·l O llJm ·l O I Jul-10 I Aug·lO I Sep·l O 
• No-.-JO • Oec· lO • l•n-11 • feb·ll I Mar·ll ll O<HO l flov-10 11 Oe<·lO • 1~ .. 11 I Fffi-11 I M.,·11 

Scrutiny of expenditure revea led that there was a substantial increase i n the 

capital expenditure of the Indian Air Force in the month of March 2011. The 

Indian A ir Force incurred about 31.10 per cent of the capital expend iture in 
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.the month of March 2011 alone and 37.21 per cent of the capital expenditure 

in the last quarter of the financial year. This shows poor expenditure 

manageme~t by the Air Force and is :in deviation from the Guidance of the 
· Ministry of Finance which enjoins that expenditure during the month of March 

should be limited to 15 per cent of budget estimates, and the last quarter 
spending should not be more than one third of the budget. The flow of revenue 

expenditure also fluctuated considerably over the months. 

1.7.4 lincllnan Navy lExpendituire 

A broad summary of the expenditure of the Indian Navy is given in the table 
below. 

Navy Expel!llidlil!:uinre 
(~ fum 1Cir1mre) 

1.7.4.li Caplifa] lExpell1lditu1ure 

The capital expenditure of the Indian Navy increased by 28.40 per cent 

primarily on account of acquisition/construction/upgradation. The average 
annual distribution of expenditure over different categories for the last three 

years is depicted below in the table as well as in the graph. 

CapJifail lExpelllldlittuiure 

11 
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Average Annual Distribution of Capital Expenditure 

•N;iv~ I Fleat • N;iv;il Docky;ird OAircr;ift & Aero·•ngin• 

DCo nst ructlon Norks COth.rs 

1.7.4.2 Revenue Expenditure 

During the la t three years, the revenue expenditure of the Indian Navy 

increased by 27.62 per cent from ~7,949 crore in 2008-09 to ~10, 145 crore in 

20 I 0- 11. The revenue expenditure of the Indian Navy was mainly incurred on 

stores and special project, transport, works. repairs and refi t of aircraft 

carriers/frigate /other war hips and pay and allowance . The average annual 

distribution of expenditure over different categorie for the la t three years is 

depicted below. 

Revenue Expenditure 
(~ in crore) 

Year Pay and Stores Works Trans- Repair/ Others Total 
a llow- port Refit 
Ances 

2008-09 2,714 2.967 632 180 525 93 1 7,949 
(34%) (37%) (8%) (2%) (7%) ( 12%) 

2009-10 3,97 1 2,957 645 233 572 1,209 9,587 
(4 1%) (3 1%) (7%) (2%) (6%) ( 13%) 

2010-11 3,73 1 3,437 701 288 606 1,382 10,145 
(37%) (34%) (7%) (2%) (6%) ( 14%) 

12 
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The flow of capital and revenue expenditure du ting the year 2010-11 is 

indicated below. 

Capital Expenditure Revenue Expenditure 

22.5 " 14 .. 12.1 .. 
c 12 .. 
~ 10 .. 

13.45 13.35 
a. 
E 8 

" ~ 6 
'i:i 
c 4 
" a. 
)( 2 

UJ 

0 
0 

8 May·10 MJun-10 •Jul-10 8 Aug-10 • Sep·10 
8 Apr-10 

ll Ap1-lO • May-10 Ii Jun-10 •Jul-10 • Aug-10 • se1i-10 

lot Mar-11 • Oct-10 a uov·lO 11 0~·10 • Jan·ll • Feb·l l I MM-11 

lil Oct-10 • Nov-10 Iii Oec-10 • Jan-11 8 Feb-11 

Scrutiny of expenditure revealed that a substantial portion of capital 

expenditure was incun-ed by the Indian Navy in the month of March 2011. 

Navy incurred about 22.48 per cent of the capital expenditure in the month of 

March 2011 alone and 4 l.41 per cent of the capital in the last quarter of the 

financial year. This reflects poor expenditure management by the Indian Navy 

and is in deviation from the Guidance of the M inistry of Finance which 

enjoins that expenditure during the month of March should be limited to 15 

per cent of budget estimates, and the last quarter spending should not be more 

than one third of the budget. Revenue expenditure also fluctuated considerably 

over the months. 

\ 1.8 Coast Guard Organisation 

The budgetary allotments and expenditure incurred during the last three years 

are tabulated below. 
Coast Guard Expenditure 

(~ in crore) 

Year Budget Estimates Final Expenditure Percent-

Capital Revenue Total 
Grant/ Capital Revenue Total age of BE 

Appro- which 

Privation could not 
be 

utilised 

2008-09 949.63 520.17 1,469.80 1,090. 18 506.43 520.7 1 1,027.14 30.11 

2009- 10 1,300.42 604.37 1,904.79 1,525.72 908.05 62 1.10 1,529.15 19.72 

2010- 11 1100.00 882.45 1982.45 2,016.06 1200.78 813.57 2014.36 (-) 01.61 

13 
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The flow of capital and revenue expenditure dur ing the year 2010-11 is 
indicated below. 

Capital Expenditure 
Revenue Expendit ure 

25 0 21.9 
• 25 0 
:t 

23.6 " .. 
c 
:: 
ti 
a. 

20.4 

200 

. c 20.0 
" v 
ti a. 15.0 

.; 15.0 E 
" ~ 10 .0 

14. 5 

~ 
'6 c 100 
• a. 
.!l 50 

0 .0 

~ 
~ 5.0 
)( 
w 

0.0 

• AprlllO • M•y JO • lunelO • Jult JO • Aug J O • S'!>tlO 
• AprllJO • M•t l O • lune l O •lt~y JO • Aug J O • \ <1>11 0 

• Octl O • Uo JO MOec J O • l•nll • Feb ll • l<ldllJ 
• OctlO • PlovlO 11 Dec l O •l•nll • Febll • t.l•r ll 

Scrutiny of expenditure revealed that a substantial portion of capital 

expenditure was incurred by the Coast Guard in the month of March 201 1. 

The Coast Guard incurred about 23.60 per cent of the capital expenditure in 

the month of March 2011 alone and 49 per cent of the capital in the last 

quarter of the financial year. This reflects poor expenditure management by 

the Coast Guard. Revenue expenditure also fluctuated con iderably over the 

months. 

I 1.9 Receipts of the Air Force, Navy and Coast Guard 

The detai ls of receipts and recoveries pertaining to the Indian Air Force and 

the Indian Navy and the Coast Guard during the last three year for the 

services that they provided to other organisation /departments are given in the 

table below. 
Revenue Receipt 

(~ in crore) 

Year Receipt and Receipt and Receipt and 
Recoveries in Recoveries in Recover ies in 
respect of Air respect of Navy respect of Coast 

Force Guard 
2008-09 570.50 158.02 11.60 

2009-10 468. 13 241.30 31.09 

2010-11 592.92 175.00 13.33 
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The summarised position of appropriation and expenditure during 2008-09 to 
2010-11 in respect of the Air Force and the Navy is reflected in the table 
below. 

Appropriation and Expenditure 

An analysis of the Appropriation Accounts, Defence Services for each of the 
three years has been included in the Report of the,~Gomptroller and Auditor 

General of India for the relevant years, Union Government - Accounts of the 

Union Government. 

1.11.1 Response of the Ministry to Draft Audit Paragraphs 

On the recommendations of the Public Accounts Committee (PAC), the 
Ministry of Finance (Department of Expenditure) issued directions to all the 

15 
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Ministries in June 1960 to send their response to the Draft Audit Paragraphs 
proposed for inclusion in the Report of the Comptroller and Auditor General 
of India within six weeks. 

The Draft Paragraphs proposed for inclusion in this Report were forwarded to 
the Secretary, Ministry of Defence between October 2011 and February 2012 
through demi-official letters drawing attention to the audit findings and 
requesting a response within six weeks. 

Despite the instructions of the Ministry of Finance issued at the instance of the 
PAC, the Ministry did not send replies to 7 Draft Paragraphs out of 
201 Paragraphs included in this Report. Thus, the response of the Ministry 
could not be included in respect of these paragraphs. 

1.lJl..2 Action Taken.Notes on. Audit Paragraphs of eairlier Reports 

With a view to enforce accountability of the executive in respect of all issues 
dealt with in various Audit Reports, the Public Accounts Committee desired 
that Action Taken Notes (ATNs) on all paragraphs pertaining to the Audit 

·Reports for the year ended 31March1996 onwards be submitted to them, duly 
vetted by audit, within four months from the laying of the Report in 
Parliament. 

Review of outstanding ATNs on Audit Paragraph refating to the Air Force, 
Navy and Coast Guard as on 30 September 2012 showed that the Ministry 
had not submitted the initial A TN s in respect of l 0 out of 43 paragraphs 
included in the Audit Reports up to and for the year ended March 2010 as 
shown in Annexure. 

1JJl..3 Outcome 

Findings of earlier reports have resulted in various procedural changes in 
Defence Procurement Procedure as well as systemic changes in operations of 
the audited entities. fu addition, each year's audit also results in savings and 
recoveries-: During last three years, recoveries to the extent of ~62.4 7 crore 
~28.78 crore in respect of current Audit Report) and savings to the extent of 
~6.18 crore (Zl.30 crore ·for current Audit Report) were effected at the 
instance of Audit. 

The introductory remarks included in Chapter I of this report were not forwarded to 
Ministry for their comments. 
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[CHAPTER II: MINISTRY OF DEFENCE l 
j 2.1 Management of Defence Offsets 

2.1.1 Introduction 

An offset is a mechanism to partiall y compensate for the s ignificant outflow of 

a purchasing country's resources in large purchases of foreign goods and 

services by making it mandatory on the foreign supplier to either reverse 

purchase, execute export orders, invest in industry or in research and 

development (R&D) in the buyer country. 

For capita l acquisitions in excess of ~JOO crore, the Defence Procurement 

Procedure (DPP) 2005 (effective from l July 2005), prescribed an offset at 30 

per cent of the indicative cost of the acquisition in 'Buy Global' category and 

30 per cent of foreign exchange component in ' Buy and Make' category. The 

offset obligation was to form a part of every Request for Proposal (RFP) and 

eventually of the main contract. 

Different DPPs promulgated between 2005 and 20 11 , inter a/ia, allowed 

foreign vendors to earn offset credit through a combination of the following 

methods to fulfill their offset ob ligation: 

~ Direct purchase of, or executing export orders for e ligible products/ 

components manufactured by or services provided by Indian industries, 

Defence Public Sector Undertakings (DPSUs), the Ordnance Factory 

Board (OFB) and private Indian industry. 

~ Direct fore ign investment (DFI) in Indian industry for industrial 

in frastructure for serv ices , co-development, joint ventures and co

production of eligible products/components. 

17 
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~ DFI in Indian organizations engaged in defence R&D as certified by 

Defence Offset Facilitation Agency (DOFA1
). 

2.1.2 Scope of Audit 

Since 2005, the Ministry of Defence (MoD) concluded 16 offset contracts with 

various vendors for ~ 18,444.56 crore of which offset up to the value of 

~5543.33 crore should have been achieved as of May 2012. We examined 

(October 2011 to February 2012) all the 16 contracts with a view to ascertain 

that the DPP provisions were adhered to and a proper mechanism was in place 

to monitor the implementation of offset contracts. 

2.1.3 Our Findings 

2.1.3.1 Direct Foreign Investment 

Though DPPs 2006, 2008 and 201 1 allowed fulfillment of offset obligations 

through Direct DFI in specified Indian industry, there was lack of clarity as 

regards the type of foreign investment which would be eligible and in the 

interpretation of various provisions and terms in the DPPs relating to offset 

contracts. In view of this, the Ministry in November 2010 issued a guidance 

note for clarification so as to resolve the problem of vendors offering ineligible 

offset projects. As per the said guidance note, the term 'direct ' in DFI in the 

OPP defines the nature of transaction between the Original Equipment 

Manufacturer (OEM) and the Indian Offset Partner (IOP) whereby foreign 

investments can be made by the foreign vendor only in the form of Foreign 

Direct Investment (FOi). Thus, foreign OEMs can discharge their offset 

obligations only in the form of FOi in IOPs. As a corollary to that, the Ministry 

also held that DFis in kind were not eligible offsets as per DPP 2006 which 

stipulated that for products with imported components only the value addition 

in India would count towards offset obligation. The Defence Acquisition 

Council (DAC) in February 20 l l also reiterated that investment in kind 

through non equity route was not a permissible DFI. 

We observed that in five offset contracts, equipment involving ~3,410.49 crore 

was being directly provided by the foreign vendor as DFI in kind without any 

DOF A functions under the Department of Defence Production and acts as a sing le 
window agency to facilitate implementation of the offset policy. 

18 
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·value addition through the IOPs. This assumes added significance smce 

procurement contracts with an offset obligation invariably involve loading of 
extra cost dement on that account. These cases. are discussed below: 

. 2.:1.3.2 ({)omtirad wJ1.1l:lbl. Mis lR®einng~ USA (C-:n. 7 Gfobem.as1!:eir a.Il!rciraf1l:) 
with 1rW'I' 1!:es1!: fadlli11l:Hes as ®JfJfsel!: 

The· offset contract for USD 195.00 million (~874.22 crore) concluded 
(June 2011) with Mis Boeing, USA, in connection with procurement of 

C-17 Globemaster aircraft, catered for estabhshment of a Transonic Wind 
Tunnel (TWT) test facility at , ~he Defence Research and Development 

Organisation (DRDO) in the form" bf DFI. Of this, offset credit amounting to 
90 per cent was for the initial setting up of above facility and 10 per cent for 
subsequent purchase of testing services from the IOP. 

As the TWT test facility was a DFI in kind, the offset was aHowed by the DAC 

even as it was not an ehg:i.ble offset, though this was done on the basis of 
Technical Offset Evaluation Committee (TOEC) recommendation, the decision 
was taken without the mandatory certification by DOF A. 

The Ministry stated (April 2012) that offset credit for investment by Boeing in 
setting up · the facHity was accepted by the DAC in its meeting on 

21 February 2011 and that approval in principle for setting up of the facility at 
DRDO had.also been accorded by. the Cabinet Committee on Security (CCS). 

The reply is silent on whether specific waiver of the Raksha Mantri (RM) was 
sought for the breach of the DPP provisions. It is also not acceptable because 

the DAC in the same meeting had maintained that investment in kind through 
non equity route was not permissible for offset and only purchase of goods and 
services by OEM from IOP would so qualify. 

Against the offset contract concluded (January 2009) with Mis Boeing, USA 
for procurement of P-8(1) aircraft for the Indian Navy, the vendor agreed to 

provide DFI worth USD 153.90 million (~750 crore) in the form of safety, 
i reHab:i.lity and air worthiness seminars; establishment of fire finder classrooms; 
transfer of metallurgy and hydraulic lab facilities, composite manufacturing 

19 
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assembly/tooling, mobile broadband, friction stir. welding and aero structures 

tools and processes. 
The DFI proposals relating to safety, reliability and airworthiness seminars and 

establishment of fire finder dass rooms were not valid offset as there was no 
value addition through the IOP. The remaining proposals relating to trans.fer of 
metaHurgy/hydrauhc lab facilities, composite manufacturing assembly/tooling 

etc. were also a kind of direct import without any value addition through the 
IOP. 

The Ministry while admitting the facts stated (April 2012) that these DFI 

proposals do not. "qualify for offsets · and the same has been conveyed to 
Mis Boeing. It was further stated that t~e vendor had not da:imed offset credit 
so far. The reply, however, does not reckon the fact that the elements of offset 
once included in the contract are liable to be claimed by the vendor. Moreover, 
even if a claim by the vendor is not admitted by the Ministry, offset deficit of 

USD 153.90 minion (~750 crore) wquld still remain. 

2.1.3.4 Cases ({])if 'JI'ranJ111ing Siml!lfafol(s as offset 

A decision was taken (November 2010) in a meeting between Defence 
Secretary and the Secretary (Defence Production) that purchase of services by 
OEM from IOP for sale to MoD/ Armed forces would not count for offset credit 
and that only purchase of services by the vendor for sale to third parties would 

be admissible as offset These decisions amplified and reinforced the 
. provisions contained in Paragraph 2.1 . of Annexure D of DPP 2006 which 
stipulated the manner in which offset obligation would be discharged by 
foreign vendors through DFI in specified Indian industries. Consequently, the 
DAC in December2010 held, that investment in simulator for P 8(1) aircraft 

would not be recognized for offset credits and hence only purchases of 
simulator services by the vendor from. the IOP would be eligible. This was 
reiterated by the DAC in February 2011. 

However, in;violation of the above provisions of DPP and decisions taken in 
the DAC, jp:::the foHowing ca~es, vendors are still claiming DFI in kind through 
supply ofready built training simulator provided to IOPs towards discharge of 
their offset obligation. 

20 
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Defafills. olf Olflfset Cmntiracts 

li=V=elln=dl=o=ir=a=nn=dl=Jl)=a=t=e =o=lf =co=lln=tir=a=c=t ==Jl~i=N=a~me olf el!JlunfipmeJIBt .offeiredl 

C-17 C-17 Maintenance training Mis Boeing, USA for 
Globemaster aircraft*** 
(14-06~2009) 

simulator 
C-17 Flying training simulator 

Mis Lockheed Martin Corpn., USA Weapon training simulator 
for C-13 OJ Hercules aircraft 
(06-03-2009) 
Mis Rosoboronexport, Russia for Two mission based training 
Medium Lift Helicopters simulators 
(05-12-2008) 
Mis RAC MiG Corpn, Russia for ; Simulfitor centre 
upgrade ofMiG 29 aircraft . 
(07-03-2008) . 

*** JP'airt of colllltiract idliiscunssedl nllll para 2.Jl.3.2 

Vallune olf el!Jlun:D.pmellnt 
olflfeiredl as Olflfset 

USD 38.21 million 
(~171.34 crore) 

USD 96.87 million 
~434.40 crore) 

USD 121 million 
~ 619.59 crore) 

USD 95 million 
(~460.56 crore) 

USD 25 million 
cno0.38 crore) 

The Ministry in its reply, inter alia, stated (April 2012) that: 

ei Department of Defence Production (DDP) had accepted training 

simulator as a valid DFI and subsequently DAC had also clarified in its 
. meeting on 14 December 2010 that training may include training 

services and training equipment such as simulator. 

@ No offset credit had been admitted either for the maintenance or the 
flying training simulator and that offset credit wiU be assigned only 

· after examining the terms ·of the contract between the IOPs and the 

foreign vendors. 

The reply is not acceptable as the DAC had clearly held in December 20 l 0, 
and again in February 2011, that only purchases of simulator services by the 
vendor from the JOP would be eligible to the extent of value addition in India 
and investment in simulator itself would not be recognized for offset credits. 

Further, the reply while stating that 'no offset credit had been admitted either 
for the mai.ntenance or the flying training simulator' does not clarify how the 
deficit in discharge of offsets would be met in case the claims are not admitted. 
The Ministry's reply is ambivalent as on the one hand :i.t contends that 
provision of training simulators are a valid DFI and on the other hand it states 

that the offset credit for USD 95 m:i.Uion would be assigned only after 
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examining terms of the contract between the IOP and the foreign vendor which 
raises a question mark about the acceptability of DFI in kind as a valid offset. 

2.1.41 SeRecmioIDl of illllvai!IJld. lndlfal!Il offset paurtneirs 

As per DDP clarifications, the . IOP is required to comply with the 
guidelines/licensing requirements for the defence industry issued by the 
Department of Industrial Policy and Promotion (DIPP). Further, Government 
has allowed 100 per cent participation of private sector in the defence sector 
with FDI permissil>l~ up to 26 per cent. · 

We however, noticed that some compa,nies havmg more than 26 per cent of 
foreign holding were also accepted by the Ministry· as IOPs. Significant 
deviations from prescribed selection cri~eria were ·noticed and are discussed in 
the succeeding paragraphs. 

2.1.4.1 C(])ntract for upgrade of MftG 29 anJrcraft 

fa the offset contract (March 2008) for upgrade of MiG 29 aircraft, 
Mis Prescient Systems and Technologies Private Limited was approved as IOP. 
The fiim is a foreign company and was not eligible as IOP as per DPP 2006. 

The Ministry stated (April 2012) that the firm is a sub vendor of RAC MiG and 

i~ not an IOP. As the firm stands included in the list of IOPs in the offset 
contract the Ministry's reply is not tenable. 

2.1.41.2 · Prncumrellllll.ent of Low JLeveR Ttanspoirfable Radaiir 

In the offset contract (July 2009) for procurement of Low Level Transportable 
Radar (LLTR), Mis Thales International Indfa (TH) was approved as IOP. The 
eompany is a 100 per cent subsidiary of M/s Thales, Singapore and 

· Mis Thales, Hong Kong and was, therefore, not eligible to be selected as IOP. 

Accepting the facts, the Ministry stated (April 2012) that the issue of eligibility 
~f Mis Thales India as an IOP was taken up with Mis Thales and the firm 
agreed to remove Mis TH as an IOP. 
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.2.:Il..4.3 Prncunremenn.11: ([J)f Jt1leet famllker 

In the offset contract (April 2008) for procurement of fleet tankers for the 

Indian Navy, Mis Warts:ila India Ltd. and M/s Johnson Pumps Ltd. were 
approved as IOPs. Mis Wartsila is a subsidiary of Mis Wartsila Global which 
holds 96 per cent of its stock. Similarly, Mis Johnson Pumps is a subsidiary of 
a foreign company viz. Mis SPX Flow Technologies, Sweden. Therefore, both 

these firms were inehgible for being enlisted as IOPs. 

The· Ministry stated (April 2012) that the vendor had removed 

Mis Wartsila India Ltd. from the Hst of IOPs, Mis Johnson Pumps has been 
retained on the premise that. it is. a company registered under the Indian 
Companies Act even though it is a subsidiary of Mis SPX Flow Technologies, 
Sweden. The Ministry's contention is not acceptable in the case of 
Mis Johnson Pumps since the company is a subsidiary of a foreign company. 

2.:Il..5.:Il. Defidemldes ftn m([mi1t:([J)lt"DJ!l\g mecllnanftsm 

As per DPP, vendors are required to submit quarterly reports on 
implementation of offset to the Acquisition Manager concerned in the MoD. 

For monitoring of offset obligations MoD had set up an offset monitoring cell 
(OMC) in 2010 to assist the concerned Acquisition Manager in the Ministry. 

We reviewed the work done by the OMCs and noticed the following 

deficiencies: 

);> .Due to fack of manpower and established procedures, the OMC was not 
able to .effectively monitor the offset obligations. The OMC had at one 
stage conveyed to the Ministry that it was not clear about the type of 

assi~tance required to be rendered by it to the Acquisition Wing. 
);> The scrutiny of the quarterly reports by OMC was based primarily 

predicated on the facts and figures submitted by the vendors and it had 
no mechanism in place for independent verification of these statements. 
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The provision in DPP relating to audit of actual execution of contracted 

off.o;;ets by a nominated official/agency had never been invoked. 

The Ministry in its reply (April 20 12) stated that in the offset contract for 

C-1301 Hercules aircraft, an audit as envisaged in the DPP had been 

conducted. The Ministry at the same time admitted that despite repeated 

requests, the foreign vendor did not provide the copies of offset contracts to the 

OMC and also did not submit the required quarterly reports. The Ministry also 

admitted that monitoring of offset needs to be strengthened and the matter 

regarding setting up of a dedicated team for this work was under consideration 

with the DAC. 

2.1.5.2 Non recovery of penal charges 

As per the DPP, a penalty @ 5 per cent of the value of unfulfilled annual offset 

obligation is to be levied on the vendor and the unfulfilled offset value is to be 

carried forward to the subsequent year. 

We observed that while in 13 of the 16 contracts reviewed in audit the 

c ircumstances or stage for levy of such a penalty had not been reached, at least 

in two contracts, penalty charges of~3.06 crore leviable on vendors on account 

of unfu lfilled offset obligation had not been recovered from the defau lting 

vendors, as indicated below: 

~in crore 
Subject Contract Vendor Penalty due 

Harop system Mis IA[, Israel 2.04 

C- l30J Hercules aircraft Mis Lockheed Martin Corporation, 1.02 

USA 

In the third offset contract with Mis Fincanteri, Italy for procurement of fleet 

tankers, the work was held up after achieving 52 p er cent progress, no penalty 

charges could be imposed on the vendor due to non-inclusion of year-wise 

schedule of implementation in the contract. 
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In respect of offset contract for Harop system, the Ministry stated (April 2012) 
that the offset obligation unfulfilled during second and third year would be 
assessed with reference to the revised commercial offset schedule and 

penalties, :i.f any, would be levied on the vendor. In respect of C-130J, the 
Ministr)r stated that due to inabihty of the vendor to fulfill offset, the vendo~ 
was proposing an alternate project and hence question of penalty a~ this stage 

did not arise. The reply in both -these cases fails to reckon that change of offset 
component and value after conclusion of the contract was not permissible 
under the DPP. The Ministry's reply is also silent on non-indusion of year 

wise schedule in the offset contract for fleet tankers. 

A committee was set up by the Government under the chairmanship of 
Dr Vijay Kelkar to examine and recommend changes to strengthen self

reliance in defence preparedness. In its report (April 2005), the committee 
placed a thrust on pursuing an offset pohcy to bring in technology and 

investment and an offset provision was first incorporated in the DPP 2005 on 

this basis. 

However, despite India being one of the largest importers of defence hardware, 
the benefits of offsets could not be reaped to the extent envisaged due to lack 

of uniformity in interpretation of the extant offset provisions. Acceptance of 
DFis in kind with no value addition through the IOPs was also not in 
consonance with the offset provisions as prescribed in the DPPs. ·, 

There were also instances of selection of ineligible IOPs. The overall 

monitoring mechanism for directing offset activity towards desired objectives 
was ineffective as it was created without a clear .definition of its objectives and 

role. It thus remained only a paper exercise. 

MoD needs to ensure clarity in the offset provision and procedures so as to 
leave htt1e room for ambiguity in its interpretation. The monitoring mechanism 
also needs to be reviewed to ensure effective implementation of the offset 

contracts. 
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Out of 336 Rada:r Wairning Reiceiivers (RWJRs)9 olll\ny 73 (22 per cent; 
cmnlld- be _ illlltegrated {])llJl tlllle aiircJraft. even. after seven yeairs of thell!r 
procurement. Performance of the JR\VRs Jl.llll.tegrateirll was ffm1umrll Ila.rgelly 
IDl:nsatfafactory.. A§ a resu.H~ most of fln.ese systems (COrutild ei1tlln.eJr not lb>e 
i:nt~grated or are to be integnD.ted mnly as aim illllteiriim 1IBu~as1!1!ire. TJhJ.Ull.s

9 

IAF failed to derive inteimded benefits f:rmnm allll nimves1tmellll.t of 
~521 crore. 

A Radar Warning Receiver (RWR) alerts pHots of the various types of hostile 

emitters employed by other countries and enables pilots to initiate suitable action 

to minimize attrition. Thus availability. of Suitable, reliable and proven system 

wit]} state of the art technology is crucial for the success of missions and survival 
ofaircraft deployed for such missions. -

In ~rder to have commonality of RWR across its fleet, IAF planned (2002) to 

procure and integrate the indigenously developed R WR system as a standard 

RWR on most of its fleet. Accordingly,. the Ministry of Defence (MoD) in 

September 2005, awarded a contract to M/s. Bharat Electronics Limited (BEL) for 

supply of 336 RWRs at a total cost of {521 crore. The RWRs, scheduled to be 

delivered by September 2010 were to be integrated on ten types of aircraft. 

The _ work of integration of the R WRs on six types of aircraft was contracted 

--(March 2008) by the MoD, after a 30 month delay, to Mis. Hindustan Aeronautics 

Limited (HAL) at a total cost of {36~04 cr~re. The integration on the remaining 

four types of aircraft was to be taken up separately under the upgradation 
programme of those aircraft by HAL. 

We -~ observed that though _ BEL was to make staggered deliveries t:i.H 

September 2010 of the 336 RWRs, it supplied 316 of these (i.e 94 per cent) to the 
-- Air force by -July 2007 itself. Early acceptance of deliveries, coupled with the 
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30 months delay in the integration contract (March 2008) resulted in expiry of 

warranty ofRWRs even before these were integrated with the aircraft. 

As of April 2012, the position of integration of the RWRs was as follows: 

~I Pfatform _J No. of system No. of system Bafal!lce 

II Procured .intel!rated 

QJI Airer~~ 'A' IL-54 J_ Nil 54 
- -[!JI Aircraft 'B' ~I -. 28 I Nil 28 

3 j Aircraft 'C' JI - 16 I 042 12 
Ii 

4 Aircraft 'D' II ?~~: -- ___ _L NH 38 
--- ---· ~- ·- - - - L_ --·- _ L-5 Aircraft 'E' I 16 J_ Nil 16 _J 

-----· ---- ·---.. - -
Aircraft 'F' 11 Nil I 11 

Depot level set up 01 - L 01 

7 Aircraft 'G' 28 20 8 

[!] Aircraft 'H' 30 Nil 30 

0 Aircraft 'I' 43 43 -

~j Aircraft 'J' JI 71 I 63 65 

DI 1rotan II 
336 I 73 263 

We observed that out of the 73 RWRs that were integrated by April 2012 the 

performance of as many as 69 of these integrated on 43 aircraft 'I', 20 aircraft 'G' 

and 6 aircraft 'J' aircraft was found to be unreliable/ unsatisfactory. Due to th:i.s 

and_ other reasons mentioned below, the objectives in making the investment in 

-- procuring and integrating the RWRs on the whole remained unfulfilled: 

@ the Air Force decided to integrate another .set of 103 RWRs on the 

aforementioned aircraft as also on aircraft 'H' only on an interim bas:i.s 

pending development of a replacement/advanced system. 

2 The performance status of the fourRWRs installed on aircraft 'C' is not known. 
3 Six RWRs have been integrated so -far on aircraft 'J' as an interim measure. The aircraft is 

to be fitted with an advanced system during its upgrade. 
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• IAF also decided not to integrate 54 RWRs valuing ~55 .72 crore on 

aircraft 'A ' due to limited residual life left of the aircraft. 

• the fitment of 65 RWRs on aircraft 'D', 'E' and 'F' was awaiting 

ratification (April 2012) by Regional Centre for Military 

Airworthiness (RCMA). 

• integration of 28 RWRs on aircraft 'B' had not commenced (April 20 12) 

even as their fitment was ratified by RCMA as early as in June 20 I 0. 

• integration of 12 RWRs on aircraft 'C ' would be taken up at a later stage. 

The Ministry replied (April 2012) that R WR is a proven system and totally 

reliable and that its average serviceability exceeded 80 per cent. It also stated that 

R WRs rendered surplus after incorporation of the advanced system would be 

util ized on aircraft ' K' to cater for operational requirement during hostilities. 

We do not agree with the Ministry ' s reply because performance of 69 out of 73 

R WRs integrated so far has been found unsatisfactory and no evidence of average 

serviceability exceeding 80 p er cent was provided by the Ministry. Further, 

integration of the system on aircraft 'K ', a trainer aircraft, would not further the 

intended objectives for which approval for procurement of RWR was originally 

obtained. As even the feasibility of integration of RWR on aircraft ' K ' was yet to 

be ascertained (April 2012) the Ministry's reply is evidently an afterthought and 

does not alter the fact that !AF could not put in place an effective RWR system 

desired by them even after an expenditure of ~521 crore. 

I 2.3 Inordinate delay in induction of a system 

Abnormal delays in commissioning and validation of the system ' A' 
onboard a particular class of submarines adversely impacted their 
availability for operations. Besides, no benefits could be derived for 
over a decade from an investment of '{J 67 .64 crore. 

System 'A' is critical equipment without which a submarine cannot go to sea. 

The installation of system ' A ' is a long process as it involves a significant 

amount of underwater works including cabling. 
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The Ministry of Defence (MoD) concluded a contract (March 2001) with 

Bharat Electronics Limited (BEL) at a total cost of ~167.64 crore for supply, 
assistance in instaUation and commissioning of indigenously developed 

system 'A' onboard of four submarines of a particular class. The contract was 

on concurrent engineering basis as the transfer of technology to BEL from the 
Defence Research and Development Organisation lab, which had dev~loped 
the system, was in progress (March 2001). The delivery was scheduled 
between March 2003 and Marc,h . 2007. We noticed that the position of 
instaUation and commissioning of the four contracted system 'A' was as 

tabulated below: 

c:J Sy§tem 6A, Sy§telilm Commns§foilll.ed C([J)mpleti@n @f Sefil 
llll.Ullm.ber Illlll. · Accel!llt~mce TJria]§ 

0 

L I March2005 January 2011 

2. n October 2005 Yet to be carried out as 

of May 2012 

3. HI Yet to be installed as of N.A 

May 2012 

4. I August2008 December 2011 

Kn the absence of Sea Acceptance Trials (SATs), the system 'A' installed in 
one of the three submarines remains unreliable whereas, the system 'A' is yet 

to be installed on the fourth subrnarille. Since these systems are criticaJ for 

operation of the submarines, the operational availability of these submarines 
was severely impacted. Moreover, no tangible benefits could be derived by 
the Navy from an investment of~167.64 crore made on the system 'A' for the 

last eleven years because much of the technical life of system 'A' has already 

expired. 

The Ministry of Defence stated (May 2012) that though the contract for 
system 'A' was signed in 2001, only 30 per cent of the contract value was paid· 
as advance, the remaining amount was being paid as stage payments l:i.lnked to 
delivery/instaUation. The Ministry also contented that the decision to fit the 
system 'A' was to provide a thrust to indigenisation and self-reliance and the 
initial teething problems were expected. H was further stated that the 
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successful completion of SATs on board the two submarines had greatly 
increased their confidence in the indigenisation effort. 

The Ministry's reply does not reckon the fact that the· system 'A' was 

,: developed (April 2000) and adjudged . suitable by the Navy and BEL for 

outright production. Inordinate delays in instaUat:i.on/SATs adversely affected 

the operational preparedness-of the Navy as even the two submarines on which 

the system 'A' has been installed could. not go to sea due to its acceptabihty 
'tests being carried out as late as 2011 and the same system 'A' on the other 

two submarines beirig stiU unteste~. Thus, the N afy could not derive any 

benefit for more than a decade from an investment of Zl 67. 64 crore. 

Pirocedwur21Il delays ii.Ill t!:he Mftllli.ii.str:y ({]lf Defonce wb.ifo p.rocessing 
awmrdl of coimtrad for Sl!J.JPl]plly mm.di. insfallatfolI!l. of 15 lEiledro Optic 
Device systems with HAL resullted iiltll avoidable extra expennditmure of 
~:Ht95 crrnre. TlbJ.e dellays :Ilim Jpnrm.~lllliremen.t also deprived t!:he Indfan 
Navy ([])f equllpmeIDJ.t of ope1ratimD.all llllatU11.re for a C([])n.sideiralblfo peiriod 
of tim.e. 

After procuring 10 Electro Optic Devices (BOD) from a foreign vendor 'X' 

based on a contract executed with the firm in December 2003 the Indian Navy 

~oved a proposal for procurement of 15 additional EODs to be used as 

Passive Sensors for detection and identification of enemy presence without 

resorting to active transmission that results in loss of tactical advantage as the 

e!1emy becomes ·aware of the aircraft presence .. · The proposal involved 
placement of a repeat order on vendor 'X' using an option clause in the 

December 2003 contract which enabled the Ministry of Defence (MoD) to 
place additional orders upto one year from the date of contract 

i.e. 17 December 2004 without any variation in price. The vendor agreed 

(March 2005) to supply 15 EOD systems at the prices concluded in the 

contract of December 2003 with 4 per cent escalation upto June 2005. The 
proposal to place a repeat order in this manner was folly covered by Defence 
Procurement Procedure (DPP) -2003. 
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After rece1vmg the · acceptance of · neces·sify·' from the MoD on 
03 December 2004 the proposal was recommended to:Integrated Headquarters 

(IHQ), MoD (Navy) in January 2005. Though ,atthat stage there were clearly 
. five months available for securing the forma~ comm.ercial offer from the 

vendor anci for placement of orders, the IBQ Mof? (Navy) surprisingly 
decided to process the case as per Defence Procurement Procedure, 2005 

which was to come into effect on 01July2005. 

Thus, the proposal remained in pr9ces.s by the time the validity of the vendor's 
offer for :;idditional supplies at Deqember 2003 prices expired. Consequently, 

the MoD decided to place the order to procure the same equipment from HAL 
which had akeady instaUed four EOD systems on aircrafts manufactured by it 

and supplied to Indian Coast Guard as sub-contractor of vendor 'X' in 
fulfiJment of latter's contract of December 2003. Since a direct order on HAL 
could be placed only if the procurement was categorised 'Buy Indian', 

whereas the indigenous content of EOD to be procured from HAL was less 
than the mandatory 30 per cent, a case was moved for securing approval of 
Raksha Mantri, the competent authority, to deviate :from the norm of 'Buy 
Indian' as laid down in DPP-,2006. The entire process took five years and the 

contract with HAL could not be signed before 21January2010. This not only 
delayed the equipment by ahnost five years but also resulted in extra 

expenditure of ~10.95 crore as the price paid to HAL was higher than that at 

which vendor 'X' was ready to supply it way back in 2005. 

The matter was referred to the Ministry (January 2012); their reply is awaited 

(September 2012). 

JFailillilll"e of t!:ltne Iim([li].~rn. Navy tl:o acqnnfre rnme fllileR lbairge ll!Jlll{[)lelt" optl:iollll 
da1ll!§e of allll e:d.stl:iillllg collllt1ractl: Jl"es11dtl:ed lll!D. extl:ira expe1Iuili\tIDill"e of 
~2.9J4l Cll"GJre. 

A contract was concluded by the Indian Navy (IN) with Mis Shalimar Works 

Ltd, Kollrnta :i.n November 2007 for procurement of two fuel barges at a unit 

rate of ~16.04 crore. The contract carried an option clause which gave the 
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purchaser a right to place a separate order on the same builder for one more 

barge on repeat order basis at the same terms and conditions within one year 

·from the effective date of contract ie upto November 2008. Our examination 

(December 2011) revealed that a Request for Proposal (RFP) for procurement 

of five fuel barges was issued to 14 indigenous shipyards in June 2008 i.e. 

{vell before November 2008 deadline fo'r exercising the repeat order option in 

the November 2007 contract. A contract with LI vendor Mis Modest 

Infrastructure was concluded (November 2009) at a cost of ~94.88 crore 

(exclusive of the costs of modifications and project monitoring), each barge 

costing ~18.98 crore a piece. Had option clause of the previous contract been 

~xercised, IN could have purchased at least one barge at the price of 

~16.04 crore and reduced the numb.er of barges under the fresh RFP to four. 

Failure to exercise the option clause in the contract concluded in 

November 2007, resulted in an avoidable extra expenditure of ~2.94 crore in 

procurement of one barge. 

IncidentaUy, the instant case is not a one off case as a loss of ~68.95 lakh due 

to non-exercise of option clause in procurement of naval stores was reported 

~arlier in Paragraph 2.6 of Report No.20 of.2011-12 (Air Force and Navy). 

MoD may reiterate to the procurement authorities to ensure that "option 

~lauses" are exercised effect~vely and are not aHowed to lapse in a routine 

manner. 

We took up the matter with Integrated Headquarters, Ministry of Defence 

(Navy) initially in June 2011 and subsequently in September 2011. The IHQ 

MoD (Navy) accepted (November 2011) that failure to exercise the option 

~~sulted in a loss of~2.94 crore. 

The matter was referred to the Ministry (December 2011); their reply was 

awaited (September 2012). 
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A 1reC([])VeJry o:!f ~28. 78 cr([])Jre mm accmumf of accJrU11all. oif iimteJl"est, rnm 
11.lllrllJilJPe!lllt adlv~mces 1rnu1Ldle fo Codd.llll Shipyaird JLimmll.tedl, was mafille 
afteir wie JPOilllltefill it ollllt. 

The Ministry of Defence accorded (June 1999) sanction, for acquisition of an 

indigenously designed and constructed.Air Defence Ship (ADS) for the Indian 

Navy at an estimated cost of Zl,55L64 crore from Cochin Shipyard Limited 

(CSL). The sanctioned cost was revised (March 2003) to Z3,26LOO crore. 

Though CSL had only incurred an actual expenditure of Z127.22 crore 

(March 2005) on the ADS project, the Indian Navy between December 1999 

and March 2004, made advance pa0nents totalling Z271.26 crore to CSL 

based on the sanctions issued by the Ministry. The Ministry had directed 
(November 2005) CSL to keep the advances received in a 'separate account' 
and to credit any interest earned to the project. For this purpose CSL opened 

(August 2006) a 'separate account' with the Union Bank oflndia. 

We pointed out (November 2008,.January 2009 and July 2010) failure of CSL 
in crediting interest to the Government on the unspent advance held by CSL 
for the period from January 2000 to March 2010. Th<?, CSL credited 

(April 2010) Z13.25 crore to the 'separate account' as interest, for the period, 

on the unspent advances. In the same month, CSL also remitted Z38.95 lakh 

to the 'separate account' from the advances held with them as on 31 March 

2010. An amount ofZ15.53 crore was further-recovered in April 2011. 

The Ministry accepted (March 2012) that recovery of Z28.78 crore was made 
from CSL on account of accrued interest on unspent advances at the instance 

of audit. 
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Fafillllllrie ·to fake 1tiimelly aetil.01m by the· Chief JEJID.gillll.ee1r ~llll C«ll1ID.S1l:Jr1lllctioJn 

of a smmrnmul.:ung poo~ at a Milifairy • Sfationn resui!Iltetd! nun al!ll avonrllablie 
expe1aHrlli1tunre ({])f tl.32 lCJr(fl)Jr\e. 

The Defence Works Procedure stipulates that if the tendered cost for a work 
exceeds its cprresponding administrative approval (A/A) amount by more than 

lOper cent, the ()3:Se.~iH be taken up for grant of financial concurrence (FC) 
of the competent fiJJ.(l,i}cial authority (CF A) to enable the Engineer authority to 
condude the contra~t .. • 

The Headquarters (HQ), Andaman and' Nicobar Command (ANC) accorded 
(March 2005) A/ A, for provision of a swimming pool at a Mil:i.tary Station at 

an estimated cost of Z2.80 crore. As no offers were received in the first call, 
the Chief Engineer, Port Blair (CE) issued (November 2006 and March 2007) 

tenders and the lowest offer (Ll) at Z3,13 crore received (April 2007) in the 

second call was vabd tin 24 July 2007 .. Due to insufficiency of amount :i.n the 
A/ A, the CE solicited (June 2007) a corrigendum to A/ A for an amount of 

Z3.24 crore. The revised AJA was accorded on 10 September 2007 i.e after 
lapse of the offer. 

Meanwhile, following expiry of the offer the CE :i.n the third can 

(August 2007) obtained (September 2007) another Ll offer at Z3.55 crore 
which was not accepted by the CE citing insufficiency of funds. Offers 

received in the fourth and fifth can wer~ also not accepted citing abnormally 

high rates and without assigning any reason, respectively. The contract was 
ultimately concluded (July 2009) with Ll vendor in the sixth call at a cost of 
Z4.45 crore, after another revision (June 2009} in A/A at Z4.65 crore. The 

work was completed in December 201 i at Z4.87 crore inclusive ofZ0.65 crore 
on account of escalation paid to the contractor. 
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Our scrutiny (August 2011) revealed that: 

@ The lowest offer in second call was determined in April 2007 with 

validity upto 24 July 2007. However, revised Approximate Estimates 
(AEs) for HQ, ANC approval to enable acceptance of the tender were 
forwarded by the CE, :in June 2007. The delay led to lapse of the 

contractor's offer. 

@ Even though the Ll offer at ~3.55 crore in third call was within 

tolerance· limit (8.73 per cent) of the revised A/A amount of 
~3 .24 crore, yet the contraet was not concluded by CE on the ground of 

insufficient funds sanctioned in the Al A. 

@ The contractor who was awarded the contract in the sixth can, namely 
Mis Ober Construction, had unsuccessfully bid in the preceding four 
caHs, the L 1 offer in each of which was allowed to lapse on frivolous 

grounds. 

The Ministry stated (July 2012) that there was no ground for CE to exercise 
his financial powers judiciously ·to accept the tender as statutory audit had 

raised observation on the very sanction . of swimn:ling pool itself. The 
Ministry's contention is erroneous at the preliminary audit comment itself was 
made (December 2007) only after the fourth can. In any case the offer of 
Mis Ober Construction against which the work was awarded, was accepted 
during currency of the audit observation. As such, specific failure of the 
Engineer authority is being attempted to be explained away as inaction in 

response to audit observation. 

Thus, fadure of the CE to act in time led to an avoidable expenditure of 

~1.32 crore. 
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Delay nn fnl!1u11ming a cont1ractt by MoID/JIAF foir exteimd!nng tofall 
tecllmkaUJlfe (TTL) o:f llll.!ne afrcira:ft ire~mRted Jil!Jl extira expelllldUmrie of 
~87.52 croire. AU ttll:ne nnlllle afrcra:ft had! fo be g1rm.llndled mm tlbie expnry 
of tthefr TfL. 

Indian Air Force (IAF) inducted 17 aircraft 'A' between 1985 and 1989 to 

cater for its operational requirement. The TTL of these aircraft was 20 years. 

The Ministry of Defence (MoD), in November 2005, concluded a contract 
with firm 'M' for overhaul and extension of assigned TTL of six aircraft to 30 

years at a total cost of 28.1 million USD (n28.22 crore1
). The contract 

provided an option to the buyer (MoD) to place orders for execution of 

overhauVTTL extension of more aircraft 'A' on the same terms and conditions 
with an escalation coefficient of 2.85 per cent per annum within the next five 
years i.e up till November 2010. 

To avail of the above option IAF, in June 2006, initiated a proposal for 
overhauVTTL extension of another nine aircraft 'A'. To extract a price 
advantage on the basis of increase in the number of aircraft being overhauled, 
MoD negotiated (April 2007) with firm 'M'. The negotiated price of 

33.11 MUSD (tl39.09 crore2
) was vahd tin December 2007. While the draft 

addendum to the previous contract was being processed in the MoD, two 
representations were received (May/ August 2007) from two other firms 
alleging award of contract without issue of tender, non-availability of adequate 

~ f~cilities with the vendor for the assigned job and deviation from Defence 
Procurement Manual 2006. 

2 
~45.63 perUSD 
~ 42.01 perUSD 
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Our scrutiny (February 2012) revealed that MoD took a final view on the 
allegation only in March 2008, by which time the validity of the negotiated 
cost expired; Firm 'M' refused to extend the validity and preferred to 
re-negotiate. Instead IAF preferred (March 2008) to re-float the Request for 
Proposal on limited tender enquiry basis. The offer of firm 'M' was again 
found to be the lowest and a- contract for overhaul/TTL extension was 

concluded (December 2009) by MoD at a negotiated price of 41. 77 MUSD 

(Z196.31 crore3
) that was Z57.22 crore more than the negotiated price of the 

previous bid that was valid up till- December 2007. That apart, all the nine 

aircraft had to be grounded on the expiry of their TTL between 
December 2007 and September 2009. Consequently, IAF had to procure 
minimum essential spares worth 6.45 MuSD (Z30.30 crore) to make the 

aircraft fly worthy so that these could be positioned at the premises of firm 
'M' for overhaul/TTL extension. 

While accepting the facts, the Ministry stated (June 2012) that: 

(} there has been no extra expenditure as the difference of cost between 
the proposal of April 2007 and contract of December 2009 was on 
account of additional works required to be carried out i.e. extension of 

TTL and time between overhaul (TBO) being enhanced from 20 to 35 
years and 7 to 10 years, respectively, besides a few other provisions. 

{) the examination and appropriate action on various allegations was 
ddayed due to repeated representations by the complainants to 

different authorities. 

We do not agree with the Ministry's reply because 

4 

o the difference in prices worked out by us is based on the basic 
overhaul, TTL and TCAS4 of nine aircraft. The scope of this work in 
both the proposals was identical i.e. to increase TTL from 20 to 30 
years. The prices of additional items indicated by the Ministry in their 
reply have already been factored in by us in the comparison of two bid 
prices. On the other hand, the increase of TTL from 30 years in the 

~46.99 per USD 
Traffic Collision Avoidance System 
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first bid to 35 years in the second bid. and siiruJarly increase of TBO 
· from the initial limit of 7 years to 10 years was a direct consequence of 

delay in finalizing the contract. 

@ Even though we concede the importance of taking appropriate 

cognizance of complaints alleging irregularities, the Ministry ought to 

have completed its investigation of these complaints with the required 

promptitude and not allowed the process to drag on. beyond the validity 

date of the bid under consideration. 

Thus, delay in finalizing a contract by MoD/IAF resulted in an extra 

expenditure of ~87 .52 crore, besides hampering the operational capability of 

IAF. 

DeficieJilldes inn pfallllIIDiing an:ndl executtfoim of woll"lks defayedl ftnsfalillattim:n 
of AiirfD.elid JLiigl!ntiillll.g .Systems at • ll:w([]) stirategk aiilrllnnses, tb.eireby 
~dlveirselly affectillllg the illlJPleratfollJlal capability @lf ttlhe :B:imrllfan Ailr 
Foirce. As a iresultt of dlella.ys, stores woirtllll ~41.82 CJrqJ>Jre pirovisfoimedl for 
the wrnrlks fostt tllneiiJf wa:riral!llfy wJi.t.h.o1!Ilt aimy l!llse. 

Airfield Lighting System (AFLS), which includes taxi track lights, plays an 

important role in aircraft safety during landing, take off and taxiing operations. 
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We observed considerable delays in installation and commissioning of AFLS I ' 

at two strategic airfields as discussed befow. 

Case I 

Though an AFLS that was instaHed at Air Force (AF) Station 'A', had 

putlived its life in March 2004 itself, it was only in May 2007 that Air 
Headquarters (Air HQ) could place an indent for its replacement on Director 

General Ordnance Factory, Kolkata on turnkey basis, at a total cost of 

~4.76 crore (May 2007) to be completed by December 2007. 
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Apart from delay i.n placing of indent, we found delays in execution. By 

January 2011, only 60 per cent of the work services had been completed while 
95 per cent of the store was posi.ti.oned at the site. As of November 2011, the 

work had not progressed any further and a fifth extension in Probable Date of 
Completion (PDC) upto March 2012 had been solicited. Meanwhile, warranty 

of AFLS equipment valuing Z3.70 crore had expired. 

Thus, due to delay in pfaci.ng of indent for AFLS by Air HQ and subsequently 
due to delay i.n its commissioning, the operational capability of the AF was 
degraded from 2004 onwards as the main runway at the Station 'A' was 

available for day flights only. 

The Ministry in its reply accepted the facts. 

Tax:i. track lights are required to make the runway· operational during night and 

poor visi.bihty conditions. An approval for work services for lighting of 
Parallel Taxi. Track (PTT) at AF Station 'B' was accorded (October 2004) at a 

cost of Z0.21 crore. The equipment required for installation was to be 

provided by the AF. A contract for work services was concluded 

(November 2005) at a cost ofZ0.23 crore wi.th PDC as June 2006. 

Our scrutiny revealed that store worth Z0.14 crore was supplied 
(January 2007) ex-stock. by the AF and a supply order for the balance 

equipment costing Z0.97 crore was placed only in February 2007 with deli.very 

by June 2007. While there were delays in supply of equipment, the work 
could not be taken up ti.U September 2010 as the resurfacing work on the main 

runway was m progress. 

Meanwhile, the sanction i.ssued i.n October 2004 had lapsed due to non 
commencement of work within the stipulated five years from the date of 
sanction. Thi.s necessi.tated issue of a fresh sanction (September 2011) for· 
Z0.53 crore but the fresh contract was yet to be concluded (March 2012). 

Further, store worth Zl.12 crore had lost its warranty in storage and cost of 

work services had escalated by ~0.29 crore. 
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The AF authorities replied (March 2011) that in absence of PTT lighting, 

Retro Reflective Taxi Way Edge Markers had been provided as a temporary 
measures to mark the edges of the taxi track. 

This interim measure, however, restricts the taxiing speed which makes the 

aircraft stay longer in open area before take-off and after landing, thereby 
making them vulnerable during hostilities. 

Due to the inability of the AF to instaU the lighting of PTT for over seven 
years, the operationaLcapability had been adversely affected. 

Accepting the facts, the Ministry stated (April 2012) that temporary measures 
need to be replaced with permanent taxi lights for operational necessity and 
flight safety. 

Noim-adllhlerellllce fo 11:.he· collllt1nnduai p1t"ovftsfoJl1:S Ulll!Hlleir allll. <!lpti«Dlffi da.Mse 
foll" ]!lllrl{))C11l!Jrem.ent of spall"e§ :resu.~.tbed illll an e:d1rn. expellJldlitUlllre oif 
~9 Clr'Oll"eo 

The Ministry of Defence (MoD) concluded (November 2007) a contract for 
procurement of 382 lines of SU-30 MK.I aircraft rotables with Mis. Aviation 

. Holding Company 'SUKHOI'(suppher) at a total cost of 78.05 MUSD 

(~312 crore5
). fa order to maintain the fleet serviceability, the MoD signed 

(December 2008) a supplement to the main contract of November 2007 under 
an option dause for procurement of 3 7 5 lines of rotables at a total cost of 

62.83 MUSD (~267 crore6
), after allowing price escalation for the year 2009. 

As per the terms of the main contract, the buyer (MoD) had the right to place a 
separate order on the supplier till the expiry of the warranty period for the 

equipment at the same prices and terms and conditions provided that the 
delivery of the equipment ordered under the option clause was made before 

IUSD =~40 
6 1 USD = ~42.50 
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31 March 2009. J[n case, the delivery was made after 31 March 2009, the cost 

would· be escafated through the application of a mutuaUy agreed escalation 

formula. 

We observed in as :much as the option dause had benchmarked the price of 

additional spares to the terms and conditions induding those relating to price 
as provided in the original contract for similar spares, the net price at which 

contracted supplies were procured ought to have been comparable to the net 

price under the original contract. The Ministry while negotiating the net price 

of supplies failed to factor in 'the: quantum of discount (13.0381 per cent) 
---, secured on the quoted price under the original contract. It accepted a discount 

of · 10 per cent without any explicit attempt to negotiate a higher rate of 

discount. 

The Indian Air Force/MoD failed to adhere to the negotiated price of spares 

procured under the option clause with reference to net price under the original 

contract. As the rotables which could have been procured under the option 

clause at a total cost of 60.71 MUSD (~258 crore) were actuaHy procured at a 

cost of 62.83 MUSD (~267 crore), it resulted :i.n a loss of ~9 crore to the . 

· Government. 

··:-The Ministry stated (July 2012) that no foss has been occurred to the State as 

the discount of 13.0381 per cent in fact represented difference between the 

offered cost and the finaHy offered cost on account of a package deal 

negotiation which could not be construed as a bullk discount as per normal 
circumstances. The supplementary contract under option clause contained 

10 per cent bulk discount as per the existing pricing phifosophy. 

The Ministry's reply is not acceptable as it was deady indicated ill the 

Annexure to the main contract that the supplier wi.U allow .13.0381 per cent 
d:i.scount on the total cost of the equipment under the contract. Hence, the 

supplier was contractuaUy bound to aUow 13.0381 per cent discount on 
procurement under the opt:i.on dause as per the terms of the main contract of 
2007. The Ministry had made no attempt to hold the supplier to that price 

level. 
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IImadequ1.ate foilfow 111rp off irepilacem.ien.t wrrtlhl. the ven:ndlor of a shoN: llifod 
prodl!ld whklln lhtmd beeim oveJr-provisiol!lled ab-initio, lied. fo an 
avoidabile foss off ~Jl..15 cwo.trieo 

Fuel System king Inhibitor (A)L-31) is used :in aircraft that have no fuel heater 

for m~ing Aviat~on Turbine Fuel (ATF)_ at:high altitudes t~ _ens~re_ s-~~ 
operat10n of the aircraft,. The 'AL-31 ' which 1s. a fuel system 1cmg mhj},>"" · · , 

used by Indian Air Force (IAF) has been developed indige~y by 

Mis Swastik Oii Pr9ducts, Navsari and has a shelf life of 12 months from the 
date of manufacture.· 

The Air Headquarters (Air HQ) in March 2009 placed a Supply Order (SO) on 

Mis Swastik Oil Products, Navsari for supply of 99,000 litre of AL-31 at a ; 

cost of ~2.06 crore. The SO stipulated delivery of the entire quantity within 

60 days as against 45 days solicited through Request for Proposal (RFP) 

issued in October 2008. The firm supplied the ordered quantity in March 2009 
itself. 

We observed (November 2010) that out of 99,000 litre, 55,390 litre valuing 

~l.15 crore was lying in stock at various units. We also noticed that faced 

with the prospect of huge quantity of unused product losing its shelf hfe, 

Air HQ, in January and February 2010, had forwarded its samples to two 

different agencies for further extension of shelf hfe. As the samples failed to 

meet the laid down parameters for shelf life extension (January 20IO), this 

resulted in Air HQ stopping the issue of AL-31. As product had failed within 

the shelf life, the firm was asked (February 2010) to replace the entire stock. 

The firm requested (February 2010) Air HQ to do testing on the sealed sample 
. in presence of their representative. 

Though Air HQ accepted (November 2011) that_ the product was over 

. provisioned and a staggered delivery schedule could have facihtated greater 

utilization of the product, no evidence was shown to audit to estabhsh foHow 

up action on the firm's request. The firm refused (September 2010) to replace 

the stock averring that both the samples had been tested in their competitor's 
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lab and any testing/sampling without the vendor's- presence was not valid. 

The firm further stated that the shelf life of store had already expired in 

March· 2010 and any testing at that stage could only be done for extension of 

life and without any liability on their part. 

The Ministry stated (March 2012) that the product failed before the expiry of 

· shdflife that was upto March 2010 and hence it could not be used. 

The Ministry's reply does not explain why 56 per cent of the procured product 

remained unissued as late as two iiio_nths prior to expiry of its shelf life which 

dearly points to over provisioning as already admitted by the Air HQ. It also 

does not expfain why a sealed sample of the product could not be done with 

the full knowledge of the vendor. This coupled with the failure to follow up 

effectively the replacement of the product that had failed well within its shelf 

life, led to an avoidable loss ofZl.15 crore. 

I 

Mftsce1lllaneo1llls 

Based on the recommendation of a Board of Officers held in June 2008, HQ 

Western Air Command, New Ddhi, accepted the necessity and accorded 

administrative approval (December 2008) for provision of sports infrastructure 

at Air Force (AF) Station, Kasauli at an estimated cost of Zl .33 crore 

(including gymnasium building costing Z96 lakh). As per applicable Scales of 

Accommodation (SOA), Defence Services, a gymnasium is authorized for 
stations having troop strength of at least 1000. AF Station, Kasauli having 

sanctioned troop strength of 233, did not meet the scales of requirement and as 

such was not authorized to have a gymnasium. Based on our observation 

(June 2009), AF authorities cancelled the administrative approval in 

November 2010 thereby resulting in a saving ofn.33 crore. 

The Ministry accepted the facts in December 2011. 
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JFailu.Jl"e to meJIBtio!lll 1tlhl.e. coll"Jred Pairt Number foir Navitgation 
COJmjpl1lllte!r inn rn.~ ft!llld.eIDlt/pwurchase OJl"dlier iresuli1tedl Jlllll JPllrOCIDUremieimt o:f 
tw@ innd!n systemrn.s woirtE:n ~2.28 ciroirie, wllnidn coiiiiMl not be J!ll1l.ll1t t«J> 1l.llse. 

Navigation Computer (NC) is essential for hdicopter 'A' to enable it to fly. A 
'metallic equipment taHy' indicating serial number, description, model 
number, part number/reference number and modification status is fitted 

extemaHy to the NC to enabfo Naval units to iraise indent for the correct 
equipment. 

To meet the critical requirement of NCs, a purchase order (PO) was placed 
(July 2010) by the Directorate of Naval Air Material (DNAM), mtegrated 

Headquarters (IHQ) MoD (Navy) on l\t)[/s Yarman Aviation Private Limited, 
Bangalore for supply oftwo N.Cs1 ata cost of~2.28 crore. The two NCs after 

being received and inspected (September 2010) were found unsuitable for use 
,on helicopter 'A' as the Original Equipment Manufacturer (OEM) had 

incorporated (January 2005) an interface to the NC and consequently its Part 
.Number had also been modified2

. The modified NC had additional female . . . 

~olln.ectors I new software. 

We observed that even though the OEM had modified the Part Number of 
NCs Jin January 2005, five out of six heli.copter~ held by the Indian Navy 
carried pre-modified equipment taUies. The modification to the Part Number 
of NCs was also not carried _out on the parts catalogue: As a result of this the 

wrong Pa.rt Number was . indicated. in the indent (November 2009) and, 
~srtbsequendy, Jin the Pn (July 2010).The vendor refused (September 2010) to 

. I 

2 
Part Number CP-1282B/ASN~123 
Part Number modified as CP-1282C/ASN-123 in place ofCP-1282B/ASN-123 
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·accept the rejected NCs on the ground that they had supplied the stores as per 

the order. 

In reply (August 2011) IHQ MoD (Navy) accepted the facts. 

Thus, failure on the part of the Indian Navy to mention the correct Part 
Number of the :item resulted in wrong procurement of two NCs costing 

~2.28 crore, which could not be used. 

The matter was referred to the':l\tJiinistry (January 2012); their reply was 

awaited (S.~ptember 2012). 

Fa.iiliumre to ll."dell" fo JPlll"eviio11Ilsliy colllltll.":l1l.derll nnte aiffirdl 1tM])l!Jl=ll1HegDtiia.1tiol!Jl of 
tllne off:!fell."erli ll"allte iillll. JPlll"'1DCllllll"emmellll\t of Base . aJin([]l Dep'1Dt spalt"es foll." 
Se3! Ha.ririell" aiill"cira.ift lecll tq]) 3ll11l. av({))ftd[a!Ole expeil1l.rlh1tunire of ~1.49 rciroreo 

The Defence Procurement Mariual (DPM) prescribes that reasonableness of 
the price proposed has to be established by taking into account . the 

competition observed from the response of the trade to the enquiry, fast 
purchase price (LPP), estimated value as given in the indent, market price 

wherever available, etc. 

A requirement of four types of Base and Depot (B&D) spares on AOG3 

priority for Sea Harrier aircraft was projected (October 2009) by HQ Naval 
Aviation Goa on Directorate of Naval Air Material (DNAM), Integrated 

Hea?quarters (IBQ) MoD (Navy) which in turn floated (November 2009) a 
Request for Proposal (RFP). A purchase order (PO) was pfaced (February 
2010) on Ll vendor viz. Mis Sterling Defence Ltd., UK, for two of the spares, 
namely, Retainer RoUer Bearing· (RRB) at' a unit cost of USD 9,900 
(~4,87,575) and Shaft Assembly Input (SAf) at a unit cost of USD 23,500 

(~11,57,375). The PO was pfaced without negotiating either the high rates or 

AOG - Aircraft on Ground i.e procurement to be made on top most priority 
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even the delivery schedule despite AOG procurement and, vendor's offered 

delivery schedule of 160-190 days was,accepted vis-a.,.vis _90 days pr~scribed 

in the RFP. The vendor delivered the spares in September/ November 2010. 

Meanwhile, DNAM, KHQ MoD (Navy) had placed (December 2009) another 

PO on Mis Aerospace Logistics, UK, for supply of 81 types of spares for 

Sea Harrier aircraft against an Ap.nual Review of Demand (2008-09), that also 

included the two spares referred to above. The contracted unit cost of these 

spares under PO of. December 2009 was PDS · 94 ~7,590) for RRB and 

PDS 1,831 (~1,47,800) for SAf. The vendor delivered the spares in June/ 
September 201R·--~ ·'•.··' 

Our examination revealed that contrary to the prov1s10ns of DPM the 

negotiated rates under the PO placed :i.ri December 2009, even as these were 

manifold lower, were not taken into account while placing the PO in February 

2010. FUrther, DNAM, KHQ MoD (Navy) neither constituted any Contract 

l'Jegotiation Committee (CNC) nor, while justifying reasonability of rates 

(January 2010), apprised the Principal Integrated Financial Advisor (PIFA) of 

the rates achieved in December 2009. This failure of DNAM led to an extra 
expenditure of n .49 crore. 

The DNAM stated (October 2011) that the procurement in these cases faH in 

two different categorie~ and due to separate time~ines for materialisation of 

spares, the prices achieved were also 'difforent. Further, reference data for 

price estimation were generally based . oil data available from Integrated 

Logistics Management Services (Air)·. for the. orders which had actuaUy 

materialised. 

The contention of DNAM is not tenable as a recently contracted reference 

price lower by a baffling 683 per cent to 6324 per cent vis-a-vis the offered 

price was available and despite an apparent unrealism in the offered rate, the 

price was not negotiated either for its value or the delivery keeping in view an 
AOG procurement. Further, failure to refer the available contracted rate 

points to either negligence or lacwiae in the reference datum for which 
correction need to be.devised to avoid recurrence. 

The matt~r was referred to the Ministry (December 2011 ); their reply was 
. . 

awaited (September 2012). 

46 



, I 
! I: I L 
. I 
! I' 
) I 
' I 

,1· 

I 
! 

1 ~' 
i !. 

I 

I 
I 

§ll. 

Nilll. 

1. 

2. 

3. 

Report No.17of2012-13 (Air Force and Navy) 

Ad lhtoc pir@jedion for sto:res beret't tGf cl!l>mpUaimce t([)) the very canrnras 
foir ii.ts JpnroTI.sfonilng res1U1.lted ill1l an uimw2:rirantedl JP!ll."([))Cllllrement W([inrtlln 
·~4.@2 c1mire. 

To facilitate effective procurement of stores by the Directorate of Naval Air 
Material (DNAM), Ministry of Defence (MoD) issued instructions in July 

1992 stipulating that the Na val stores/items with nil consumption in the past 

three years and having no dues out ar,e not required to be included in the 
Annual Review of Demands (ARDs) projected by the Material Organisation 

(MO). 

The purchase orders (POs) for Seaking stores placed (July 2006) by the 

Integrated Headquarters (IHQ), MoD (Navy) DNAM on the basis of ARD 
2004-05 projected by the MO, Koehl, included, inter alia, orders for the stores 

. valued at ~4.02 crore that were not in demand, as indicated below: 

l1tem Namel!llJfrt:Jhte §rt:l!llclk JRecefiJ!)ts ll:sslllle oJf ll:sslllle oJf Hems 'Jl'ort:ail 

venndloir art: rt:ll:ne as jpeir Uems Uems IlSSUlleirll. IlJlil lfueilirll. lbiy 

rt:Ilme PO oJf lbidweenn lbiert:weenn 21[])].2 MO, 
oJf tine .]'1lllily 21[])~2 annirll A1lllg1lllsrt: - Koclfufi 

PO 21[])~6 (finn .lrllllily 21[])~6 annirll rt:fillildlart:e 
21[])~7-~8) 21[])~6 20Jl.1 

Rodend Mis Westland 05 24 Nil LJ 21 07 

Assy Helicopters, 
Clevis UK 
Plate Inner M/sAmsafe Nil 33 Nil I Nil II 04 I 29 

Bearing Logistics, UK 

Collar Assy 100 133 Nil ~I 22 II 238 

Ou tout +274 

·As indicated in the table above, our examination revealed that the items 

procured in 2006-had nil consumption since 2002 and also had zero dues.out; 

yet demands for these items were projected by the MO, Koehl which resulted 

in their procurement in numbers that were not justified. We also observed that 
even as the regular demand for item at serial number 3 in the table above had 
been cancelled (November 2001) by the Naval Aircraft Yard (NAY), Kochi, 

the :item was stm projected for procurement in ARD 2004-05 and actually 

4 Quantity 27 was received/taken on charge in October 2006 
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procured later in July 2006. Further, the items having been procured had not 

been issued till December 2011, thereby, confirming that the projected 
demands for these items did not exist. 

MO, Koehl stated (February 2012) that though the user unit had cancelled the 

demand for certain items, the projection made to the lliQ, MOD (Navy) was 

not reduced in view of long lead time, frequent usage and·· the fact that the 

Original Equipment Manufacturer (OEM) had stopped manufacturing these 

stores.' Kt was further stated that the stores procured would be consumed 
during the shelf life (2023)pf ;Seaking helicopter. 

As the supply of almost aU the items against the PO of July 2006 materialised 

by December 2007, i.e within eighteen months, the contention of long lead 

time is an afterthought 'fhe reply is also not tenable since as per the Na val 

Instructions, provisioning is to be made within· an anticipated lead time of two

three years depending upon the nature of the spares and is to be reviewed 

i annually. As such there was no justification for placing the PO on this ground. 
I 

' 

Further, ARD for · other spares of Seaking helicopter carried out in years 

subsequent to ARD 2004-05 did not factor in stoppage of the manufacture by 

the OEM and no evidence was provided by the Indian Navy to suggest that the 

procured spares were under notice for stoppage of manufacture by the OEM. 

Also, the low consumption of these spares in past seven years subsequent to 

procurement belies the argument of likely consumption of these spares over 

the shelf life of Seaking helicopter. 'fhe procurement was, therefore, in 

absolute violation of the instructions for provisioning of stores and led to 
.blockage of funds of t4.02 crore. 

The matter was referred to the Ministry (December 2011); their reply was 
awaited (September 2012). 
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Comrttrad Ma.na.gem.ent 

A te§ll: equftplllilleJIBll: piroc\uured at a cm~t of ~10.72 cirmre ftn 2@@8 cmdi!Il 
l!Jl.q])t lllle commftssfollll.e11:ll foir thiree yemrs. Defay llllll. COl!D.dtUlsfon of a. 
Cl!lllllltlt"act fo1r its Illl1l.§faUatil!lll!ll. ailso res1Ulll1tedl · illll · extJra expeIDldntu.re o:lf 
~1.65 CJrOJre. 

The Indian Navy, :in July 200Y~cpl~ced an order for system 'A' for use on 
board Na val aircraft. The system is constituted of various components 

~. n. . -

identified as Line Replacement' {Jnits (LRUs) which are required to be 
periodically tested/tuned on ground with the help of a Ground Test Bench 
(GTB) that helps to identify and rectify faults in the LRUs as wen as in 

training of maintenance personnel. The system 'A' was proven by 

December 2008. 

Our examination (December 2011) revealed that inordinate delay had occurred 
in procurement and operationalisati.on of GTB. The Original Equipment 
Manufacturer (OEM), in response to a Request For Proposal (RFP) issued in 

July 2007, apart from submitting (September 2007) an offer to supply the 

GTB at a cost of USD 2.56 million (Z12.11 crore ), had also separately quoted 

USD 0.17 million (Z80.61 lakh) for installation of GTB even as this was not 

required as per RFP. A contract was, however, concluded (April 2008) only 

for the supply of GTB at a negotiated cost ofUSD 2.27 million (Z!0.72 crore). 

Since the RFP had not included the installation of GTB within its scope, the 

unsolicited offer of the OEM to install. GTB at an additional cost was not 

considered. While the supplier had delivered the GTB in November 2008, the 
contract for its coi:nmissioning was concluded with the same firm only in April 
2011 at a cost of Z2.46 crore which was substantiaUy higher than the 

supplier's earlier offer to do so at a cost of Z0.81 crore. During the 
intervening period the warranty of all equipment of GTB worth ~10.72 crore 
had expired and in the absence of functional GTB between 2009 and 2011, the 
LRUs had to be despatched to the OEM in Russia for testing and repairs. 
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Hence, framing ·of RFP i.n a skewed manner and keeping instaUati.on of GTB 

out of its scope resulted not only i.n additional cost of Zl .65 crore but also in 
sub-optimal utilisation of GTB. 

Integrated Headquarters (IHQ) Ministry of Defence (MoD) (Navy) stated 

(October 2011) that the installation of GTB was postponed to ensure that 

system 'A' was fully proven prior to. commissioning of the GTB. The 

explanation of the IHQ MOD (Navy) however underplays the fact that since 

the procurement of GTB was for testing the system 'A' and, therefore, 

inevitable, the supply .a11d instaHation of GTB coulid have been made subject to 

the system 'A' bein~ suitably proven in testing. Thus, the failure on the part 

of Navy to synchronise procurement of GTB with its installation is evident. 

The matter was referred to t.he Ministry (December 2011); their reply was 
awaited (September 2012). 

lllJJ.l!J)Jrirllftnate dlellay of ovell." fnve yeairs i11JJ. plt"l!J)(cessft1I11.g a ease Ilea:l! to pirke 
escafatfollll. of ~12.5@ eiroire ~6.~4J. cirGJre a:!fteJr dftscml!Hll.ti:rrng tlhl.e 
ftl!llfiatioim) illlll setti11JJ.g 11.llp of a Damage 01mtiroll Tiraftl!llft!lllg Faicmty. 

The tra:i.ning curriculum relating to seamen.of the Indian Navy (IN) prescribes 

.. that all seamen deployed on off shore duties are required to be trained in ship 

borne damage control and repair. The basic training in this regard is imparted 

at Seamanship School Kochi. The Damage Control Training Facility (DCTF) 

is a training simulator that provides realistic and stressful environment to 

seamen and simulates various damage. like situations. A DCTF simulator, 

designed and installed at Naval unit "A" by Mis Goa Shipyard Limited (GSL), 

a Public Sector Undertaking (PSU), in November 2001 at a cost of Z16 crore 

was found useful in enhancing the quality of the basic training. 

In order to provide the same facility to seamen under training the IN decided 

(June 2003) to install another DCTF at Seamanship School Kochi at an 

estimated cost of Zl 7 crore. The work was awarded as a repeat order to GSL. 

The instaHation of DCTF, however, got unduly delayed between 
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December 2006 and January 2012 owing to difference of opinion between IN 
and Ministry of Defence (MOD) over the justifiability of a dedicated staff 

complement for the facility. As the MOD faded to resolve the matter, IN kept 

procurement action on hold. In the meantime though the Defence 
Procurement Procedure (DPP) 2006 was issued, but IN failed to take 

advantage of the stipulation in DPP-2005 that aHowed aU procurement 
·proposals of vintage earlier than DPP-2005, to be taken to a further leveL 

Instead, it opted (August 2006) for de nova initiation of the proposal .under 
DPP-2006 as a 'Buy Indian' repeat order on GSL which involved a longer 

. time frame in processing the case and its culmination in an approval by the 

MOD. EventuaHy, the order was placed on GSL in December 2009 at a price 

of ~29.50 crore which led to an excess expenditure of ~12.50 crore, which, 

when discounted with the average inflation rate during the period, led to an 

effective cost escalation of~6.64 crore. 

The MOD stated (May 2012) that creation of the training facility without 
adequate manpower would have resulted in its sub-optimal utilisation and this 

necessitated that the manpower issue be addressed comprehensively prior to 
proceeding with induction of the facility. Further, though the MOD argued 
that the case was. at a ptehminary stage as it stood accepted from the necessity 
angle only and as such the case was initiated de nova under DPP-2006, they 
did not expfain the stages protected/sanctified for continuation of procurement 

in vogue under vintage DPPs. The MOD's reply on the issue of manpower is 
also not tenable as the Acceptance of Necessity accorded (November 2004) 

for creation of the facility had made it amply dear that the manpower 
requirement would be met· by the IN either by· outsourcing or by alternate 

sources. In any case, the training facility was eventually sanctioned without 
additional manpower. 

Thus, the heavy footed approach· of IN in handling procurement action led to 
an avoidable expenditure of ~6.64 crore; besides, seamen were deprived of 

superior quahty of 'Damage Control Training' in the intervening five years. 
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Failure of the HiHll.dlllisfan AeroJDlautics Limiite:d (HAL) to optimallly· 
udlilliise the fadllity fo1r repaiilr/overhaull of Sealldng rofablles fod. fo 

' . 

off1lmullh11g off· tllnree sllllch rotabfos ti!]) the Oirilgb1al! Equipment 
Ma!Ill.ufacltureir · (OEM) at a cl!llst of ~18.36 croire. Absence of a 
contract. between. tllne Navy and HAL 2Rso :resudted iillll aR1l avoid.able 
expend.itIDt!re o:!f ~Jl:.~6 crore on 1re-irepairfoverb.arn1ll o:lf a rofabRe tlhlat 
l!nadl faD.Redl pirem.atuif-\elly. 

The Indian Navy (IN}and HAL entered (June 2004) into a Memorandum of 
. Understanding (MOU)_for setting up of repair/overhaul facilities at a total cost 

of ~71.68 crore. The facility, with an annual capacity to repair/overhaul six 

Main Gear Box (MGBs) was set up by July 2004. The MOU, inter alia, 

provided for creation of full fledged repair/overhaul facilities for complete 
transmission systems viz. MGB, Main and Tail Rotor heads etc. of Seaking 
h:ebcopter at HAL. The MOU was to remain in force only till the completion 
of the project i.e July 2004. Thereafter, the repair/overhaul _of MGBs etc. was 

t<;> be taken up 'l?y HAL as per the terms and conditions of a separate contract, 
which was required to be conduded between the IN and HAL. 

A mention was made in paragraph 4.1 of the Report of the C&AG of India, 

No. 7 of 2005 (Air Force and Navy) about delay in setting up of repair and 
overhaul facilities for the complete transmission systems of Seaking helicopter 
at HAL. The Ministry in their Action Taken Note (ATN) had stated 
(July 2007) that the expenditure on a,ffloading was inescapable and a team of 
officers and personnel had been app<;>inted at HAL to oversee timely repairs 
and overhaul of components to meet naval requirements. Also, periodic 

review meetings were being convened between the OEM and HAL to keep the 
programme on schedule. 

' . . ' . -

Our examination (May 2010) revealed that the facility with an annual capacity 
to repair/overhaul six MGBs was set, up by July 2004 and against the 
prescribed task of 33 MGBs till March 2010, HAL could repair/overhaul only 
26 MGBs. The shortfall necessitated offloading of three MGBs between 
December 2008 and March 2010 to the OEM at a cost of~18.36 crore. 
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Notwithstanding dear stipulation about conclusion of a contract in MOU for 

repair/overhaul of MGBs, no such contract was concluded by the IN with 
HAL. In the absence of the contract, the repair/overhaul work was being 

entnisted by the IN to HAL through placement of repair orders. 

Though all the repaired/overhauled MGBs were tested at HAL in accordance 

with test procedures, which were duly monitored by HAL, Quality Assurance 
and representatives of ·Director General Aeronautical Quality Assurance 
(DGAQA), 10 out of 26 MGBs repaired/overhauled by HAL since July 2004, 
failed prematurely. Of the 10 MGBs which failed prematurely, one MGB, 
repaired/overhauled at a cost of Zl .85 crore, failed without any utilisation and 

was re-repaired/overhauled by HAL at a cost ofZl.36 crore. In the absence of 

any contract, the Navy had to pay for the re-repairioverhaul of the MGBs, 

which otherwise could have been avoided. 

Integrated Headquarters (IHQ) MoD (Navy) stated (January/November 2011) 
that the optimum production level of repair/overhaul of six MGBs annually at 

. HAL could not be reached due to delay in receipt of proprietary spares, 
tooling, expertise and absence of· a long term business agreement between 
HAL and OEM for assured and committed ·supply of spares. IHQ MoD 

(Navy) further attributed (June 2010 and November 2011) the high rate of 
fa:iJure to acquisition, assimilation and consolidation of new and complex 

technology. 

The contention ofIHQ MoD (Navy)is not tenable as HAL after undertaking a 
feasibility study, was required to create a full-fledged facility with aH the 
technical knowhow. Non-conclusion of a long term agreement between HAL 

and OEM even after a lapse of over six years since creation of the facihty also 
points to the Ministerial failure to activate HAL in the matter. Also, the Navy 
could have safeguarded its interests by concluding a contract wii:h HAL on 

setting up of the facilities. 

Thus, due to inability of the IN to ensure optimum exploitation of the facility, 
overhaul of three MGBs had to be offloaded to the OEM at a cost of 

Zl8.36 crore. Further, failure to conclude a contract with HAL and ineffective 

inspection have resulted in an avoidable expenditure of ~1.36 crore on 
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- . 

re-repair/overhaul of one MGB, even though it had failed prematurely without 
any utilisation. 

The matter was referred to the Ministry (December 2011); their reply was 
awaited (September 2012). 

;;.. 
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1I'llne TI.lllltrllfallll Cmt§ll: G1lll21Jrfil! pr([j)te11.llire([]l li2 Aiiir C1lll!illhl.follll. Ve.fill.ftde§ C([j)§tftJIDg 
~223026 teJr([])Jre~ lillll dlevE.atimn fflr'@l!l!Il tlllle JPllre§teirftlbefill JPllf'([])tee<dlmiwe lieadlftllJlg 
ll:G irli«D1lll.bll:§ abounll: GJPltftmmallify GJf ete([])HJl([])lIDllY ftl!ll ttllne JPlirke JPla.ftfill ([][1llle f([]) 
demn1.aR off IleveR pfayftimg fneRtdl. fo tlrne JPllr([])§]pledftve lblft([]lfille1rno 

Air Cushion Vehicles (ACV s) are used for multipurpose maritime operations 

such as high speed coastal patrol iln shallow waters and marshy areas, sea
borne amphibious operations, high speed interception and interdiction and 
search and rescue operations in shallow waters. The ACV holds an advantage 
over the ship in terms of speed and maximum 1 as well as cruising2 speed are 

its critical parameters as ships/crafts are designed for utilisation at the 
maximum speed for an estimated 10 per cent of their total operation time, at 
cruising speed for 70 per cent and 20 per cent of operation time for 
manoeuvring. The critical and other required parameters of the equipment are 

reflected in a document known as the "Staff Qualitative Requirements 
(SQR3

)". Acceptance ofNecessity (AON) is obtained based on the SQR. 

The· Indian Coast Guard (ICG) initiated (January 2007) the case for 
procurement of 12 ACVs. Following the Defence Procurement Procedure 

(DPP) - 2008, the ICG approved (May 2009) the draft SQRs and the Request 
for Proposal (RFP) was issued (August 2009) to 13 vendors. Only two vendors 
viz. Ws Griffon Hover Works Limited (GHL), UK and Ws BPS Corporation, 

2 

Maximum speed is the speed achieved by a craft at 100% engine power, maximum all up 
weight over calm water and in still air. It is specified in nautical miles per hour (knots). 
Cruising speed is the speed at which a craft can achieve maximum range (i.e., distance 
covered/travelled without re-fuelling). It is specified in nautical miles per hour (knots). 
Staff Qualitative Requirements (SQRs) - It is the document specifying the critical and 
other required parameters of the equipment. 
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USA responded with their techno-commercial proposals. The 

recommendations of the Contract Negotiation Committee (CNC) for 

acquisition of 12 ACVs from Mis GHL, UK were approved (August 20 10) by 

the Raksha Mantri (RM). Thereafter, the Ministry of Defence accorded 

(September 20 I 0) sanction and concluded (October 20 I 0) a contract for 

acquisition of 12 ACYs at a total cost of PDS4 3 1.95 million (~223.26 crore) 

with delivery scheduled between Apri l 2012 and January 2015. 

Our examination revealed that the SQRs were deficient. Though an endurance 

of nine hours was catered for, there was no prescribed requirement for the 

cruising speed despite the fact that the existing ACVs with the ICG had a 

cruising speed of 35 knots. 

The RFP (August 2009) on the other hand solicited, besides an endurance of 

nine hours a cruising speed of 45 knots; range of 400 nautical miles; and 

maximum speed of 45 knots. The two vendors viz. Mis GHL and Mis EPS 

had indicated cruising speed of their ACYs as 35 knots and 30 knots 

respectively. The fresh RFP, however, was not issued despite the proposals 

not meeting the SQRs and the solicited requirement for cruising speed was 

altogether deleted in a pre-bid meeting with four of the vendors that attended 

the meeting. The deletion was in violation of the DPP-2008 as it permits only 

clarifications as against alteration in parameters so lic ited through RFP. As per 

DPP such material deviations from the RFP are required to be approved by the 

RM, however, the case was not put up to the RM through the Defence 

Procurement Board (DPB) for his approva l. 

The Ministry while conceding (April 201 2) that the maximum speed, cruising 

speed and endurance are among its critical parameters for ACVs, stated that 

the documentation for the AON approved by the RM did not refer to crui sing 

speed. Ministry also accepted that in the pre-bid meeting the cruising speed of 

45 knots mentioned in RFP was amended to read 'only as cruising speed ' so as 

to ' leave the option of selecting the cruising speed to the designer'. The 

rationale for bringing in thi s flex ibil ity has not been explained even though 

existing ACY s of Coast Guard have cruising speed of 35 knots. 

4 I PDS = ~69.87 
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The case thus reveals that the procurement of ACV s was based on an SQR that 

was enriched in RFP. The critical requirement was subsequently deleted in a 

pre-bid meeting with the few vendors who responded. to the RFP. The vitiation 

of the process led to denial of levd ·playing field to other vendors and could 
have led to the Hmited number of offers received by the Ministry. As such this 

procurement worth ~223.26 crore for coastal security is questionable, both on 

discovery of most economic price as also on the operational suitability of the 

very equipment. 
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(Refers to Para No.1.11.1.2) 
I 

List of Action Taken Notes not receiv.ed .as of September 2012 
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