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PREFATORY REMARKS 

This Report has been prepared for submission to 
the President under Article 151 of the Constitution. 

It relates mainly to matters aris~ng from the Appro
priation Accounts of the Defence Services for 
1984-85 together with other points arising from audit 
of the financial tran'Sactions of the Defence Services. 

(iii) 

The cases mentioned in the Report are among 
those which came to notice in the course of ·Lest audit 
during the year 1984-85 as well as those which bad 
come to notice in earlier years but could not be dealt 
with in previous Reports; matters relating to the period 
subsequent to 1984-85 have also been included, 
wherever considered necessary . 
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CHAPTER 1 

BUDGET ARY CONTROI. 

1. Budget and Actuals 

The table below compares Lhe expenditure incurred 
by the Defence S'!rvices L1 the year ended March 
1985 with the amount of original and supplementary 
appropriations and grants for the year :-

(i) Charged Appropriations 

Original 

Supplementary 

Total 

Actual Expenditure 

Saving 

Saving as percentage of the total provision 

(Rs. in crores) 

40 . 71 

4.39 

45.10 

38 .60 

(- )6.50 
(per cent) 

14.41 

(ii) Voted Grants 

Original 

Supplementary 

Total 

Actual Expenditure 

Saving 

Saving as percentage of the total provision 

2. Supplementary grants/ appropriations 

(Rs. in crores) 

7106 .04 

495.85 

7601. 89 

7440 .01 

(-)161 .88 
(per cent) 

2 . 13 

(a) Supplementary gran!s.-Suppiementary grants 
(voted) aggregating Rs. 495.85 crores were obtained 
in 3 Grants in March 1985 .as indicated below :-

(Rs. in crorcs) 
-- -· 

Amount of Grant 
Grant No. Actual Excess(+) 

Original Supplementary Total Expenditure Saving(-) 

19-Anny. 3892.09 393.64 4285.73 4265.76 (- )1 9.97 

21-Air Force 1426 .85 62.61 1489. 46 1474 . 95 (-)1 4 .51 

23-Capital Outlay on Defence Services 719 .57 39.60 759 . 17 733 .87 (-)25. 30 

TOTAL 6038 .51 .. 495 . 85 6534.36 6474 .58 (- )59. 78 

The suppl~mentary grantc; obtained unde.r all the 
3 grants could not be utilised to the extent of 
Rs. 59.78 crores (Rs. 19.97 crores under Army, 
Rs. 14.51 crores under Air Force and Rs. 25.30 crores 
under Capital Outlay on Defence Services). 

<b) Supplementary Appropriation (Charged) 

Supplementary appropnation (Charged) aggre
gating Rs. 4.39 .::rores (Air Force : Rs. 0.02 crorc 
and Capital Outlay on Defence Services : Rs. 4.37 
crores) were obtained in March 1985 to meet decretal 
payments. The entire supplementary appropriation 
could not be utili~ed, reason:; for which are awaited 
(January 1986). 

3. Excess over Voted Grant 

Excess aggr~gating Rs. 17,15,38,252 over v.oted 
portion of Grant No. 20-Defence Services-Navy, as 

given below, requires regularisation under Article 115 
of the Constitution :-

Actual 
Total Grant Expenditure 

Rs. Rs. 
Excess 

Rs . 

503,68,90,000 520,84,28,252 17' 15,38,252 

The excess was n:ainly under "Pay and Allowances 
of Navy" (Rs. 3.72 crores) and "Stores" (Rs. 17.07 
crores) which was partly offset by saviDJ? under "Other 
Expenditure". 

Naval Hea'dquatters (HQ) explained (26th Decem
ber 1985) the excess as follows : 

(a) Pay and Allowances: Though the provision 
was increased by reappropriation on the basis of 
actual requirement of Additional Dearness Allow
ance, Botl'Us and Interim Relief, there had been un
usually high bookings in the month of January and 



March 1985 resulting in ex.cess expenditure of Rs. 3.72 

crores. 

(b) Stores : In antidpati;:m of closing down of 
India Supply Wing, London, the suppliers were 
pressed fo r material isa tion of supplies. There was 
more mater ialisation oi' stores (both Naval equipment 
and ym:d craft ). The exc~ss was also ti) ciue to 
devaluation of Rupee a:; against Pound Sterling and 
( ii) under O il F uel-due tc movements of ships on 
other than planne'd exercises. 

In respect of the explanations given by Naval HQ 
it may be stated that the High Level Official 
Committee set up in pursuance of the recommenda
tions of Public Accounts Committee in its 166tr 
Report (7th Lok Sabha) to review the financial 
systems in R ailways, !Defence and Post and Telegraphs 
observed, int·er alia, that the excess was due to lack 
of proper implementation of the existing systems and 
that usually sufficient time was available to provide 
additional funds in t he budget through supplementary 
grants and there was no reason why there should be 
any excess. 

Further, it may be mentioned that no Supplemen
tary provision was obtained during 1984-85 under 
Grant No. 20-Defence Services-Navy. In the previous 

2 

Grant No. Original 
Grant 

Sub-Head 

19-Army I I .37 

A.2-Pay and Allowances an~ Miscellaneous Expenses 
or Auxiliary Forces 

A.IO-Works 225.46 

A.II -Other Expenditure 77 . 32 

21-Air Fore<! 

A.4-Transportation 13. 45 

A.5-Stores 1055.20 

A.8-0ther Expenditure . 22.00 

23-Capital 0111/ay on Defence Services 

A.I-Army 

A.1(1)-Land 19 .00 

A.1(2)-Construction Works 178 .50 

A.~-Air Force 

A. 3(2):._Construction Works 50 .40 

-----

year J 983-84, in~pite of obtaining a supplementary 
grant of Rs. 47.40 crore.;, there was an excess of 
Rs. 15.88 crores under this Grant which was mainly 
attributed to price escahtion and more mnteriulisation 
of supplies. 

4. Excess over Cba~gcd Appropriation 

Exc'css aggregating R s. 27,53,727 over Charged 
portion of Grant No. 22-Defence Services-Pensions, 
as given below, requires reguJarisa1 ion under Article 
11 5 of the Constitution :-

Total Actual 
Appropriation Expenditure 

Rs. Rs. 

35,01 ,00,000 35,28,53, 727 

Excess 
Rs. 

27,53,727 

The excess was under 'Army'-"Arrears payable 
due to Supreme Court Judgement" due to receipt of 
more claims than anticipated for revision of Pensions 
on the basis 0f the judgement of the Supreme Court. 

5. Control Over Expenditure 

The following are some instances of defective 
budgeting relating to Voted Grants : 

(a) Instances in which Supplementary Grants 
remained wholly or partially (over 20 per cent) 
unutilised :-

(Rs. in crores) 

Supple- Amount Tota l Actual Saving (-) 
mentary Reapprop- Grant Expenditure 
Grant riated 

1. 49 (- )0.41 12.45 12. 13 (-)0. 32 

23 .51 (+ )35.09 284.06 278.99 (-)5 .07 

17 .44 ( + )3.25 98.01 91.16 (-)6 .85 

2 .00 (+ )3.00 18.45 17.69 (-)0.76 

3 . 68 (- )3.43 1055 .45 1033.27 (-)22 . 18 

0.45 22.45 21. 75 (- )0. 70 

1.00 (+ )18.02 38.02 37 . 70 (- )0 . 32 

18 .66 (+ )10 .64 207.80 197 .55 (-)10.25 

11 .89 (+ )0. 55 62 .84 59. 25 ( ..:_)3. 59 

---

• • 

• 
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s · (b) Instances in which re-appropriations made were wholly or partially (over 20 per c~nt) 
' ' unnecessary:-

I : (Rupees in crores) 

Grant No. Sanctioned Amount Final Actual Excess ( +) 
Grant Re-approp- Grant Expenditure Saving (-) 

Sub-Head riated/ 
Surrendered 

-.--- --·-- - --- - - -
19-Army 

. 
~ 

A. I I-Other Expenditure 94.75 ( + )3 .25 98.00 91 .16 (- )6.84 

20-Navy 

A.5-Stores 305 .56 (-)21.86 283. 70 300.76 (+)17.06 

A.7-0ther Expenditure 31.50 (+ )4.84 36 .34 30 .09 (-)6 .25 

•• 21-Air Force 

- A.I-Pay and Allowances of Air Force 228.68 (- )5.68 223 .00 224 . 57 (+ )1.57 

A.4-Transportation . 15. 45 (+)3.00 18 .45 17.69 (- )0. 76 

22-Pensions 

A.1-Army 

A. I (2)-Rewards 0 .46 (-)0 .21 0.25. 0.56 (+ )0.31 

23-Capital Outlay on Defence Services 

A.l - A1my 

A.1(2)-Construction Works 197 .16 (+ )10. 64 207 .80 197 . 55 (-)10 .25 

A .2-Navy 

A.2(2)-Construction Works 57. 35 (+ )7 .65 65 .00 62 .20 (-)2.80 

A.2(3)-Naval Fleet 220.99 (-)15.99 205.00 210. 31 ( + )5 . 31 .. 
A.2(4)-Naval Dock Yards . 26.78 (+ )3 . 72 30.50 28.33 (-)2.17 - A.3- Air Force 

A.3(2)-Construction Works 62.29 (+ )0 .55 62.84 59 .25 (-)3 . 59 

' 6. Savings in voted grants 

F 
; 

(i) Out of five grants, there was a saving of Rs. 179.05 crores under four 

below :-

voted grants as shown 

(Rs. in crores) 

Saving 
Grant Total Actual ----------«urrender 
No. Grant Expenditure Amount Per cent 

19-Arroy. 4,285 :73 4,265 . 75 19 .98 0 .47 1. 76 

21-Air Force 1,489.46 1,474.94 14. 52 0.97 

22-Pensions 563.84 444 . 59 119.25 21.15 119.50 

23-Capital Outlay on Defence Services 759. 17 733. 87 25 .30 3.33 

S / l DADS/ 85- 2 
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(ii) Against savings of Rs. 14.52 crores and 
Rs. 25.30 crores in Grant No>. 21 and 23 respectively 
no amount was surrendered. 

(iii) Based on the original provision of Rs. 563.84 
crnres obtained under Grant No. 22-Defence Ser
vices-Pensions, the proportionate provision for 9 
months (April to December 1984) works out to 
Rs. 422.88 crores. Against th.is the actual expenditure 
(including charged expenditure) appearing in the Con
solidated Compilation of Defence Services Receipts and 
Charges for the period April to December 1984 (noti
fied by the EDP Centre, Controller of Defence 
Accounts (Other Ranks) North ort 17th January 
1985) amounted to Rs. 226.64 crores only. There was 
saving under all ~he sub-heads of this Grant. This 
was brought to the notice of Ministry of Defence 
(Finance/Budget) on 2n:i. March 1985. A sum of 
Rs. 119.50 crores was surrendered on 18th March 
1985. 

7. Persistent saving 

(a) A mention was made in paragrcrph 6 of the 
Report of the Comptroller and Auditor General of 

4 

Year Original Supplemen-

1982-83 

1983- 84 

1984-85 

Grant 

693 .94 

832.87 

937 .92 

tary 
Grant 

84.08 

24.32 

The saving was mainly under "Purchase of 
Material". 

8. Jnjudlcious surrender of funds 

Mention was made in paragraph 5(a) of th e Report 
of the Comptroller and Audito:: General of India for 
the year 1983-84, Union Government, (Defence 

Grant No. 

Sub-Head 

Grant No. 22 

Defence Services- Pensions 

A.1-Army 

Al .(!)-Pensions and other Retirement Benefits 

India, 1983-84, Union Governm~n t (Defence 
Services) of persistent saving in the case of 'Air 
Force' under sub-head A.5-Store5 during the years 
1980-8 1, 1981-82, 1982-83 and 1983-84. 

During the year 1984-85 also there was saving 
under this sub-head as shown below : -

Original Supple- Reappro- Total 
Grant mentary priation Grant 

l Rupees in er ores) 

Actual 
Expen
diture 

Saving 

1055.20 3.68 (-)3.43 1055 .45 1033. 27 22.18 

The s<Ning was attributed i11ter alit1 to lesser pay
ments than anticipatco and non-materialisation of 
certain items. 

(b) There had been persistent saving during the 
past three years under Sub-Head "A.6-0rd.nance 
Factcries" of Army, in spite of minus re-appropriation/ 
surrender, as shown below :-

(Rs. in crores) 

Re-approp- Total Actual Saving 
riation/ Grant Expenditure 
Surrender Amount Per cent 

(-)l. 00 777.02 749.00 28 .02 4 

(-)10.69 846.50 797.42 49.08 6 

(-)51.85 886.07 853.34 32.73 4 

Services) about injudicious surrender of fund~ in 
March 1984 in the case of 'Grant No. 22-A.1-An:ny-· 
Pensions and other Retirement Benefits ' though the 
actual expenditure exceeded the final erant. This 
year also a surrender of Rs. 56.08 crores was notified 
on 18th March 1985 under the same Sub-Head but 
the actual expenditure exceeded the final .!?rant as 
shown below : -

Original Surrender/ 
Grant Re-approp-

riation 

469 .09 (-)56 .08 

Final 
Grant 

413 .0 1 

(Rs. in crores) 

Actual Excess 
Expenditure 

418.27 ( + )5 .26 
·-· ·- ·~ · ·-·~· -----------

• ·' 

-

1 



-

( ' 

-

' 

9. Sto.re lo~ 

Mention was made in ' paragraph 7 of the Report 
of the Comptroller and Auditor General of India for 
the year 1983-84, Union Government (Defence 
Services) of store losses, inter alia due to theft, fraud 
or gross neglect. . The loss on this account which was 
written off increased from Rs. 140.50 lakhs in 

5 

1982-83 to Rs. 512.75 Iakhs in 1983-84 and to 
Rs. 717.70 lakhs in 1984-85. Total store losses due 
to all reasons written off during 1984-85 amounted 
to Rs. 1110.01 Jakhs. Details of individual losses 
exceeding Rs. 0.75 lakh due to theft, fraud or gross 
neglect and exceeding Rs. 2 lakhs due to other causes 
are given in the Appropriation Accounts of the 
Defence Services for the year 1984-85. 



CHAPTER 2 

MINISTRY OF DEFENCE 

1 O. Delay in development of an equi11ment ior Air 

Force 

In March 1967, the Air Force projected an 
operational requirement for equipment 'X' to function 
as an early warning station for air defence. Jn 
December 1974 a project was submitted to the 
Ministry of Defence (Ministry) by a Resea rch and 
Development E stablishment (R&D E stt.) for develop
ment of this equipment. The development project 
was sanctioned by the Ministry in July 1976 at a cost 
of R s. 142.50 lakhs (including fon:ign exchange 
Rs. 84 lakhs) ·. In November 1976, a Public Sector 
Undcrtakin'g (undertaking) was nominated to produce 
41 numbers of the equipment as required by the Air 
Force. The Air Force was to accept a model of the 
equipment for user trials in September 1982 and 
supply of the equipment was to commence from 
September 1984. 

For the purpose of development of ·equipment 'X' 
sub-systems 'XW', 'XX', 'XY' and 'XZ' were originally 
contemplated to be imp.Jrted. A team of officers was 
deputed a:broad during October/November 1978, 
with the main purpose of acquiring technology for 
these crucial sub-system<;. The team recommended 
that only sub-systems 'XX' and 'XZ' be ip1ported and 
sub-systems 'XW' and 'XY' be developed indigenously. 

Import of sub-system 'XX' 

Based on the r~por t of the team the R&D E stt. 
recommended the offor of foreign firm 'B' in February 
1979 for supply of sub-system 'XX'. The Ministry 
accorded the sanction in April 1979. A contract 
was ~ncluded with firm 'B' on 20th June 1979 on 
cost plus fui:ed fee basis with a ceiling FOB cost of 
$ 7,75,000. T he original date of completion of the 
contract was 15th October 1981. Howev~r, the 
contract agreement did not stipulate any penalty 
clause for delay or failure of supplies. By April 
1981, a sum of $ 7,36,250 (Rs. 58.90 lakhs) being 
95 per cent of contract value was drawn by firm 'B'. 
In August 1981 , the firm stated that they had exceeded 
the expenses on this con tract and that they would 
not be able to progress further without addi tional funds. 
Accordingly, 'Amendment No. l' to the contract wirs 
issued (January 1982) by the Ministry wherein the 
delivery date for the prototfl)e: was extended up to 

17th August 1982 .md payment of a sum of S 1, 70,000 
was agreed to as an addition to the contract value 
provided the FOB delivery of the prototype was 
advanced to 17th April 1982 or earlier. The firm 
could not deliver the equipment even by 17th August 
1982. By Amendment No. 2 issued in September 
1982 the delivery date was further extended up to 
1st November 1982. There was no progress of work 
after August 1982. As a result in June 1983, . 
Amendment No. 3 was issued agreeing to pay the 

· earlier increased amount of $ 1, 70,000 subject to 
completion of delivery within 120 days of the revival 
of contract. 

As per the contract agreement, a le tter of credit 
in lieu of Bank Guarantee wa:s required to be furnished 
by furn 'B' against the payments made to it. The 
original letter of cr<:dit furnfshed by the firm was 
valid t ill 15th November 1982 but the firm did not 
agree to extend the same pending negotiations. As 
a result, the Ministry was left with no security against 
the payments already made to the firm . Amendment 
No . . 3 also called for subm1ssio11 of Insurance Bond 
within 15 days for the full amow1t, i.e. $ 7,36,250 
(Rs. 58.90 lakhs) already paid to the firm. H owever , 
in July 1983, firm 'B' agreed to provide a letter of 
credit for an amount of $ 2,20,029 only covering 
the cost of materials reimbursed by the Government 
($ 1,51,170) and the total fee element of $ 68,859 
charged by the furn. lo August 1983, based on 
legal opinion, the Ministry agreed to accept the letter 
of credit. Accordingly, Amendment N o. 4 was issued 
on 27th September 1983 according to which fi rm ·B' 
was to provide within 15 days of signing the amend
ment an irrevocable letter 'Of credit for an amoUO't of 
$ 2,25,000. The amendment was signed by fi rm ·B' 
on 7th October 1983. The letter of credit had not 
been received from film 'B' till September 1985. T he 
notice irbout the " Breach of terms of the contract" 
was issued to firm 'B' on 24th September 1984 . It 
was followed by institution of arbit ration proceedings 
on 1st May 1985. 

Due tQ the uncertainty in the progress of this 
contract, equipments costing R s. 12.08 Jakhs p rocured 
for sub-system 'XX' wEich were lying abroad in the 
warehouse since January 1983 have l'een !>hipped to 
India on 24th June 1985 after obtaining export 
licence. 

-
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Further, a scientist of the R&D Estt. who was 
deputed abroad in January 1980 to participate in the 
design, development and test of sub-system 'XX' 
under development by the foreign firm 'B' for acquiring 
the technology and transfer of knowhow for future 
use in India was called back and reported to the 
R&D Estt. in January 1983. The ~cicnti st took le'.lvc 
for 11 days ia August 1983 and has since then not re
ported for duty. The scient ist, it is stated, has left un
authorisedly for the for..! ign country where firm 'B' 
is located, although as per the bond executed by him, 
he had agreed to serve (or 4 years after return from 
deputation. The Ministry incurred an expenditure 
of R s. 6.43 lakhs on the Scientist's deputat ion. 
Ministry intimak"Cl (September 1985) that action has 
been instituted against the Scientist and extradi tion 
proceedings have been initiated. 

Repair Charges 

In the mean'tilue, in July/ August 1982, two tubes 
(one intended for incorporation in sub-system 'XX' 
and the second to be k~pt as spare), supplied by a 
vendor (anoth~r foreign firm) at a total cost of 
$ 1,84,159 became defective due to prolonged storage 
in the premises of firm ·B'. One of the tubes was 
repaired at a cost of $ 1,000, which was not borne 
by Govern ment of India, the other tube was not re, 
paired uptil September · 1985. The repair of the 
second tube was estiroaL..!d to cost $ 56,000. The 
Ministry stated that the supplier did not expressly 
indicate the shelf lib limitation of the tube and due 
to slippage in delivery the tubes had to be stored for 
a long period. 

Procurement of sub-.fys:em 'XZ ' 

A contract was concluded in October l 979 with 
foreign firm 'C' by the R&D Estt. for the development 
and supply of sub-system 'XZ' at a cost of $ 5,08,000. 
As the firm expressed its inability to comply with 
the contractual conditions after signing the contract, 
it was termimted in September 1980. Another 
development contract was concluded in October
November 1981 with foreign firm ·D' for $ 12,47,000. 
In May 1983, firm 'D' submitteci revised price of 
$ 12,90,132 due to escalation in wages etc. and this 
was accepted through Amendment No. 1 issued in 
J uly 1983 increasing the contract cost to S 12,90,000. 
Advance payment of $ 2,58,000 was made to the 
firm on 20th July 1983 and the contract was com
pleted by July 1985. 

In order to meet eventualities like fai lure of 
firm 'B' at a Ja rcr date, or sub-system 'XX' not 
meeting specifications, in addition to slippages in the 
probable date of completion of sub-system 'XZ'. it 
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was decided in September 1980 to go in for ind1genous 
development of both 'XX' and 'XZ' sub-systems by 
the Undertaking. Ju December 1981 development 
orders were placed ou the Undertaking at a total 
cost of Rs. 114 .27 lakhs (including FE Rs. 51.08 
Jakhs). These dt!velopment orders, alth::>ugh expected 
to be completed by February 1983-February 1984 
for XZ and XX respectively have not been completed 
till December 1984. The Ministry stated (September 
1985) that the indigenous development of sub-system 
'XX' was completed and delivered to the R&D Estt. 
in May 1985, and this was being integrated in the 
main equipment. As regards indigenous development 
of sub-system 'XZ' the Ministry further added that 
an indigenous interim solution developed by the under
taking and accepted by the users was received in 
March 1985; the total equipment 'X' was in the fi11al 
stage of integration and evaluation (September 1985) 
before offe ring to the Air Force for trials. 

The original estimated cost of Rs. 142.50 lakhs 
( including Rs. 84 lcrkhs in FE) was increased by the 
Ministry to Rs. 578.76 Jakhs (including Rs. 383.88 
lakhs in FE) in July 1983. 

The R&D Estt. slated in December 1984 that 
indigenous development and fabrication' of sub-systems 
'XW' and 'XY' was complet~d in September 1983. 

Ministry stated (September 1985) that : 

For indigenous development of sub-system 
'XZ' (long term solution) contracts have 
been placed on a private company and the 
Uncft<rtaking on 21 st March 1985. 

A model of equipment 'X' was expected to 
be offered for user trials by October 1985; 
the supply of productionisecl equipment 
would be taken up after completion of 
trials. 

Tllere were no further develo pu1ents in res
pect. of sub-system ·xx• by firm 'B'_. 

No import o( equipment 'X' was made. 
However, a contract was signed with a 
foreign country for import of 8 numbers of 
a certain equipment tunit cost : Rs. 5.7 
crores) ; its dcljvery was likely over the 
period 1985 to 1988. 

The right tc terminate the contract and 
enforce recovery from firm 'B" by the buyer 
was covered under the contract to safeguard 
Government interest. nn this connection it 
may be mentioned that amendment to the 



contract signed by firm 'B' on 7th October 
1983 called for it tu provid·:! within 15 days 
of signing the amendment an- irrevocable 
letter of credit (instead of a Bank 
Guarantee) for $ 2,25,CJOO which the firm 
did not furnish. . Further the letter of credit 
furnished earlie.: by the firm was valid only 
till 15th November 1982. The notice 
about breach of contract was issued to 
firm 'B' only on 24th September 1984. It 
is thus felt that enforcement of recovery by 
the buyer was not covered t-y the contract]. 

The following are the main points that emerge : 

( i) Equipment 'X' was to have been made 
available for user'~ trials by September 1982 
and the su;>ply of productionised equipment 
'X' by the Undertaking was to have com
menced from September 1984. But firm 'B' 
could not develop sub-system 'XX' till 
September 1985 while firm 'D' completed the 
contract for sub-system 'XZ' only in July 
1985. 

( ii) Though an amount of Rs. 58.90 lakhs 
($ 7,36,250) in Foreign Exchange was paid 
to firm 'B', the delivery of the sub-system 
'XX' is uncertain. There is no standing 
security to safeguard the Government 
interest and the payments already made to 
the firm. 

(iii) The cost of two tubes (required for sub
system '.XX:') paid by the Government was 
$ 1,84,159. Due to Jong storage in 
firm 'B"s premises two tubes became 
defective, one tube w::rs repairea at a cost 
of $ 1,000 which wa£ not borne by the 
Government of India. The repair of the 
second tube is estimated to cost $ 56,000. 

(iv) The Ministry incurred an expenditure of 
Rs. 6.43 lakh~ · on tbe deputation of a 
Scientist abroad. Within a few months of 
bis recall from deputation', the Scientist left 
India despite having executed a bond to 
serve for 4 years after the deputation. 

(v) As a result o: the delays in executing the 
contract by foreign firm 'B', equipments 
worth Rs. 12 Iakhs, procured by the R&D 
E stt. were !yi n!~ unused till June 1985. 

(vi) Though the contract with foreign firm 'D ' 
was signed on 25th November 1981 , the 
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work on the co,r,tract was commenced in 
August 1983 only for completion by April 
1985. Government accepted an increase 
in cost of the contract amounting to 
$ 43,000 on the ground of escalation in 
wages. 

(vii) Due to delay and slow prngress of the con
tracts with the foreign firms the R&D Estt. 
resorted to indigenous development of sub
systems 'XX' and 'XZ' by an Undertaking at 
a cost of Rs. 114.27 lakhs (inducting FE 
Rs. 51.08 lakhs) . 

(viii) Against the original estimated cost of the 
· project which was Rs. 142.50 lakhs (indu

dilig FE Rs. 84 lakhs) in July 1976 the 
revised cost for which sanction was accorded 
by tbe Nlini:>try in July 1983 was Rs. 578.76 
lakhs (includ.in~ FE Rs. 383.88 lakhs). 

(ix) Though the requirement · was projected as 
operational by the Air Force as early a!; in 
March 1967, the equipment could not be 
provided to the service even after a lapse 
of 18 years. Although no import of equip
ment 'X' was made, a contract was ~:igned 

with a fo reign country for import of 8 
numbers of similar equipment at a total cost 
of Rs. 45.6 crores; its delivery was expected 
over the period 1985 to 1988. 

11. Purchase of diving boats for the Na"1' 

Sanction of the Government was accorded in 
September 1977 fC?r the procurement of 4 numbers 45' 
steel diving boats required for training and diving 
operations at an estimated cost of Rs. 28 lakhs along 
with Base and Depot Spares at a cost of Rs. 4.20 
lakhs. 

However, the first tender enquiry was issued by 
the Directorate of Naval Construction (DNC) in 
December 1981 after revisicn of Government sanction 
to R s. 34.5 lakhs for boats and Rs. 4.30 Jakhs for 
spares in May 198 1. T he quotations were opened 
in March 1982. As the offers ranged between 
Rs. 69.68 lakhs and Rs. 79.60 la!<hs against the 
sanction of Rs. 34.5 lakbs, it was decided to obtain 
revised Government sanctioP once the prices and the 
terms of orders were fin alised. A Tender Purchase 
Committee (TPC) was also constituted to finalise the 
terms. However, as pe:- existing orders, award of 
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contract for purchase of stores exceeding Rs. 50 lakhs 
in value required the approval of the :Department of 
Defence Supplies (DDS) . 

At a meeting beld in June 1982, the TPC, discussed 
terms and conditions of supply with four selected 
builders and they agreed to submit their lowest fixed 
price quotat ions. When the revised offers were 
received in July 1982, the DNC cauied out an 
evaluation and recommenderi pl acing orders on 
firm 'A ' for 2 boats at Rs. 17.80 lakhs each and on 
firm 'B' for 2 boats at Rs. 18 lakhs each. In addition 
transportation charges were to be paid at actuals 
subject to a ceiling of Rs. 2 lakhs per boat. The 
offers were valid upto March 1983. On 14th 
December 1982 Government accorded a revised 
sa'Tlction at an estimated cost of Rs 87 lakhs for the 
procurement of 4 boats and Rs. 12.15 Jakhs for spares. 

Since the total value of the 4 boats was Rs. 87 
lakhs, the case was submitted (18th December 1982) 
to the iDDS for their early concurrence. The DDS 
proposed de novo negotiations and obtaining ·of revised 
quotations from all the ten tenderers, since there were 
procedural irregularities in the earlier negotiations 
of DNC and si nce the tender documents and the 
proposals were totally unacceptable being in violation 
of the prescribed norms and procedures. 

After negotiations with firms, the DDS placed 
supply orders in March 1984 on fi rm 'A' for 1 number 
boat at R s. 23 .06 lakhs for delivery within eleven to 
twelve months from the dat~ of order, firm 'B' for 
2 boats at R s. 22.40 takh·s each for deli'Very within 
nin·cteen months from the date of order and on 
firm 'D' for 1 boat at Rs. 20.80 Jakhs for delivery 
within nine months from the date of order. The 
order pl~ced on firm 'D ' was, however, cancelled in 
November 1984 at its own requ~s t. The quantity 
ordered on firm 'A' was increased (November 1984) 
by 1 number and for the increased quantity the delivery 
period was to be intimated later. The price of the 
additional boat was Rs. 20.80 lcikhs, the rate at which 
firm 'D' was to have executed their order. 

The user directorat~ intimated in November 1984 
that in the absence of steel diving boats "Piecemeal 
measures using inflatable boats were resorted to which 
was a handicap". It fur tht!r added in August 1985 
that the non-avai labil ity of the boats had affected the 
conduct of training ano diving opera! ions. 

The action of DDS in renegotiating m1d obtaining 
fresh quotations necessitated by the incorrect proce-
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dure followed by the DNC resulted in extra 
expenditure of Rs. 17.06 lakhs as under ·-

Name of finn Qty. Rate for Rate for Extra 
each boat each boat ex pen di 
as obtained as obtained tu re 
by DDS by D NC 
(Rs. in (Rs. in (Rs. in 
lakhs) lakhs) lakhs) 

Firm 'A' 23. 06 17. 80 5.26 
20 .80 17.80 3.00 

Firm 'B' 2 22 .40 18.00 8.80 

17 .06 

The Ministry of iDcfenc~ stated in A ugust 1985 
that though the rates obtained by the DNC were lower 
than those obtained, by the DDS, the terms and 
conditions in the first instance, esp ecially the payment 
terms which involved giving of advance to the extent 
of 20 per cent of the contract value without coverill'g 
guarantee, were unfavourable to Government. 

It may be mentioned here that the Joss of interest 
to Government on accoun~ of 20 per cent advance 
payment of Rs. 14.32 lakbs for a period of 9 to 12 
months at the rate of 18 per cent would have been 
Rs. 2.26 lakhs approximately against the ex.tra ex
penditure of Rs. 1 7 .06 lakhs. 

The case reveals that : 

Action towards the procurement of 
4 numbers diving boats th01ugh sanctioned 
in September 1977 was initiated <>nly in 
December 1981. 

The estimated costiof diving boats in 1977 
was Rs. 7 .00 lakhs each against which the 
price contracted in 1984 ranged between 
R s. 20.80 lakhs and Rs. 23.06 Jakhs. 

Compared to the quotations opened by the 
DNC in March l 982 there was an extra 
expenditure of Rs. 14.80 lakhs on the supply 
orders ultimately placed on the ~ame firms 
viz. 'A ' and 'B' in March- November 1984. 

The non-availability of the hoats affected 
tfie conduct of training and d.iving 
o{>erations. 

I 2. Non-utilisation of retromodified aircraft 

Mention was m:ide in paragraph 6 ( 4) of the R eport 
of the Comptroller and Auditor General of In dia for 
the year 1978-79, Union Government (Defence 
Services) about the d:!lay in retro modification of a 



certain aircraft and the reduction in the number of 
aircraft to be retromodificd. Accorcling to paragraph 
1.73 of 33rd Report of the Public Accounts 
Committee (PAC ) 1980-81 (7th Lok Sabha) 
(April 1981), the Department of Defeqce Production 
confirmed to the PAC that all components required 
for retromodification of the reduced number of 1 G air
craft had been received an'd that 9 aircraft had been 
test-fl.own and accepted after rctromodification and 
the remaining 1 aircraft after retromodification was 
in the final stage of acceptance 

In December 1979 , when the necessa ry rctromodi
fication work on th~se 10 aircraft was almost complete, 
the Air H eadquarters (HQ ) approached a Public 
Sector Undertaking (undertaking) to fit these a ircraft 
with certain indigenously manufactured instrumen~s 
in re-placement of the foreign instruments already 
fitted so as to bring these aircraft at par with the 
standard aircraft. Continuance of a differen t type 
of instruments on the 10 retromodified aircraft was 
considered a flight safety hazard. 

The undertaking, however, expressed inability to 
undertake th-e job as this w:rs not included in the 
original plan and as the i~qigen0us ins1 rumen ts bad 
not been procured and were in short supply. The 
undertaking suggested that the plan to replace the 
foreign instruments be postponed till these 10 aircraft 
were due for their first major servicing. Subsequently 
the Air HQ agreed in February 1980 to accept these 
aircraf t with the original instruments ( of foreign 
make) . The aircraft were received by Air Force 
after retromodification between November 1980 and 
January 1982. A certain equipment in 9 out of 10 
aircraft return~ to the undertaking for a special 
check at th~ in'itance of the Air HQ was received 
back in June 1982 . The 10 aircraft, on the 
retromodification of which R s. 277.79 lakhs were 
spent remained unused in the Air Force depot pending 
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replacement of foreign instruments by indigenous 
ones. 

Meanwhile, in May 1980, the Government accorded 
sanction for fitment by the undertaking of indigenous 
ins truments on the l 0 aircraft at an estimated cost 
of Rs. 48.80 lakbs. An order to this effect was 
placed by the Air HQ on the undertaking in September 
1980. The job wa;; required to be completed by 
March 1981. Thi~ time frame was nl1t acceptable to 
the undertaking which, however, agreed to supply 
3 sets of instrqmcnts per quarter from January 1984 
and complete the fitment c:n all the 10 aircraft by 
March 1985. The w1irk has, however , not been 
executed so far (May 1985) . 

The Ministry of- D efence stated (October 1985) 
that the aircraft remained unused, since in the interest 
of flight safety, it was necessary te have all these 
aircraft fitted with indigen0us instruments which were 
in short supply and involved long lead time of 2 to 
3 years in their procurement. The Ministry further 
added that 5 'lircrafts have already been fitted with 
indigenous instruments and the balance \Wre expected 
to be completed by November 1985. 

It needs to be mentioned here that the Air Sta-ff 
Requirement, as amended in May 1977, required the 
fitment of indigenous instruments on retromodilied 
aircraft also. Though the Air HQ as well as the 
undertaking were well aware of this requirement formal 
orders were placed on the undertaking only in 
September 1980 as the formal Government sanction 
to this effect was accorded only in Mav 1980 after 
a lapse of about three years. 

Thus, the aircraft wlv>se retromodification was 
undertaken at a cost of R s. 277. 79 lakhs have re
mained unused since November 1980/ January 1982 
due to non-replacement of foreign instruments by 
illdigenous ones, though this requirement was known, 
when the Air St.aff Reouiremen'. was amended in Mav 
1977. 
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CHAPTER 3 

ORDNANCE AND CLOTHING FACTORIES 

13. General 

1. l ntr0duction 

Groupwise :;J as~ificatiun of existing 35 Ordnance 
and Clothing Factories in the country which are run 
as departmental undertakings producing various items 
for Defence Services, Pan military forces and Civil 
Police are :-

Metallurgical 6 

Engineering 13 

Filling 5 

Chemical 4 

Ordnance Equipment 5 

Miscellaneous 2• 

35 

•Not yet started production. 

The overall management of these factC1Iies rests 
with the Ordnance Factory Board (OFB) . The OFB 
is headed by Director General Ordnance Factories, 
as Chairman and seven other full timr:: Members. 
4 Members arc rcspon<:ibk for man::igcment cf 
30 factories and Additional Dire:;tor General Ordnance 
Factories is responsible for 5 Ordnance Equipment 
Factories (OEF). There are 3 functional Members 
for finance, planning and material management, 
personnel and technical development and services. 
The overall statistical data on the activities of the 
Organisation for the period 198 1-82 to 1983-84 is 
shown in Annexure I. 

2. Cape-city Targets and A chievements 

T he project capacity and installed capacity •1f most 
of the old cst:ibl i~ hell factories arc not known. There 
are, however, eleven factorks (7 new and 4 old) 
whose project capaciiy and installecl. car i11.:it y are 
avai lable. During 1983-f-!4 , out of these. eleven 
factories, one factoi:y utilised project crrpaciry from 
80 to 90 per cent, 2 factories from 60 to 80 per cent, 

SI 1 DADS/85- 3 
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7 factories from 20 to 40 per c~nt and one below 
20 per cent. Similarly, installed capacity was utilised 
from 80 to 90 per cent by 2 factories, 60 to 80 per 
cent by 3 factories, 40 to 60 per f.:ent by one factory 
and 20 to 40 per cent by five factories. An analysis 
of the production performance in the manufacture of 
critical items for the three servi~es during 1984-85 
revealed that the performance was 100 ver ce11t and 
more for 180 items, 90 per cent and above but below 
100 per cent for 11 items and below 90 per cent for 
39 items. 

3. Budget an:/ nctua!s 

Budget grant ;rnd actual. expenditure for J 981-82 
to 1983-84 in respect of Reveoue and Capital for 
Ordnance and Clothing Factories were as under :-

Revenue Ca pital 
Year 

1981-82 

1982-83 

1983-84 

Budget 
grant 

682.34 

777.02 

857.20 

4. Work-in-progress 

Actual Budget 
grant 

(In crores of rupees) 

724.77 73.01 

749.05 69.83 

797.42 89.99 

Actual 

63.56 

59.79 

RI. 70 

As on 1st April 1983, 56,862 manufacturing 
warrants valuing R s. 304.52 ere.res issued upto 
1982-83 were outstanding. Of them, about 48 per 
cent (27,259 warrants) were cleared during 1983-84 
and balance (29,603 warrants valuing Rs. l IJ0.45 
crores) were awaiting completion at the end of March 
1984. Together with the fresh manufacturing 
warrants issued during 1983-84 but not c0mpleted, 
54 ,060 manufactming warrants (valued at Rs. 341.90 
crores) were •rntsramling at the end :)f the yc·ar pnder 
review (March 1934). The normal life llf a manu
facturing warrant is on ly six months. 

5 . Overtime 

All the factories worked 
throughout the year J :>83-84. 

systematic overtime 
The details of over-
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time work for the last three years were as under :-

Year 

1981-82 

1982-83 

1983- 84 

Man-
hours 

(in lakhs) 

811. 11 

822.47 

841 . 76 

Value 
(Rs. in 
er ores) 

30.09 

36 . 56 

42.55 

6. Productivity linked bo1111s 

A scheme for payment of productivi ty lin ked h-onus 
to the employees of Ordnance Factories was intro
duced in 1979-80, the bonus being payable during the 
relevant year wi th reference to 1977-78 as the base 
year. T he payme11:s made d'..l ring the yenrs 198 1-82 
to 1983-84 were as follows :-

Year 

1981-82 

1982-83 

1983-84 

7. In ventory 

Amount in crores 

Rs. 7.25 

Rs. 8.30 

Rs. 9 .56 

As against the total value of R e;. 583.53 cr\1res and 
Rs. 664.56 crorcs in rei.pect of inventories held in 
the factories as on 31 st M arch l 9~2 and 31st March 
1983 respectivdyJ the total value thereof held ~i s on 
31st M arch 1984 was Rs . 713 .31 crores as detailed 
below:-

Value in crores of rupees 

Particulars 31-3-1 982 31-3-1983 31-3-1984 

]. Working stock : 

(A) Active 448 .80 512 .00 556 . 16 

(B) Non-moving . 26.85 40 .03 37.55 

(C) Slow-moving . 30.69 37. 49 38.83 

2. WasttS and obsolete . 24.40 18. 63 21.61 

Surplus stores 6.72 7.05 5 .44 

4. Maintenance stores 46.07 49 .36 53 . 72 

Total 583.53 664.56 713 .3 1 
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T h\! stock holding 111 teuns or average.: munthfy 
consumption of ili.rect anci indirect stores worked llUt 

to 10.89 mon ths against 9 months r\!quiremcnts on 
average in l:::rms of all va riet ie~ of stnrcs. An amount 
of R s. 8 cror.~s worth of inventNy was helc.i in one 
factory as fire-:i ffected stores (mentioned in the Report 
of the Comptroller and Aud it•Jr General of lnd ia, 
Union Governmi~nt (Defence Services ) for the year 
1983-84 also) and the loss was yet to be regularised 
(October 1985). 

The total number of items of non-moving (stores 
not drawrY for a cont inuous period of three years or 
more) and slow-moving (stores not drawn for a 
conti nuous period of one year) stores durin2 the years 
198 1-82 to 1983-84 were as under :-

Non-moving Slow-moving 
Year 

Items Value Items Value 
(Rs. in (Rs . in 
crores) crores) 

1981-82 1,23,389 26. 85 41,91 5 30.69 

1982- 83 1,31,434 40.03 41,794 37.49 

1983-84 1,18,057 37 .55 40,306 38.83 

8. Stock Verification 

Cases of deficiencies and surpluses arc inn casing 
in the ordnan.:c factories. Annual stock vnification 
carried out by an independent group under the control 
of O FB/ OEF Headqu<irter5 fou nd the fo llowing 
deficiencies and surplus~5 in tl~c factories :-

Year Deficiencies Surpluses 

( In lakhs of rupee~) 

1981-82 18. 94 10 .87 

1982-83 23.93 33. 21 

l 98J.-84 28.83 68. 12 

Tne total number o( items f11r which stcck was 
n.ot verified during 1983-84 was 10,227 in 6 factories. 

) 
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J 981-82 I 982-83 

2 3 

I. Average value of fixed 
capital assets (Rupees in 
crores) 402. 45 

2. Man-power (No. in lakhs) I . 76 

3. Net co~t of production 
(excluding inter-factory 
demands (Rs. in crores) 621.01 

4 

431.92 

I. 79 

697.75 
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ANNEXURE I 

(Referred to in Sub-para J) 

Overall Statistical Data 

1983-84 

5 

467 .80 

I. 78 

803 .93 

2 

15. Extent of requirement of 
stores (Armament, Ord
nance, C lothing, Mecha
nical Transport) met by 
Ordnance Factories in 
tl!rrns of percentage : 
Army 

Navy, Air Force and 
others . 

3 4 5 

62.53 55.08 54 .94 

46 .98 37 .69 30.27 

4 . Capital output ratio I : l. 54 1 : I. 62 I : l. 72 

5. Factory cost analysis in 
terms of percentage of 
gross value of produc
tion : 
Material 
Labour 
Others 

6. Gross contribution value 
(value of production 
less materials and out
side supplies and services 
(Rs. in crores) 

7. Wages (Rs. in crores) . 

8. Net contributed value 
(gross contributed va lue 
Less wages (Rs. in crores) 

9. Net contributed value 
per Rs. 1 crore of fixed 
capital assets (Rs. in 
crores) 

10. Average earnings per 
employee (Rs.) 

11 . Net contributed value 
per employee (Rs.) 

12. Value of abnormal re· 
jection (Rs. in crores) 

13. Percentage of abnormal 
rejection on gross value 
of production 

J4. Customer composition 
(percentage of total issues 
net of inter-factory de
mands) Anny · 
Navy, Air Force and 
others . 

C ivil Trade 
Own stock ancl capirnl 
works . 

68 .80 
6.45 

24. 75 

245.65 

50 .80 

194 .85 

0.48 

10,504 

11,071 

4 . 15 

0.53 

90.48 

3.54 

4.36 

1.62 

67 .68 
6. 44 

25.88 

281.11 

55.99 

225 . 12 

0 .52 

J2,J49 

12,606 

5.05 

0. 58 

88.86 

3.64 

5 . 12 

2. 38 

67.40 
6.80 

25.80 

33 l.60 

69.10 

262.50 

0.56 

14,1 22 

14,714 

4 . 12 

0.40 

87.90 

3.85 

5.30 

1.95 

16. Value of inventorie.s (Rs. 
in crores) 

17. Surplus, obsolete, slow
moving and non-moving 
inventories (Rs. in crores) 

18. Norms of general inven· 
tory holdings in terms of 

583 .'53 

88.66 

664.56 713.31 

103 .20 103.43 

months requirements 6 months 6 months 6 months 

19. Inventories in terms of 
months consumption 

20. No. of warrants pendency 

(i) To ta l No. of wa rrants 
on 31st March 1982/ 

11.0~ 

months 

1983/ 1984 54, 728 

(ii) No. of warrants more 
than one year old 
on 31st March 1982/ 
1983/1984 28,158 

21. Normal manufacturing 
cycle/normal 'life of 

11.11 
months 

56,862 

32,079 

10 . 89 
months 

54.060 

29,603 

manufacturing warra nts 6 months 6 months 6 months 

22. Value of components 
and products in stock 
(Rs. in crores) 100.09 131.41 

23. Components al)d pro
ducts holding in terms 
of months production I . 53 I . 81 

months months 

135. 78 

1.61 
months 



14. Injudicious/ unnecessary purchases of equipment 

(i) Unnecessary procurement of costly imported plant 

In paragraph 17 of the Rep<>rt of the Comptroller 
and Auditor General of India, Union Goverur.ient 
(Defence Services) for 1975-76, mention was made 
of the delay in commissioning o~ an import~d vacuum 
degassing plant procured in May 1974 for a factory 
(factory 'A' ). The plant was commissioned in 
March 1976. The total investment on the procure
ment, erecuon and commissioning of the plant was 
Rs. 57.2~ lakhs. 

Against an order (August 1977) of the Director 
General Ordnance Factories another va.:uum degassing 
plant (cost : R s. 49.28 lakhs including customs duty 
at1d freight charges) was received ill' factory 'B' iri 
October 1978 from a foreign firm. When according 
to the qrder the Indian agent of the firm was to 
supply certain indigenous items of the plant 'liz. 
tapping ladle, pony ladle, measuring instrumen t, 
ba1ometric condensors, etc. by Dec~mber 1978, 
these items were received in the factory only during 
Octo ber 1979 to November 1980. T he belated supply 
of indigenous items was stated to be due to critical 
power crisis faced by the Indian agent to manufacture 
them. The foundation work for the plant was com
p1eted in April 1981 (cost : Rs. one lakh). The 
plant was erected and commissioned (cost : R s. 3.80 
1akhs ) under the supervision of the foreign hrm in 
December 1981 and put to regular use in April 1982. 
The factory stated (Ft:bruary 1982) that due to dday 
in commissioning of the plant the factory had not 
suffered any inconvenience or production loss. 

Since commissioning, the two plants hav~ been 
used only intermittently. In factory 'A' the plant 
was used for only 12 treatments till February 1982 
due to non-avail ability of high quality refractories 
indigenously. The number of hours involved in the 
treatments were not recorded. The records show 
that in factory 'B', the plant has been used for about 
30 treatments (300 hours) till J anuary 1984. Factory 
'B' sta ted (D~emher 1983 and December 1984) that 
the plant had been used intermittently owing to vari
ous limitations viz. required t~mperature (1680°C to 
1700°C) for vacuum treatmen~ was not always 
available for one reason or the other; indigenous 
refractories were not of the quality to withstand the 
high temperature ; after each vacuum heat there had 
been damage to the banks; bottom and furnace lining 
required frequent repairs etc. 

In February 1982, the plant at factory 'A' met 
with an accident and was damaged . On 1st February 
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1984, the plant at factory 'B' also explutle<l . 1he 
explosion resulted in 12 liv~s being lost and a number 
of people injured. An amount of Rs. JU. 7 7 lakhs 
was paid (February to July 1984) to the bereaved 
fam il ies and injured perso_11nel on acc0un~ of ~om
pensat ion. The steel melting shop also remained 
closed for two months during February and March 
1984. The M injstry of D efence (Ministry) ~tated 
(December 1985) tha t the loss of production during 
these months was made up anc.l the annual production 
target was maintained. 

A Board of Inquiry (Bl ) constituted in Febru.iry 
1984 to investigate the cause~ of the explosion at 
factory 'B' observed that there was no evidence of 
gross negligence or major failure that lcJ to the 
accident and since there was no record qf similar 
accident elsey.rhere, apparent!.,y there was no gross 
design defects in the plant. The BI further opined 
that "a chain of minor deficiencies led to a situat ion 
where this catastrophic accident was triggered ofI. 
While there can be many lessons learnt and improve
ments suggested there is little cause for blaming 
ope.rations :or design. A basic reason for this can be 
traced to the highly intermittent operation of the 
vacuum degasser in contrast with practica1ly con
tmuous operation at other steel melt shops" . Accord
ing to the Ministry (December 1985) continuous 
running of ,the plant was not possible due to initial 
teething problems, limited requirem-ents of high qliality 
steel, non-availability of quality refractQries, et~. The 
plant is yet to be rectified and recommissioned 
( O~tober 1985). After repair, the plant at factory 
'A' had i!lso not been recommissioned as the question 
of safety in the operation of the plant ctm1e up due 
to the explosion at factory 'B'. 

When the plant for factory 'A' was pr'ocured, it 
was claimed that vacuum degassing was inescapable 
and that economy would result due to Jess rejections 
during manufacture and there would be improvement 
in the quality of gun barrels manufactured. It was 
also claimed that with the use of the equipment it 
would be possible to cut sh9rt the prolonged annealing 
cycle to only a few hours. Without taking proper 
consideration of the various requirements l ike main
tenance of temperature, availability of suitable refrac, 
tories, and the very limited requirement for the use 
of such sophistic~ted machines the two factories went 
ahead with the procurement of the'Se machines. Con
sequently due to t~~ delay in initial commissioning of 
the plants and their intermittent use and non-use after 
the accident/ explosion, the investment of Rs. 111.31 
lakhs has not been fruitful. 

-
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14.(ii) Blockade of capital 

In paragraph 7 of the Report of the Comptroller 
and Auditor General of India, Unio;1 Go~crnment 
(Defence Services) for 1977-78, it was mentioned 
that while planning the establishment ot factory ·F' 
in 1964, it was decided to include facilities (or manu
facture Gf brass strips for production of brass blanks 
required for a cart ridge case for an ammunition but 
the facilities were not subsequently sanctioned <ind 
the brass blanks were being obtained from factory 
'G'. 

Despite non-prov1s1on of facilities ior manufoct.tre 
of brass st rips, the Direc tor General Ordnance Facto
ries placed a.n order (December J 969) on a public 
sector enterprise (PSE ) for supply or an imported 
hydraul ic press to factory 'F ' along with two sets ~f 
tools at a total cost of R s. 27.19 lakhs for blanking 
of strips for the cartridge case. The Ministry of 
Defence (M inis try) sta ted (December 1985) thut 
though strip making facilities were not provided, 
procurement of strips frop:i trade and blanking thereof 
at factory 'F ' was planned when the factory was set 
up and that as the factory was already having a large 
number of presses and other anc illary ·;)lant and 
machinery for the cartridge case, it was considered 
essent ial to have the blanking press :tlso in order to 
make prod uctipn of cartridge case self ~ufficient. 

The press was received in . Janµ ary 19 71 rnd 
commtssioned in March 1974 (erection cost : Rs. 0.64 
lakh). It was. however, lying idle in the factory till 
1983 as brass blanks continued to be received from 
factory 'G' . In April 1983 the factory imported 50 
metric tons of strips (cost : Rs. 16.32 lakhs) and of 
this only 22.03 metric tons were blanked in the _t;ress 
during March 1984 to A pril 1985. Accordi11g to 
Ministry the slow utilisa tion of the impor ted strips 
was due to the availability of blanks from factory 'G '. 

As factory 'F ' was meeting its requi rements out of 
the supplies from factory 'G', the procuremem and 
commissioning .of the machi ne ( total cost : Rs. 27.83 
lakhs) was unnecessary. T he M inistry s:ated 
(December 1985) that as trad e facilities for meltJng 
and rolling of brass slrips were avai lable near factory 
'G' . that fact'ory was meeting the requiremen ts o[ 
blanks for factory 'F'. The M inistry added that rhe 
press at factory 'F' was being considered for blanking 
of aluminium strips for another type of ca rtridge cust. 
for which indigenous source was under development. 
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14. (iii) Unfruitful ex penditure in procurem ent of 
·dolomite kilns 

Against an indent of factory ·A' (February 1970), 
the Disector General Supplies and Disposals placed 
an order (October 1970) on a firm for supply and 
erection of two dolomite burning kilns (capacity : 
22 tons per 24 hours each) at a cost of Rs. 6.92 Jakhs. 
T he ki\ns were required to replace two old kilns pro
cured in 1945/ 1946 for calcination of dolomite. 

The kilns were Lo be supplied by July 1971. The 
date of delivery was extended from time to time and 
the factory received the lcilns in March 1973. ' :'he 
foundation work for one kiln was completed in April 
1973 and that of the other in D ecember 1973 (total 
cost : R s. ·3.27 Jakh.s). The D irector General 
Ordna,nce Factor ies accordt?d sanction in June 1974 
for construction of <1 shed for the kilns at a cost of 
Rs. 5.27 lakhs. T he scope of the work was fi nalised 
(April 1973) by a Reece-cum-costing Board (with 

G eneral Manager of factory 'A' as Presiding Officer 
and representatives from the factory and the M ilitary 
E ngineer Services (MES) as member. ) after con
sidering that the fo undation work for the kilns m ig.b t 
be compJeted and the kilns erected, before the \.1ES 
could take up tJ1e construction of the :;hed . Yet, the 
MES pointed out subsequently (October 1974) cer
ta in dilliculties to execute the civil works in view of 
the completion of the fo undation work -:arlier. The 
scope of the civil works was therefore modified to 
increase tbe overall size of tl!e shed to avoid fouling 
of fo undations, to readjl!St the external services etc. 
and a ~evi.sed sanction was issued after 4 years in 
November 1978 for construction of ! he shed at an 
estimated cost of R s. 7.36 lakhs. Accord ing to 
Ordnance Factory Board (December L985) , due to 
unavoidable procedural delay, the issu~ of revised 
sanction was delayed . When the revised sanction was 
issued, the shed and the kilns were not req uired any 
more, as meanwhile, the open hearth furnace was per· 
manently shut down (October 1978 ) llld there was 
no requirement of calci ned dolomites. T he shut clown 
of the open he~rth furnaoce and installation of an 
electric arc furnace in lieu was plann.?d in 197 5 / 
1976. 

Against the stipulated period of J 8 mon ths i.e. by 
April 1980, the MES completed the construction of 
the shed was taken over in J anuary 1985. The
provide.¢ at the rciof, the factory did no t take over 
the shed ini tially from the MES. In the 1dministra
tivc approval for the shed, the requi red space at the 
roof was not provided . After necessary rectification 
the shed was takert over in J am•Jary 1985. The 
construction cost of the ~bed was R s. 8 .25 lakhs. 



Meanwhile, the .firm took up erection of one kiln 
in April 1973 and completed the trial run of the kiln 
in July 1978. The erection of the scconc.l kiln was 
taken up in September 1978. During erection cf this 
kiln the firm intimated (December 1978) that almost 
all the steel portion of the kiln was heavily corroded 
due to contact with moisture and rain and required 
rectification. According to the Ministry of Defence 
(Ministry) (January 1986) the materials were under 
the custody of the firm. T he firm rectified the damages 
without apy cost and con1missioned the kiln in 
January 1981 . 

D ue to delayed completion of construction of the 
shed in July 1982, both kilns remained exposed 
to weather for a long time after their commissioning 
in July 1978 and January 198l. Even after thei r 
commission ing, the kilns were not used at all due to 
change in requirements. The Ministry stated (J~nuary 
1986) that it was proposed to sell the kilns by auc
tion and to use the shed for factory's maintenlnce 
purpose. 

An investment of Rs. 18.44 lakhs in procurement 
and commissioning of the kilns thus became inJruc
tuous. Of this, an amount of Rs . 8.25 lakhs could 
have been saved if the requirements of kilns were 
reviewed in 197511976 and further action on the 
construction of the s11ed stopped. 

14. (iv) Procurement of al! unsuitable press due to 
wrong specification 

In J u11c J 9 7 6 factory 'A' placed an indent on the 
Dir.ector Genera( Supplies and Disposals (D GS&!D) 
~r procurement of a hydraulic press of 500 tonne 
capacity in replacement of an old press in use since 
1964. Although the press was to be used for 'off 
centre. loading' this aspect was not stipulated in the 
specification . 

Out of 9 offers forwarded by the DGS&D (Novem
ber 1976) factory 'A' recommended (December 
J 976 and February 1977) the offer of a public sector 
enterprise· (PSE) for acceptance_ and accordingly, the 
DGS&D placed an order in February 1977 for ~upply 

of the p ress at a total cost of Rs. 17 .57 lakhs. The 
spares for the press were ordered in August J 978 at 
a total cost of Rs. 0 .52 lak.h. 

The press w:is received in the factory in October 
1978. When it was commissioned (January 1979) 
the factory noticed that the press could not be u~ed 
for _'o ff centre loading' and the requirec work 
(straightening of plat~) could not be done. The PSE 
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stated (May 1979 and June 198 1) that the press 
was built exactly as per specification in the crder in 
which off centre loading was not mentioned and that 
off centre loading was prohibited for this press. After 
th~ PSE bad carried out certain modifications, the 
press was commissioned in January 1983 but ~incc 

the off centre loading was not provided, it was recom
mended to take only 25 tonnes at one metre radius 
with 10 per cent variation in distance and load against 
100 tonnes required by the factory. The press was, 
therefore, partially utilised and the condemned old 
press was also being utilised to meet production 
requi rements (December 1984) . ln reply lo the 
dra_ft paragraph, the Ministry of Defence. (Ministry) 
stated (September 1985) that the off centre loading 
problem has not yet been solved fully and the rectifi
cation of the defects was under corr~pondence with 
t11c DGS&D and the PSE. Simultanoously, the Minis
try stated that the new press had been put into 
effective use barrin_g a small qua ntum which had been 
loaded on the old press. The Ministry also adclel.i 
that the maintenance cost of the oll.i P.!·cs~ uurmg 
June 1979 to May 1982 was Rs. 0.18 lakh :rnd that 
they were working out the maintenance cost for the 
period upto 1984. The extra exrenditurv in produc .. 
tion due to the use of the old press and loss in pro
duction due t.o receipt of the defective press arc 
awaited. 

Thu , due to the wrong and in~omplete specifica
tion, the press procured and erected at c total cr;st 
of R s. 18.61 lakhs (inclusive of taxes, freight charges 
and cost of erection) was not serving the intended 
purpose fully since its procurement in Octoher 
1978. 

15. lnju~!cious purchases of stores 

( i) Extra expenditure in purchase of a store 

In response to an advertisement of an OrdnJnce 
Factory in M~y l 979 for supply of 6, 100 metres of 
seamless steel tubes, seven offers ranging from Rs. '.260 
to Rs. 387 per metre were received (June 1979). 
Firm 'A', a stockist of the tube offered the lowest 
price of Rs. 260 per metre. Firm 'B' was a manu
facturer of the tube and they were also an established 
source of supply. Their offer at Rs. 326.87 p~r metre 
was the fourth lowest. 

In August 1979 the factory placed an order on 
firm 'A' for 200 metres of tube at Rs. 260 per metre 
to be supplied by 31 st August 1979 or earlier. It 
was stipulated that the quantity might be increased 
to 6, I 00 metres on satisfactory performance uy the 
firm. After acceptance by the Inspectorate :11 the 
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firm's premises, 200.1 3 metres were suppl ied by 
November 1979. Before the suitability_ of the materiaJ 
was tested, the factory increased the ordered 
quantity ( ovember 1979) to 4,700 metres 
for supply by 3 1st December 1979 or earlier. 
The Ministry of Defence (Ministry) stared (October 
1985) that since the material was duly accepted by 
the in_specting authority the ordered quantity was in
creased and that as the factory was already rroJucing 
the end component from tubes procured, the questio n 
of testing suitability of the material did not arise. The 
fact, however, re~ains tha t the factory had no pre
vious experience of the su pp lies qf firm 'A'. 

The fi rm. requested the Inspectorate in November 
J 979 for inspection of the increased quantity but as 
the Inspector could not complete the inspection, the 
delivery period was extended (April 1980) up to 
May 1980. Meanwhile, in J auuary 1980. when the 
fi rst consignment of 200. 13 metres was ·!?ut to use, 
dimensional discrepancies and cracks were noticed 
after machining. Yet the Inspectorate accepted 
(August 1980) another consignment of 398 metres 
and these tubes also showed cracks during use 
(October/ November 1980). The fi rm did not <;npply 
the balance quantity (4 ,102 metres). The Ministry 
stated (October 1985) that the order on the firm 
had not yet been cancelled s ince the supplied materials 
were under dispute and that after retesting, the Chief 
Inspector (Metal) had permitted (May 1985 ) their 
use. 

As the stock and dues position of the tubes was 
unsatisfactory due to the failure of firm 'A' to supply, 
the factory invit£<1 fresh tenders in March 1981 for 
procurement of 5,288 metres of tubes. The nffer of 
firm 'C' (Rs. 330 per metre) was the lowest and 
that of firm 'B' (Rs. 364.39 per metre) was the 
second lowest . Firm 'C' was a stockist and they 
fai led to convince the factory in regard to their capa
city till 15th May 1981. Although the 0ffer of firm 
'B' was valid up to 28th May 1981 the order was not 
finalised expeditiously and the factory procured 
(November 1981) 4,325 .88 metres from them at 
increased cost of R s. 396.13 per metre by placing an 
order on 3rd August 1981. The late placing of the 
order on firm 'B' involved an extra expenditure c f 
Rs. 1.37 lakhs . 

T he entire transactiQn revealed that : 

( i) Orders on firm 'A' were placed (August 
1979 and November 1979 ) for 4, 700 
metres of the tube withom proper a~sess

ment of their capability, capacitv i:11d 
quality of initial supply. 
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( ii) Fir m 'A' supplied only .. 598.13 metres duly 
accep ted by the Inspectorate. These were 
found to have cracks during machining but 
after a lapse of five years the material has 
been permitted for use. 

( iii ) Due to the failure of firm 'A ' the factory 
procured 4 ,325.88 metres of seatr.less tube 
from firm 'B' ; this order was not placed 
within the valid ity period of offer 0f firm 'B' 
and extra expendit ure of Rs. L. 37 lakhs 
was incurred . 

(iv) If an order of 4,325.88 metres of tube had 
been placed on firm 'B', an cs tablish!d 
source of supply in August 1979 leaving 
only the balance for firm 'A' as an experi
mental order, an extra expenditure of 
Rs . 3.00 lakhs could have be;n avoided. 

15 . (ii) Extra expenditure in procurement of com
ponents .. 

Ammunition 'K ' was a regular item of production 
in factory 'A' tilrl966-67. For its production factory 
'B' supplied brass stamp forgings for components 'P' , 
'Q' and 'R'. There was no order for the ammuni
tion on factory 'A' during 1967-68 to August 1980. 

ln September 1980 and November 1981 the 
Ordnance Factory Board placed two orders on factory 
'A' for 4,000 numbers of ammunition 'K '. T he pro
duction programmes given to the factory were 450 
numbers during 1982-83 and 900 numbers per year 
from 1983-84 . Only during Sep tember 1981 to May 
1982 the factory placed demands on factory 'B' for 
supply of brass stamp forgings fo r components 'P', 
'Q' and 'R ' . Machining of the fo rgings was planned 
to be done at factory 'A '. T he estimaLed Jabour 
charges for macbfoing were Rs. 3.94 each for com
ponent 'P', R s. l.37 each for component ·o· and 
Rs. 6.88 each for compvnenl 'R' (According to 1he 
factory the estima tes were not updated) . F actory 
'A' stated (July 1985) that the demands 0 11 factory 
'B' were delayed as before placing th~ demands the 
possible left over 9f materials/semis fro m the earlier 
orders completed 1011 2 years ago were cl1ecked and 
the ~timates were rechecked/ updated. 

Before placing t~e demands, factory 'A ' d id not as
certain from factory 'B' whether they could supply 
the forgings for the present demands. According to 

Ministry of Defence (Ministry) (December 1985) 
since supplies were made by factory 'B' ea rlier, the 
necessity to ascertain their capacity was not felt. In 
September l 982, i.e.., after one year of placement of 
the fi rs t demand, factory 'B' expressed their inability 



to supply the forgi ngs due to non-availabi li ty uf d ies 
and overload of work. 

Even prior to final reply from factory ' B' for !>upp!y 
of forging only, facto ry 'A' initiated action (June 
1982) to procure machined components from t rade. 
The Ministry stated ( December 1985) that as there 
was no identified definite capacity at factory 'A' the 
machining of the forgi ngs was accommodated earlier 
within the existing capaci ty with make shift ;mange
mcnts and that after 1966-67 the capacity got eroded 
in course of time. I t was, however , observed in audit 
that besides placing of a demand on factory 'B' for 
forging in May 1982, factory 'A ' intimated Audit 
(July 1985) that trade procurement of machined 
components would have been dropped if fac to ry 'B' 
had agreed to supply the forgings. 

O ITers for both machined components and forgings 
were received from trade. However, orders for !he 
machined components only were place<l on firm 'X' 
(April 1983 and July 1983) for l ,"840 numbers of 
'P ', 2,000 numbers of ' Q ' and 2,020 numbers o f 'R ' 
at Rs. J 88.00, Rs. 97 .50 and R s. 310.00 each res
pectively. Procurement of fo rgings from trade c:-nd 
their machining at factory 'A' would have result~d in 
a saving of R s. 9.05 lakhs. 

F irm 'X' supplied component 'P ' during October 
1983 to February 1984, compo.nent 'Q' during July/ 
August 1983 and component 'R ' durin!$ July to 
October 1983. Against the targets of 450 numbers 
in 1982-83 and 900 numbers in 1983-84, tbere was 
no production of the ammunition dur ing these two 
years and the CQmpon ents were taken into use only 
from November/ December 1984. According to fac
tory. 'A' (July 1985) production of the ammunition 
could not be planned/ commenced earlier c:ue to non
av~lability of various other components from trade. 

15. ( iii) Delayed relaxation of specification o f a store 
invO/ving loss 

Since 1977 firm 'J' was the only established indi
genous source of supply of paper for base wade; (for 
paper cartridge cases) to a factory. The specification 
provided that the chloride content in the paper should 
not exceed 0 .05 per cent but supplies upto 0.07 per 
cent chloride content were being accepted nnder devia
tion when the firm had fa iled to supply the store con
forming to the specification. 

Against an indent (May 1977) of the factory, the 
Director General Supplies and Disposals (DGSD) con
cluded a contract (November 1977) with firm 'J' for 
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supply of 54,200 kgs. of paper to the factory at 
R s. 4.10 per kg. in 3 lots (17,500 kgs by 31st Decem
ber 1977, 22,400 kgs. by 30th June 1978 and 14,300 
kgs. by 30th November 1978). T he firm d id neither 
supply the first lot by December 1977 nor did it apply 
for extension of deUvery date. The DGSD, on his own, 
extended (March 1978) the delivery period of the first 
lot upto 15th April 1978 by way of performance 
notice. 

Though the firm had specifically confumect !rt 
August/October 1977 that chloride c.on tent would be 
maintained at 0.05 per cent, on 25th April 1978 they 
stated tha t they were not able to ma nufacture the store 
to th is specification and the relaxation Lpto 0.07 per 
cent chloride conten t should be allowed together with 
extension of delivery period for lite first lot upto 
30th June 1978. However, the inspecting authority 
and the authority holding sealed particulars, advised 
the DGSD (June 1978) that since the paper was to 
be used in cartridge cases which come into contact 
with brass components, it was necessary to maintain 
the chloride content percentage within the specified 
limits and that if supplies were found not conforming 
to the specification limits for chloride content, the 
matter might be taken up at that s tage for acceptan'Ce 
under deviation , only in case the. stores were urgently 
required by the factory. For want of a n amendment 
to the contract relaxing the chloride content, the firm 
requested (November 1978) the DGSD to treat the 
contract as cancelled. 

After the firm's request for cancefla tion of the con
tract was communicated (December 1978) the factory 
in consu!tation with the I nspectiort authority intimated 
(February 1979) the DGSD that against the contract
ed quantity of 54,200 kgs. at least 10,000 kgs. of 
paper should be supplied with chl0ride content of 
0.05 per cem and for the balance, the firm should 
make all efforts to bring down' the chloride con~ent to 
th~ minimum, though relaxation uplo 0.07 per C·~llt 

would be pcrmisiblc. As the decision was taken in 
February 1979 after the contract period was over the 
DGSD could not enforce the contract. The firm 
wanted (July 1979) placement of a fresh con'tract for 
supply of the store with 0.07 per cent chloride content 
at an enhanced price of R s. 6.25 per kg. The contract 
was, therefore, cancelled (September 1979) at the risk 
and cost o f the firm . Subsequently, th e DGSD pro
cured (March 198 1 to April 1983) the cancelled 
quan1ity of 54,200 kgs. alongwith an additional 
94,800 kgs. against a further demand of the factory 
(June 1979) from the same firm at higher prices ot 
which 25,000 kgs. were having chloride content of 
0.05 per cent (cost: R s-. 7 .10 per kg.) and the balance 
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(1 ,24,000 kgs. ) of 0.07 per cent (cost : Rs. 6.90 per 
kg. ) . The delay by the factory / inspection authority 
in decid ing the issue of acceptance of stores in relaxa
tion of the specification involved an extra expenditure 
of R s. 1.53 lakbs (excluding taxes) in the repurchase 
of 54,200 kgs. of paper. 

The Department llf Supply stated (August 1984) 
that the delay was entirely on the part of the ind~n lo r, 
who took 9 to 10 mvnths in communicating the deci
sion. T he indentor, h0wever, stated (September 1984) 
that there was no delay on their part an'd the DGSD 
sho.'Jld have progressed the procuremeut ac' ion and 
located altern.:ilive sources irf the light of In spection 
authori ty's ini tial advice (Ju ne l 978) regarding 
chloride content. 

T he case revealed that 

The D GSD fai!ed to enforce the terms of 
the contract in spite of the firm's commit
ment to supply as per specification. Subse
quent!v the same firm supplied according tn 
specification· but against a fresh order at 
enhanced rate. 

The repurchase of 54,200 kgs. of paper due 
to delayed decision by the factory / inspec
torate on the acceptance of stores with 
0.07 per cent chloride content involved 
extra cxpendi'.ure of R s. 1.53 Iakhs and this 
could not be recovered from the firm 
through risk purchase due to delay in• can
cellat ion o( the contract. 

General damages on accoi.mt of breach ot 
contract had also 11ot been n;covered 
(December 1985) from the firm. 

16. fofructuous expenditure 

( i) l njudicious handling of receipts a_nd consequent toss 
In February 1982, th e Ordnance Factory Board 

( OFB) placed a consolidated indt:nt on the Defence 
Coal Cell (DCC) covering the requirements of coal/ 
coke for 21 Ordnance Factories during 1982-83. For 
Factory 'A ' the requirement W!'\S 2,838 MT to be 
suppl ied at the monthly rate of 242 MT from April 
1982. 

The D CC placed an order on a coll iery in Feb
ruary 1982 for supply of the coal to factory 'A' with 
staggered schedule of de!ivery. Despite the schedule for 
s taggering the delivery, tbe colliery supplied 4,372.50 
Mt in 183 wagons dur ing April and M ay 1932. The 
excess supplies were, however, not returned to the 
colliery at their cost, though the factory's capacity to 
handle ra ilway wagons was l imited. Instead 67 wagons 
containing 1,714.50 M T of coal were diverted to fac
S/ 1 :OA.I>S/85--4 
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tories 'B', 'C>, 'D ' and 'E' in June and July 1982 in
volving freight charges of Rs. 1.22 lakhs. The 
Ministry of Defence (Ministry) stated (January 
1986) that si11ce the sister factories responded to 

. accept the coal wagons to be diverted to them, the 
question of returning excess coal to the supplier d id 
not arise. T he Ministry added that returning of the 
excess wagons also involved rebookin~ and demurrage 
charges. The contention is not valid since coal was 
also expected to be received l~y the sister factories 
from the collieries against the OFB's indent and. the 
freight and demurrage charges involved in returning 
the excess coal were recoverable from the supplier. 

A!though factory 'A ' despatched the coal to the 
sister factories after obtaining their consent due to 
receipt of coal direct from the collieries against their 
own quota, factories 'B' and 'C' divered back 
2,752.60 MT to factory 'A' (factory B : 1,895 MT 
from supplies from the collieries; factory 'C' : 857.60 
MT received from factory A) during June to Septem
ber 1982. F actory 'A' cleared the wagons by 
October 1982. The freight charges involved wa~ 
Rs. 2.30 lakhs. The Ministry stated (January 1986) 
that as factories 'B' a nd 'C' had no space to 
accommodate all t he coals received at a time, they 
diverted the supplies to factory 'A '. According to 
factory 'A' (June 1985) the clearance of the wagons 
at their end was delayed for want of despatch details 
and other particulars, shortage of accommodation , etc. 

D ue to the detention of coal wagons for a Jong 
period at factory 'A ', ~he Railways cJajmed dcmurrage 
charges of R s. 19. 72 lakhs. Subsequently an amoun t 
of Rs. 3.83 lakhs was waived off by the R ailways. 
Rs. 7.55 lakbs have been paid and R s. 8.34 lakhs are 
yet to be paid (September 1985) . 

The factory 'A' incurred a Joss of Rs. 19.41 lakhs 
( Rs. 3.52 Ia khs as freight charges and R s. 15.89 lakbs 

as demurrage) . The M inistry stated (January 1986) 
that the R ailway Board had been requested ( February 
1985) for waiver of the entire amount of demurrage 
charges. 

16. (i i) Loss in the purchase of stores 

Failure to purchase stores at the risk and cost of the 
firms defaulting against con1racts concluded with them 
involved a total Joss of Rs. 27.55 lakhs in the follow
ing cases : 

I . Against an advertised tender, the Ordnance 
Factory Board (OFB) received (March 1979) only· 



one quotation from firm 'X' an•d placed an order on 
the fi rm in July 1979 for 1,25,000 number5 of item 
'P' at Rs. 4.50 each and 45,500 number5 of item ' Q' 
at Rs. 2. 10 each plus 4 per cent central sales tax. 
Supply of ite m 'P' was to be completed by Oc~ober 

1980 or earlier aod that of item 'Q ' by September 
1979. T he delivery period was extended several times 
till 11th May 1981 by amendments and performance 
n•otices. The firm submitted 16,000 numbers of 
item 'P' and the entire quantity of item ' Q' for inspec
tion at its premises. These were accepted under devia
tion (October 1980 to May 1981) with 4 t~ 7 per cent 
price reduction. 

Even though the firm failed to execute the order 
despite issue of performance notices the order was not 
can·celled. The fi rm was given further extension of 
time up to 15th July 1981 and then again up to 
31st August 1981 without any request therefor. T he 
firm did not also acknowledge the receipt of the ex
tension letters. The Ministry of Defence (Ministry) 
stated (November 1985) that as the fi rm kept the 
contract alive by accepting the price reductiort and 
thereafter by delivering the stores accepted .under 
deviation, the extensions were allowed through per
formance notices. 

As further supply of item 'P' was not received from 
the firm, the OFB requested the Ministry of Law 
(MOL) in September 1981 to advise ii the contract 
could be can'Celled at the risk and cost of the firm 
t.aking date of breach as 2nd May 198 l (date of 
acceptance of price reduction by the firm) . After 
certain cla;ifications by the OFB, the MOL confirmed 
(January 1982) the cancellation with the da'e of 
breach as 11th May 1981. The order on firm 'X' was 
accordingly cancelled in• March 1982 at the risk ar.d 
cost of the firm. 

Meanwhile, in view of urgent requirement, the OFB 
floated a standby tender enquiry in August 198 1 for 
purchase of outstanding 1,09,000 numbers of item 'P' 
at the risk an'd cost of firm 'X'. Althoogh the breach 
of contract with firm 'X' occurred on 11th May 1981 
and accord ing to exfating rules, risk purchase order 
was to be placed within six months i.e. by 11 th Novem
ber 1981 , the quotations received from the two fi rms 
in September 1981 were considered only in March 
1982 and all' order was placed on firm 'Y' in April 
1982 for 1,09,000 numbers of item 'P' at Rs. 9.80 

each (plus central sales tax at 4 per cent) The fi rm 
completed the supplies in June 1983. Jo reply to the 
audit paragraph the Ministry stated (October 1984), 
that till advice of the MOL was received (January 
1982) , the department had no idea about the date of 
breach and they could not can'Cel the order and effect 
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valid risk purchase. Subsequently, the Mmistry, how-1 
ever, added (November 1985) that the la te receipt ot 
advice from the MOL on the date of breach of con
tract seemed to indicate that risk purchase was in
effective and that this view was not bevond doubt and 
fur ther legal advice was being sought ·thereon. 

The extra expenditure mcurred in the repurchase 
of 1,09,000 numbers of item 'P' was Rs. 6.01 Iakhs. 
T he OFB had wi!hheld a payment of Rs. 1.39 Jakhs 
to firm 'X' against another order but further recovery 
is doubtful as the fi rm has since been permanently 
closed down. 

II. Jn• April 1979, the OFB concluded a contract 
with firm 'A' for supply of 6,000 carriers to factory 
'M' and 35,000 carriers to factroy 'N' (cost : 
Rs. 32. 70 each plus packing charge of Re. 0.50 ~ach 
and sales tax at 4 per cent) with the following 
delivery schedules : 

Factory 'M'- lJming April to September 1979 
at the rate of 1,000 numbers per month . 

Factory 'N'-During May to December 1979 at 
the rate of 5,000 numbers per month. 

The firm supplied only 1, 100 carriers to factory 'N' 
in November 1979. Though the firm fa iled to supply 
the balan·ce quantity, action for cancellation of the 
contract immediately after its failure and · action for 
purchase of the carriers within a reasonable period, a t 
i ts risk and cost, was not taken. On the other hand 
the firm was periodically granted extensions to the 
de!ivery period till November 1980, an•d the ordered 
quantity was increased to 46,000 in December 1979 
and again to 52,000 in March 1980. The OFB stated 
(September 1984) that since the response from the 
fi rm to the reminders was encouraging and it agreed to 
supply the store at the same rate, the delivery period 
was extended an·d the ordered quantity was increased. 

The firm did not niake any further supply during 
the extended period i.e. after November 1979 and the 
contract was cancelled in January 1981 at its risk and · 
cost. According to OFB (August 1985) firm's fa ilure 
to supply was due to shai:p price increase for raw 
materials ( main•Jy steel) . In March 19g1 th e OFB 
advertised tenders for supply of the balance 50.900 
carriers. F irm 'A' was also invited to quote, informing 
it simultaneously that the carriers were being procured 
at its risk and cost. Amongst the eleven offers received, 
the offer of firm 'A' was the fifth lowest. The lowest 
four offers (Rs. 47.00 to Rs. 56.25 each) were 
1cjected as the fi rms were new and their capacity was 
not kn'Own. The Ministry stated (November 1985) 
that as per the procedure in the Directorate General 
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Supplies and :Disposals, offers of unregistered and un
tried firms against risk purchase should .normally be 
ignored. 

Though the performance of firm 'A' against the 
earlier contract of April 1979 was unsatisfactory, ~ 
contract was concluded with it in August 1981 for 
supply of 50,900 carriers at Rs. 58.15 each (p!us 
excise duty at 8 per cent, packing charge at Re. 0.75 
each and Sales Tax at 4 per cent) as its offer was the 
lowest amongst the established suppliers. Again the 
firm failed to make supplies within the stipulated 
period (August 1982) and the delivery period was 
C'Xtended upto October 1982 with performance notice. 
The firm supplied 29,950 carriers during the period. 
The OFB stated (September 1984) tbat rhc balance 
quanti!y was um.lcr cancellation and the consignees 
were being asked to obtain the carriers from a sister 
factory. 

I 

The extra expen'Cliture involved in the purchase of 
29,950 carriers from firm 'A' against the contract of 
August 1981 was Rs. 9.74 lakhs. In addition, extra 
expenditure of Rs. 11.80 lakhs is likely to be involved 
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in getting the balance quantity (20,950 numbers) 
from the sister factory. The Ministry stated (Novem
ber 1985) that since the lower offers again'St the re
purchase tender were ignored, a general damage of 
Rs. 5.85 lakhs was being claimed from the firm. As . 
regards loss involved in obtaining supplies Crom the 
sister factory the Ministry staled that the concerned 
factories were getting the supplies from it agai~t l 

earlier orders and not due to non-s .. .1pp!y by the firm. 
T he fact, however, remains that if the supplies from 
the firm had materialised , procurement at higher cost 
from the sister factory could have been avoided. 

16. (iii ) Loss due ro inadequate safety measures 

In the following cases, loss of Rs. 47.68 Jakhs due 
to inadequate safety measure occurred in two ordnanx:e 
factories. · 

I. Factory 'A' despatched a consignment of 10,185 
numbers of propellant 'X' and 2 , 720 kgs. of propellant 
'Y' to factory 'B' during June to August 1980. The 
propellants were -packed in• wooden boxes lined vvi th 
waterproof parafin packed paper. Propellant 'Y' was 
in addition fill ed in calico bags before packing in the 
boxes. The boxes were loaded in 4 Railway Wagons 
of which two were loaded at the nearest Railway 
station in the presen'Ce of factory's store section staff. 
The other 2 wagons were leaded in the same station 
by the Railway authorities by transhipment from the 
wagons which were loaded at factory 'A '. During the 
transhipment factory 'A's representative was not 

present. The Ministry of Defence (Ministry) stated 
(Jan~ary 1986) that as the transhipment was the res
p0n.sibi!ity of the Railway authority, no factory staff 
was detailed. 

The wagons reached factOJy 'B' in• July/August 
1980 and were unloaded after 34 to 56 <lays of arrival. 
According to the Ministry (January 1986) due 
to non-availability of space in the magazines the un- , 
loading could not be dorre earlier. On unloading the 
wagons the packages were found in wet condi tion and 
mud was noticed on the floor of the wagons. After 
segregation, 1,845 numbers of propellant 'X' (cost : 
Rs. 4.16 lakhs) and 1,000 kgs. of prope!Jant 'Y' 
(cost : Rs. 1.03 lakbs) were rejected and sentenced 
for destruction (April 1982) by the Controllerate of 
r nspection (Ammunition) arrd Chief Inspector of 
Military Explosives. 

As seals on the side doors of the wagons were intact 
when they were received a t factory 'B', claims for the 
loss were not made against the R ailways. A Board of 
Inquiry (Bl) set up by factory 'A' in November 1980 
observ_ed (December 1980) that in the wagon'S loaded 
by the Railway Authority in transhipment possibly 
some water had entered in through the gaps of doors 
as they were not air tight or leakproof and that in the 
ot her two wagons loaded by the fac tory staff cracks 
and holes were found in the roof an'd side walls which 
could nut be noticed during visual inspection. The Bl 
also opined that the detention of th e wagons at fatcory 
'B' for long periods before un'loadiqg bad made worse 
the condition of the propellant inside. To avoid re
currence of such losses the BI recommended. (Decem
ber 1980) observance of safety regulations. The Joss 
of Rs. 5 .19 lakhs is yet to be regularised (September 
1985). 

11. In factory 'C' the average arisings of magnesium 
alloy swarf during manufacture of an ammunition out 
of imported magnesium alloy billets were 10 ronnes 
per month. After a fire in the swarf took place in 
1976 which involved a loss of about Rs. 0.18 lakh, 
a godown sufficient to accommodate 100 tonnes of 
swarf was constructed in 1977 at a cost of Rs. 0.90 
lakh and fire preventive measures were provided in 
1978 at Rs. 0.4 7 lakh. 

Till 1979, the factory disposed of the swarf by 
auctions at regular intervals. Jn pursuance of a policy 
to create a bank of raw material for fut ure indigenom 
manufacture of magn'esium alloy billets, a contract 
was concluded with a firm in June 1980 for producing 
50 tonnes of solid pigs from the swarf on payment of 
conversion/ melting/ processin•g charges at Rs. 7,500 
per tonne. The firm converted 21 tonnes of swarf 



to about 51 tonnes of pigs ti~l Jun·e 198 1. As the 
indigenous faci li ties to convert the pigs into billets for 
use by the factory have not yet been developed, the 
contract was short closed (August 1985) and the 15 
torrnes of converted pigs were lying in the factory un
used (September 1985) having been declared surplus. 
An infructuous expenditure of Rs. 1.1 2 lakhs was in
volved in the conversion. 

Magnesium swarf is highly inflammable and its sto
rage accommodation in the factory was ltmited ( J 00 
tonnes). A1though during 1979 to 1981 the swarf "'as 

· accumu:ating and the conversion was not adequate to 
bring down the stock, it was not disposed of. Accord
ing to the Minis.try (January 1986) effort was made 
for the disposal of the swarf but contract c0ulc! not 
be con'Cluded due to low bids. When the stock 
reached a level of 333.20 tonnes in November 1982 
the factory resumed the disposal but the pace of dis
posal was also inadequate and only 127 tonnes were 
disposed of during November 1982 to December 1983. 
To provide additional accommodation for the accu
mulated swarf the General Manager of the factory 
accorded san·ction in January 1984 for construction of 
another godown at a cost of Rs. 4.87 lakhs. 

On 1st June 1984 there was a ground ba:ance of 
398.96 tonnes of swarf of which about 335 tonnes 
were lying outside the godown although the godown 
had the capacity to accommodate 100 ton•nes. That 
day a fire broke out in the stock and it was brought 
under control only on 5th June 1984. The godown 
and 380 tonnes uf swarf were sutted in the fire and 
the loss was about Rs. 26.16 lakhs with referen·ce to 
th e book value of the swarf. A BI set up by the 
Ordnance Factory Board (OFB) in June 1984 to in
vestigate the causes of the fire observed that as the 
~warf was stacked in gunny bags under open sky since 
] 981, it was very likely that some quantity in the 
bottom nags would have got con'Vertccl into powder 
which was prone to fire /self ignition. The BI did not, 
however, make anybody responsible for the fire. 
Considering the deterioration in th.:: condi tion of the 
swarf which took place as a result of stacking outside, 
the BI had assessed the loss to be Rs. 12. 91 lakhs. 
The Ministry stated (January J 986) that OFB had 
accepted the findings of the BI and remedial measures 
suggested fo r prevention ot such fire. 

Ill. From 1965 to 1976 factory 'C' despatched 
g;Jns produced by them to factory 'D' by rail in open 
wagons. There was a fire accident in an open' wagon 
in 1976 and it was decided (December 1976) that in 
future, the guns would be despatched in closed 
wagons. Despite the decision , 5 guns were despatched 
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in Jan'Uary 1977 in an open wagon. On receipt, the' 
guns were found damaged due to a fire enroute and 
factory 'D ' returned them to factory 'C' (July 1977). 
An expenditure of Rs. 0.17 lakh was incurred in their 
rectification and to an•d fro transportation. Again, in 
May 1979 another lot of 6 guns packed in wooden 
boxes and covered by tarpa.ulins was despatched to 
factory 'D' in an open wagon. The Ministry stated 
(Jall'Uary 1986) that as closed wagons were not avail
able from the Railways, the guns were sent in an open 
wagon with proper and adequate safety measures to 
keep continuity in production and avoid production 
loss. 

f he wagon• caught fire enroute ( fone 1979) and 
tbe guns became unsuitable for use due to the fire. 
The net loss was assessed at Rs. 16.33 lakhs. A BI 
set •UP by the OFB observed (December 1979) that 
the wagon apparently caught fire due to burning cinder 
etc. from the engine and that the ·fire gathered inten
sity as the train• was speeding up and the wooden 
boxes and the tarpaulins were inflammable. 

16. (iv) Deterioration of propel/ams in storage 

On completion of firing tests and acceptance by 
the Air Force (AF) fact~ry 'A' took up manufacture 
of a rocket in 1970. 729_ rockets were supplied 
during 1970-71 but as they failed during tirmg 
(August 1971) , further production in the factory was 
suspended (October 1971). The failure of the 
rockets was attributed (June 1972) to the propelbnt 
charges produced by factory 'B'. After further deve
lopment of the propellant the production of the rocket 
recommenced in 1976. 

Meanwhile AF placed an indent (May 1972) on 
an India Supply Mission abroad for import of 2,000 
propellants. The propellant (cost : Rs. 15.38 lakhs) 
was received by factory 'A' in October 1975. It was 
issued for proof test only in September 1976 and 
cleared in test by the Air Armament lnspect10n Wing 
(AAIW) in February 1977. In May 1978 the 
Director General, Ordnance Factories ( DGOF) ins
tructed the factory to maintain the imported stock for 
trials of another variety of rocket to be manufactured 
ind igenously, provided, the shelf life of the propellant 
permitted such retention. According to •he AAIW 
(February 1985) the shelf life was7 years if the 
propellant was stored in airconditioned storage. 

After recommencement of production factory 'A' 
produced 14,784 rockets during 1976-77 to 1979-80. 
In view of DGOF's instructions only 850 imported 
propellants were used (March 1977) in the produc
tion. The balance was kept in reserve though the 
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factory had no airconditioning storage facilities and 
bulk requirements of propellants during the period 
were met from the supplies of factory 'B' . Tile 
Ministry of Defence (Ministry) stated (November 
1985) that the imported propellants were kept in 
p roper storage condit ion in practice at that time. 

In November 1979 it was decided to 0ff load the 
production of the rocket to factory 'C' from April 
1980 (i.e. from 1980-81). Accord ingly, 1,043 im
ported propellants were transferred to factcry 'C 
(August 1981) after AAIW getting tested samples 
regarding their serviccnbility. When the ic1ported 
prope!Jants were taken for assembly (January 1982) 
at facto ry 'C' they were found to be in deteriorated 
condition. After trial of 34 propellants the AAIW 
sentenced (December 1982) the balance 1,009 of 
them (cost : Rs. 7.76 lakhs) as unfit for use. 

According to the AAIW (February 1985 ) "the 
defect investiga.tion conducted in respect of the ab'Ove 
rejections revealed that the deterioration could be 
attributed to the storage condition". No investigation 
aboi:t the loss of Rs. 7.76 lakhs was made by the 
Ordnance Factory Board or the concernc:d factories 
to fix responsibility. The Ministry <;lated (November 
1985) that the cause of rejection of the imported 
propellant was post facto inferred as deterioration 
but the cause of it as improper storage wa<; not estab
lished. The Ministry added that after the life nf 7 
years was known, further investigation bv the factory 
was not necessary. 

17. Production Loss 

(i) Shortfall in p,.Oduction of an equipment anli its 
ammunition 

Mention was made in paragraph 7 of the Report 
of the Comptroller and Auditor General of India, 
Union Government (Defence Services) for 1977-78 
about the delay in development of a new equipment 
takrn up in 1965 to replace the exi stin~ equipment 
having limited capacities. It was stated therein that : 

model 'P' of the new equipment which did 
not meet fully the requirement of the Ser
vices was developed (cost : Rs 3.18 crorc>s) 
and accepted for introduction into service 
in limited quantities in 1971 pending deve
lopment of model 'Q' qf the equipment ; 

owing to the delay in completion of the 
project sanctioned in October 1971 (cost : 
Rs. 77.69 crores as amended in April 1977) 
for manufacture of model 'P' only 14 per 
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cent of the requirement of the Services for 
th<:: new equipment was met till March 
1978 and 

of the three varieties of ammunition for the 
equipment cleared for introduction in i 972, 
bulk production of two varieties was yet to 
be taken up and the capacity created for 
manufacture of the ammunition remained 
largely unutilised. 

Further progress made in the manufact ure of th<! 
equipme_nt and the ammunition was as follows : 

Equipment 
Th~ development of parts 'X' and 'Y' ~f mc,del 'Q' 

at a cost of Rs. 4.29 crores was sanctioned in .l\pril 
197 6. The development work was planned for com
pletion by April 1980. It has not yet been completed 
(October 1985) and the sanctioned amount bas been 
increased (October 1984) to Rs. 9.35 crores. The 
Ordnance Factory Board (OFB) stated (November 
1985) that due to various design change:; at d iffe1ent 
times, the work was delayed, but model 'Q' was 
accepted in August 1982 for introduction into ~e.~vice 

with modifications in design as suggested by the 
user. 

An imported computerised numerically controlled 
horizontal boring machine (cost : Rs. J .28 crores) 
procured by factory 'A' from a public sector enter-. 
prise (PSE) in 1979 for development of part 'Y' 
remained unused due to various defects in the machine . 
as mentioned in paragraph 15 of the Report of the 
Comptroller and Auditor General of India, Union 
Government (Defence Services) for 1982-83. ,\ ccord
ing to the Ministry of Defence (Ministry) (October 
1984) the PSE had been requested to expedite recti
fication · and commissioning of the machine. 

For establishment of facilities in foctorie~ 'A', 'B' 
anq 'C' for production of model 'Q' at the rate of 
20 numbers per month together with 25 per cent 
spares Government sanctioned a project (cost : 
Rs. 14.23 crores) in September 1982. A separate 
capacity for production of spare barrel in factory 'C' 
at the rate of 4 numbers per month was also provided 
in the project. The project was planned to be com
pleted in September 1986. Orders for 270 nos. of 
model 'Q' were placed on the Director General 
Ordnance Factories (DGOF) in October 1978 and 
September 1982. A programme for manufacture of 
10 numbers of mode) 'Q' during 1983-84 "!nd 30 
numbers during 1984-85 was drawn up. Only JO 
numbers have been supplied till March 1985. 



Meanwhile, the Army's requirements have continued 
to be met by model '.P' though it was not fully meet
ing their requirements. Orders for 1, 150 model 'P ' 
were placed on the DGOF during Jun~ 1971 to 
September 1979 and against these orders 1,083 "' ere 
supplied (March 1985). Although factcry 'A' had 
capaci ty, with a view to establish :iltenative sources 
of manufacture 75 numbers each of two assemblies 
for model ·p • were ordered on a PSE in 1979/ 1980 
(total cost : Rs. 1.1 8 crores ) and 10 n'Jlll bl:rs of 
part 'X' for model 'Q ' were ordered on trade in 
March 1984 (total cost : Rs. 1.48 crores) . The 
order on the PSE was short-closed at 21 numbers of 
each assembly. The procurement of these assemblies 
involved an extra expendi ture of Rs. 0.12 crore com
pared to the ordnan.ce factory cost. From trade the 
supplies of part 'X' for model 'Q' are yet to materialise 
(March 1985) . 

Anummitio11 

The capacities crea ted in factory 'F. for prod uction 
of components I , Il and Ill were 4.SO lokhs, 4.80 
lakhs and 7.20 Jakhs respectively per year in two 
shifts of ten hours each. However, achiev::ible capa
city for components l and II was only 3.5 lakhs per 
annum of each as the factory was working in two 
eight hour shifts and the forging line obtained from 
a East European Country (cost : R!:. 1.33 crores) 
was not giving the required output both from qualita
tive and quantitative aspc...:ts. To achieve tLe original 
capacity for oroduction of 4.8 lakhs each of com
ponents T and IT. Government accorded s:10ctio n in 
August 1981 for an investment of Rs. LO. SS crores 
(as amended in November 1983) in factories 'F' :-nd 
'K'. Subsequently, to augment the capacity further 
for production of additional 0.88 lakh each of com
ponents I and Il, another sanction was issued in 
October 1983 for investment of Rs. 13.47 crores in 
factories 'F and 'G'. The projects were planned to 
be completed in Angust 1985 aud February 1987 rut 
the present anticipated dates o f completion of the 
projects are March 1986 and May 1987 respectively. 

The available capacities for produ..::cion of the t hr e 
components are remaining largely unut iliscd . The 
p roduction during 1977-78 to 1984-85 and ave.rage 
production per year during the period were as follow : 

Component 

I 
TT 
m 

Tota l Average 
product ion production 

per year 

(In lakhs) 
13.01 1 .63 
20 .63 2 .58 

1. 69 0.21 
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The OFB stated (November 1985) that due to 
various constraints in the working of the forging line 
and frequent breakdown of the presses, the actual 
production of components I and II wus less. The 
OFB added t bat component III h:id not yet been 
cleared for use with component I and it was being 
produced for another ammun~tion. 

D ue to shortfall in production, orders for 1.84 Jakh 
forgings for component I were placed on trade during 
1978 to 1983 at cost ranging from Rs. 324 to Rs. 565 
each ( total cost : Rs. 9 ·crores) . This involved an 
extra expenditure of Rs. 3.99 crores as con1pared to 
th~ cost of production of the forging at factory 'F. 
Besides, Government approved in ovember J 984 
import of 50,000 forgings for t l.Je same component 
at a total cost d Rs. 1.54 crores. 

Filled Components 

In February 1979. the Ministry stated that the 
available capacity at factory 'E' for fJling of com
ponents I and II was l 2,500 numbers and 15,000 
numbers re"pectively p'.!r month in or.e ten hour r.hift. 
The capacities in factories 'E' and 'F' for p roduction 
of the components and their fil ling thus remained 
i..nmatched. 

Out of the three varieties of ammunition for the 
equipment, productio n of one variety has not yet been 
t~ken up. T rickle pi:oduction of another varie ty 
( 14,750 component I and 22,000 con;ponent II) was 
made during 1978-79 to 1984-85 agains t orJers for 
82,900 numbers of each placed during 1978 to 
1983. The orders placed on the factory for the third 
varie ty and production achieved till March 1985 
were as follows : 

Quantity Production 
ordered achieved 

(In lakhs) (Jn lakhs) 

Component I 22.36 J l.56 
(From 1973-74) 

Component J l 26. 73 14. 98 
(From 1974-75) 

While the requirements of the Services for this 
variety of ammunition were 4.8 Jakhs per annum 
from 1982-83, the actual supplies (.uring 1982-83 to 
1984-85 were only 4.95 lakhs of component I and 
6.85 Jakhs of component II. T:1e OFB srnted 
(November 1985) that the supplies of various varie
ties of. ammunition made were commensurate with 
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annual targets and availability of compo1:ents from 
other factories. 

The case reveals the following : 

(i) Production of model 'Q' has not yet been 
fully gea red up and the requirements of 
the Services have continued to be met with 
model 'P' having inherent limitations. 

(ii) Due to unsatisfactory performance o [ an 
imported forging line (cost : Rs. 1.33 
crores) additional investment of Rs. 10.65 
crores had been sanctioned (Augu:>t 198 1/ 
November 1983) to achieve the original 
capacity for production of components I 
and II. 

(iii) Due to shortfall in production, componen ts 
for the equipment and the ammunition 
worth Rs. 13.20 crores were arranged to be 
procured/ imported involving extra expendi
ture of R s. 4.11 crorcs in the purchase of 
two assemblies of model 'P' for the equip
ment and forgings for the ammunitinn. 

(iv) Out of the three varieties of am mimition, 
production has been confined to one varie ty 
only; trickle production of a nothe'r variety 
was made during 1978-79 to 1984-85 des
pite substantial orders and production of 
another variety has not yet been taken "t;p. 

The case was referred to the Ministry in July 1985 
and their comments are stiJJ awaited (January l 986).. 

17. (ii) Extra expenditw·e in production. due to 1.se 
of non-standard material 

In paragraph 17 of the R eport of the Comptroller 
and Auditor General of India, Union GQvernment 
(Defence Services) for 1983-84 mention was made 
about extra contractual benefit to firm 'X' against an 
order (May 1980) for supply of 2,400 tonnes of brass 
strips (size 280 mm wide X 18.67 mm thkk in lrngth 
of 2.5 to 3 metres ) to factory 'A'. 

For manufacturing blanks for a :.:artridge case 
different from the one in production in factory 'A', 
the Ordnance Factory Board (OFB) directed the 
firm (July 1982) to supply 1,200 tonnes of strips out 
of 2,400 tonnes to factory 'B '. Factory 'B' was using 
strips of different size (266.7 mm wide X 17.78 mm 
thick) sine~ 1965-66 for these blanks but the OFB 
did not revise the specification. Neither factory 'B' 
asked the OFB for the revision. The Ministry of 
Defence (Ministry) stated (December 1985) that 
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the revJSlon was not made as it meant fixing up of 
production parameters afresh .by the firm and delay 
in supply. The Ministry simultaneously added that 
the requirements of the strips by factory B' were 
urgent to meet production commitments. 

Firm 'X' suppJied 1,208 tonnys of strips to factory 
'B' during July 1982 to March 1983. As the strips 
were of different size, the estimate for .nanufacture of 
blanks from these strips was finalised in August i983 
providing 15,833 kgs. of strips per 1,000 blanks 
against 12,935 kgs. per 1,000 blanks in the original 
estimate. The factory manufactured 76,110 blanks 
fro m the strips during August 1982 to D ecember 
1983. 

T he average cost o( st rips supplied by firm 'X' was 
Rs. 37.32 per kg. against Rs. 28.32 p r kg. (on aver
age during 1982-83 and l 983-84) [or foe str ips 
in use in factory 'B'. In the manufacture of 76, 11 0 
blanks factory 'B' incurred an extra expenditure of 
about R s. 97.02 lakbs (after deducting the cost ot 
recovered scraps) on account of higher cost and use 
of more material. The Ministry stated (Deccmb~r 
1985) that if the diversion of strips to factory 'B' 
was not made, the programme for a vital import ant 
store would have failed and for such contingencies 
cost equat ion was not relevant. 

Swnming up : 

(i ) Against the order fo r 2,400 tonnes of brass 
strips for factory ' A', the OF B asked firm 
'X' to divert 1,200 tonnes to factory 'B' 
without revising the specification of the 
strips to meet the requirements of filctorv 
'B'. 

(ii) In the manufacture of the cartridge cases 
from the strips of firm 'X' an extra expendi
ture of R s. 97.02 Jakhs was involved on 
account of higher cost and use ·;)f more 
material due to non-revision of the !>pecifi
cation. 

18. Unproductive investment 

M ention was made in ·annexure III to para 14 of 
the Appropriation Accounts of the Defence Services 
J 973-74 about the delay in completion of a project 
sanctioned in September 1968 for creating versat ile 
capacity at factory 'X' (estim ated cost : Rs. 251.85 
lakhs revised to Rs. 288.65 lakhs in August 1974) 
for production of 3 types of ammunition 'A' ( i 3,700 
numbers per month) or alternatively ammunition 'B' 
(16,000 numbers per month) after the requirements 
of ammunition 'A' had abated. Due to delay, ordei:s 
for all types ammunition 'A' on the Director General, 



Ordnance Factories (DGOF) were cancelled (October 
1972) by the Army and imports were continued till 
1974. The cancellation of the orders on the DGOF 
involved a financi:Y, repercussion of Rs. 3. 83 lak.hs on 
account of unusable mat~rials. 

The gun using ammunition 'A' was expected 
(September 1967) to be retained upto 1977. Tbe 
M inistry of Defence advised (December 1967) the 
DGOF that there being great urgency for setting up 
capacity for indigenous production of ammunition 'A', 
the project should be implemented urgently cind the 
project was accordingly planned (June 1968 ) to be 
completed within 54 ~onths of sanction (September 
19~8) i.e. by March 1973. The Project was actually 
completed in March 1981 , after 150 months at a tota l 
cost_ of Rs. 2 .33 crores. The created facility c·mld 
not be used as the Army d id not place any further 
order on the DGOF for ammunition 'A'. The versatile 
facility could not be put to use for manufacturing 
ammunition 'B' either as the existing facility (1 6,000 
to 18,000 numbers per month) which h:id been 
created earlier wa fully caterin g to the demands . 
Also, the gun using ammunition 'B' was to be phased 
out of service. The actual production of ammunition 
'B' during 1981-82, 1982-83, 1983-84 and 1984-85 
was 2,00,598 numbers, 1,65,866 numbers, 1,23 ,7 15 
numbers and 80,000 numbers respectively. Acc.:ord
ing to the Ordnance F::ictory Board (October j 9 84) 
the production of the ammunition wolild con tinue 
upto 1987-88 at the annual rate of only 80.000 num
bers to l , 10,000 numbers. 

Thus, the total investment of Rs. 2 .33 crores under 
the versatile project p roved to be infructuous. 

T he case was refer~ed to the M inistry in April 1984 
and their comments are still awaited (December 
1985). 

19. Non-recovery of an advance paid to n fim1 

Mention "!as made in paragraph 24 of the Report 
of the Comptroller and Auditor Genera] of India, 
Union Government (Defence Services ) for 1930-8 1 
about non-recovery of advances paid to a firm 
(November 1973 to July 1975) for surply of a forg
in g for a veh icle component to a factoiy. The out
standing amount (Rs. 24.78 lakhs) was recovered 
d uring March 1982 to September 1983. 

During November 1976 to Februarv 1984 the fac
tory placed sevei:al orders on the same firm for v:-irious 
components and forgings valuing Rs. 427.39 Jakhs. 
Till February 1984 the fi rm supplied stores worth 
Rs. 160.88 lakhs. As the fi rm was in fi nancial crisis 
the Government au thorised (March 1984) an advance 
of Rs. 30 lakhs (with an interest of 16.5 per cent per 

26 

annum) to be revolved four times subject to a limit 
of Rs. 45 lakhs at any time. The advance was inten
ded for purchase of raw· materials against the orders. 
The following conditions were in ter alia stipulated 
(March/May 1984) : 

The advance would be recovered from the 
bills of the firm in 8 monthly in stalments 
of Rs. 15 lakhs each start ing trom 90th uay 
of the first advance. 

The advance would be paid against an 
indemni ty bond if the firm was unable to 
furnish a bank guarantee. 

The raw materials purchased by the firm 
ou t of the advance would be held jn bond 
within the premises of the firm under the 
control of the factory. 

The firm should maintain an average supply 
o f Rs. 25.30 lakhs worth of components and 
forgings to the factory every month accord
ing to the delivery schedule indicated in the 
orders . 

Tue advance (Rs. 30 lakbs) was paid to the fi rm 
in May 1984 against an indemnity bond. Out of the 
advance the firm purchased raw materials worth 
Rs. 18 .1 8 Jak.hs only. T he factory did not exercise 
sufficient control over the stock of the materials 
despite Government's instruction and also did not 
ensure how the balance amount of advance was 
utilised by the firm. The Ministry of Defence 
(M inistry) stated (November 1985 ) that the intima
tion o( receipts of materials was received from the 
firm in J une 1984 and before the factory's repre
sentative could reach the fi rm's premises, the materials 
were used in production. The firm stopped fllnctfon
ing before the next visit of the factory's represent::i
tive in J uly 1984. 

Despite fin ancial assistance and stipulation for a 
minimum supply of stores worth Rs. 25.30 1akhs per 
month, the firm supplied stores worth R s. 36.10 Jakhs 
in three months during May to July 1984. Further 
supplies were not made thereafter. 

Out of Rs. 15 Jakhs recoverable in August 1984 
and another Rs. 15 lakhs in September 1984, only 
Rs. 15.82 lakhs could be recover~d till September 
1985 from the bills submitted by the firm. The firm 
was yet to refund Rs. 14.18 Jakhs plus interest of 
Rs. · 4.49 lakhs on the advance (September J 985) . 
Besides. an amount of Rs. 16.24 lakhs \~·as due from 
them for supplies re jected bv the factory. The 
Ministry stated (November 19 85) that an application 
had been filed before the official 'Court Receiver' 
for recovery of the dues. 

-

-
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CHAPTER 4 

WORKS AND MILITARY ENGINEER SERVICES 

20 Military E ngineer Services 

INTRODUCTOR Y 

1. Role of MES 

l.1 The Military Engi11cer Services (MES) are 
responsible for carrying out all engineer services for 
the D efence Forces such as construction and mainte
nance of all typ~s of accommodat ion, ro:rcls, airfields 
and ordnance factcri~s, hiring and p1yme.nt of rent, 
ra tes and taxes of buildings, assessment of rent 
·for quarters, furniture, electricity and water. 

2. A study of the working of MES in general and 
a test check '.)f con ;tnl';tio11:!1 activities in 25 MES 
d ivisions in 5 Commands was carried out by Audit 
in 1984-85. Tn what fo llows, the comments pertain 
not only to the activitie.:; of the MES but also, in 
some cases, to role.> played by the user depi'lrtments 
and the Ministry of Defence (Ministry). 

T his Review was issued to the Ministry in June 
1985. However, in iis reply (November 1985) the 
Ministry ha-; <;ent no comments on the observations 
relating to ~ he Air Force, Navy, Defe)'lce R esearch 
and Development Organisation and Department of 
Defence Production. 

3. Rush of Expenditure 

According tc1 Rules, allotments are to be 
economically sp0nt anJ expenditure has to be spread 
evenly during work in progres~ to avoid rush of ex
penditure at the end of the year. This was 
emphasised by th:: Public Accounts Committee (PAC) 
also in their 17th R eport (Second Lok Sahha) . In 
their 29th "Report (Second Lok Sabha) the PAC crgain 
observed that the. Minist ry should devise specific 
remedies to remov~ the b ottlenecks resulting in un
even fl.ow of expenditure during the year. 

A scrutiny cf the flow of expenditure during the 
years 1979-80 to I 983-84 · revealed that the 
expenditure incmrcd during tne closing month 
(March) of the fi nancial years was invariably two to 
three times the average monthly expenditure incurred 
during the first eleven months. Details are given in 
Appendix-I . 

S/1 DADS/ 85-5 
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The Ministry has repeate.dly been attri1'uting this 
to payment of finai b ills, "on ac:count" payment~ and 
accelerated progress of work during March. 

In reply to an audit observation as to how there 
could be more paymenr of final b ills in March when 
75/90 per cent "on account" payments would have 
invariably been made during various stages of progress 
of works relaUng to these final biJls, the Ministry 
stated ( April 1984) that , besides fi nal bills, payment 
of final Running Account Receipts (RARs) "just 
before a short spell o f the submission of final bills 
in March" was ai so being made "with a view to 
avoiding lapse of funds at the end of the financial 
year" . 

The Ministry stated (November 1985) that "some 
degree of uncvc:m ess in the spread of expenditure 
takes place on '.tccount of pe nding bills for clearance 
and large budget provisions a t R evised E stimates stage 
i.e. in February/M a'rch. However, instructions ha,·e 
been issued (August 1984) to lower formations to 
spread out the expenditure as fa~ a:> possible". 

4. A dministrati:•e Approvals to Works 

4.1 Commencement of Works without Administrative 
Approval 

Rules provide that no works services shall be 
executed without administrative approval <! nd techni
cal sanction having first been obtained frnm the 
appropriate authority. 

. Works, other than those referred to in paragraphs 
4.21 below, of a total value of Rs. 4.70 crores 
were taken up for e xecution without prior sanction 
of the competent authority during the years 1979-80 
to 1983-84. 

4 .2 Commencement of Works under Paras 10 and 
11 of the Re'lised Works Procedure (RWP) 

In the following C'xceptional circumstances works 
can be executed withqut waiting for administrative 
approval : 

(i) Urgent milit~ry reasons (Para 10). 

(ii) Operational military necessity or urgent 
medical grounds (Para 11). 



However, even these works arc required to be 
regularised by formal sancticn expeditiously. 

4 .21 Para 10 Worh 

Works of a total va lue of R s. 1.39 crores executed 
upto 1978-79 under para 10 of RWP were :-1waiting 
formal sanction on 3 1st March 1981. The same 
position continued till 3 1st Mar(.h 1984. 

4.22 Para 11 Works 

The outstanding amount of expenditure on works 
executed under Para 11 of R WP awaiting formal 
sanctions, for the yl!:i rs 1978-79 to 1983-~4 was as 
under:-

Year Opening Value of Value or cases Closing 
Balance cases regularised during Balance 

which the year 
arose 
during Pertaining Pertaining 
the year to to the 

previous year 
years 

(Rupees in crores) 

2 3 4(a) 4(b) 5 

1978-79 3.50 0.64 1. 14 3.00 

1979-80 3.00 1.47 0 .99 0.11 3.37 

1980-81 3.37 1.03 0.48 0.04 3.88 

1981-82 3.88 2.56 I. 61 4 .83 

1982-83 4 .83 4.71 I. 10 2 .33 6. 11 

1983-84 6.1 1 0.58 3.47 3'.22 

In two cases mentioned below in paragraphs 4.23 
and 4.24 pertaining to works executed under Para 11 
of RWP, it was observed that taking recourse to 
Para 11 of RWP was not iustified. 

CASE-A 

4 .23 In September 1980, Local Na\'al Authori ties 
(LNA) accorded rnnction for augmentation of class 
rooms and allied facilitie5 (not falling ·.vithin the 
purview of operation3l works ) at Stat ion 'A '. A 
contract for the worl( was ccncluded only in March 
1981 and the work could be commenced only in 
November 1981 and completed at a cost of R s. 34.99 
Iakhs in September 1982. The furrual sanction wHs 
issued in M:ay 1985. 

I n the reply recei\'crt from the Ministry (No\'ember 
1985) no remark:> were ofl'erec on th is observation. 

CASE-B 

4.24 Based on the assessment of the concerned 
Ga'rrison E ngineer (GE) that on ly 13.5 lakh gallons 
of water per d<iy ( LGPD) were <1vailab!e at Stat ion 'B' 
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against the Key Location Plan (KLP) requirement 
of 22. 15 LGPD, a Sub-Arc.-a Commander sanctioned 
(December 198 l ) execution of trial bore tube we-lls. 

ln January 1984, the General Officer Cvmmanding
in-Chief of the Command issued sanction of Rs. 4 8.64 
lakhs for the provisiun of 2 trh1l bore tube wells and 
one dug well and one diesel generating set for the 
duit well. Two mon~ diesel generating sets for two 
tube wells were sanctioned by the Sub-Area 
Commander in F ebruary 1984 for · R s. 8 .12 lakhs, 
later revised to one set fo:.· Rs. 4.79 lakhs. 

ln February 1983 , th e GE conclude-cl. contract 'X' 
for R s. 5.53 lakhs for one dug well and in June 19t:3 
another contract 'Y' for R s. 14.30 lakhs for two 
trial bore-wells. The latter work was completed in 
March 1985. T he generating ~et~ for the tube wellsi 
dug well had not b een procured so far (March 1985). 

The work under contract 'X' was commenced in 
February 1983, but excavation became difficult as the 
site was at the foot of a hillock. Prote\;tive works 
valu ing R s. 1. t4 lakhs were executed through a 
separate contract. As slippage continued, the rnatt~r 
was referred in March 1984 t0 the University of 
Roorkee who advised in November 1984 that the 
site was unsuitable. F urther work was stopped du ring 
November 1984. 

T he yield of one of the tube wells constructed 
under contract 'Y ' a t a' cost of R s. 5 .50 Jakhs was 
very low and in April 1985 Central Ground '..Vatcr 
Board recommended abandonment of the well. The 
expenditure of R s. 5.31 lakhs ( including Rs. l.1 4 
lakhs on protective works) incurred on the dug wl'll 
thus proved to be entirely infructuous. 

T he Mi11istry stated (Nov"'mbcr 1985) that the 
work was taken up e n trial basis . 

4.3 Commencement of works under EmerRency 
Works Procedure 

A special works procedure called Emergency Works 
Procedure was introd uced in l 962 to meet emergency 
requirements. This procedure was withdrawn with 
effect from 1st April 1969. 

The fatal value cf such works which wer\; awaiti ng 
regularisation evc!l afto;!r 10 years of withdrawa! of the 
procedure was R s. 389.61 lakhs as on 31 st March 
1979 and after l 5 years it was R s. 18.04 lak hs on 
31 st March 1984 

The Ministry stated (November 1985) that the 
progress in regu1arisation of these cases was being 
r~gularly watched by the E-in-C's Branch . 

-
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5. Delay in issue of acceptance of necessity! 
administrative approval to wnrk ~ a11d consequences 
thereof 

5. 1 Administrative control in respect of o riginal 
works is exerc.ised in two stages 11i;.. : 

(a) Acceptance of necessity. 

( b) A d min istrati ve approval. 

In 17 P rojects included in the " \:\forks Plan 
Programmes" for the years 1977-78 to 1982-83 and 
sanctioned between November 1978 and March 1983 , 
delay in accepting the necessity and according adminis
t rative approva l ranged between 1 and 4 years due 
to late submission of est imates by MES, changes in 
the scope a f work by use rs a nd delay in is uing 
sa nction by the Ministry as detailed below ·-

Extent of delay 

Over I year 

Over 2 years 

Qver 4 years 

No. of cases 

12 

4 

17 

Some illustrat ive case. are mentioned in paragraphs 
5.11 to 5.14. 

The Ministry ~tated (Nnvcmber J 985) that 
acceptance of necessity of works was guided by inter
se priorities, availability of funds and consideration 
of time and situation prevailing at a particular poin t 
o f time. 

CASE-C 

5.11 An Ordn:mce Factory wa proposed to be 
set up during June 1976 at Station 'C' on a very 
high priority basis 111 two Phases-Phase I ir.tended 
to transfer production of some of the items of ammu
nition from an existing factory to the proposed factory 
and Phase II to productionise p;;-w items. of 
ammunition under development. 

A Board of Officers recommended in Junt. 1976 
that the project be so planned as to commence pro
duction by J anuary 1979. Phase I c f the Project 
wa sanctioned in July J 977 at R s. 2.94 crnres but 
Phase II could not be sanctioned due to non-availability 
of technical detail~ of imported equipments an<l 
processes. 

The proposal for Phase JI wa submitted to the 
lVlinistry in D ecember J 978 aft er cnn~ idering certain 
changes in th L: scupe o-: t he project. The estimate 
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of the project amounting to R s. 9 .35 crores could · 
be finali sed only in September 1980 due to the users 
eekin.g relocation of the buildings in June 1980 so 

as to retain cert<Jin assets existing at the site. The 
estimate was revi sed in January 1981 at t lie instance 
of users to Rs. 6.29 cror·;s by eliminating such item -; 
as could be deforred. Phase II of the project v. as 
sanctioned in April L 981 at Rs. 6.28 crores. The 
project was eventually completed in May 1984 at a 
cost o f Rs. 7.83 crores. 

Thus, Phase II of the project, p lanned to produc
tionisc new items of &mmunition by Janua ry 1979, 
accepted in July 1980, took another nine months for 
issue of sanction in April 1981 and was completed 
in May 1984. 

Jn the reply received from the M inistry lNovember 
1985) no remarks were ofTered on this observation. 

CASE-D 

5.12 Based on the recommendations of a Board, 
the LNA sanctioned in March 1978 provision of an 
Intensive CJ:lre Unit ( ICU) anti a R ad.io I sotope 
Centre (RlC) in a Hospit'll at Station 'D' at a cost 
of R s. 19.80 lakhs (including provisional amount of 
Rs. J .5 lakhs for airconditioners) . As a result of 
the recommendations, inter a/ia, for c.entral air
conditioning by another B oard, the LNA sanctioned 
in October 1978 extension of the exhting operation 
theatre and laboratories but wilhout airconditioning 
at Rs. 12.38 lakhs. The sanction of March 1978 
and October 1978, were revised ill October 1979 and 
July 1979 to Rs. 35.27 lakhs and R s. 32.26 Jakhs 
respectively by also providing items l ike air
conditioning, ekctric supply and gas pipe connc-ctions. 
While submitting the revised estimates the Zonal 
Q1ief Engineer (CE), however, had po inted out that 
airconditioning and gas pipe connections were 
special items of works and requiretl sanction of the 
Government. The Government sanct ion covering 
both the wor ks sanct ioned by the LNA in 1978 was 
issued in D e-cembcr 1981 for Rs. 96.90 lakhs. The 
work was no t commenced till January 1985. The 
users stated in Ja nuary 1985 that though window 
type airconditioning was provided, in the ab.,ence 
of central airconditioning and controlled Ventilations, 
there were breakdowns of sophisticated electronic 
equipments whid1 g;we rise to fallacious results/ 
readings which wa<; detrimental to the patients' re
covery besides cx posin~ them to the ril>k of hospital 
cross infection. 

In the reply received from the Ministry tNovl!mber 
I 985) no remarks . were offered on this observat ion. 



CASE-E 

5.13 A Board of Officers recommended in April 
1979 the augmentation of technical accommo<lation 
and allied facilit ies for a Research and D evelopment 
(R&D ) establish ment ( users) at S1ation 'E' . The 
users gave their approval in June 1979. Due to 
frequen t changes made by the users, 1he engineers 
submitted the est imates after 11 months in .A pril 
l 980. As the e.5timatcs included certain i tems of 
work that had not been recommen ded by the Master 
Plan Board in 19 72, a revised estimate was prepared 
in April 1981 and ad ministrative approval was 
accorded in October 198 1 i.e .• after a lapse of thirty 
months from the date when the wo rk was recom
mended by the l3oard . The wcrk had progressed 
only upto 75 per cent till July 1985. 

In the reply, the Ministry (November 1985) 
offered no remarks on this observation. 

CA SE-F 

5.14 A Board of officer-> recommended m March 
1979 works f()r augmenting certain technical 
accommodation ;it station 'E'. T he estimate (i.e. 
for R s. 82.09 lakbs) of the projec~ wa s fi n:1lisecl by 
the engineers in January 198 1 a fter a delay of 
22 months due to inadequate information regarding 
requirement of power po ints :rnd nirconditioning of 
certain buildings recommended ty the B0ard. T here
after , it took ano1 her year to resolve certain issues 
raised by the Finance as to the justification for the 
floor area, etc. of th~ accommodation required for 
the project; administrative approval for the project 
was accorded by the Ministry in April 1982 for 
Rs. 82. 82 lakhs, more than three years after the 
recommendation of the Board. 

In the reply received from the Ministry (NcJVe rnbe r 
1985) no remarks were offered on this observation. 

6 . D e/,ay in execution. of works 
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6.1 In 15 projects pertaining to 3 commands, 
sanctioned by the Government between December 
1971 and April 1982, delay in :;xecut.ing works ranged . 
from over 1 year to over 5 years as deta iled below :-

Extent of delay 

Over one year 
Over 2 years 
Over 3 years 
Over 4 years 
Over 6 to 9 years 
---·----

No. of Projects 

3 

·------~--~~ 

•2 out of 6 and I out of 4 were yet to be taken up for 
execution as on March 1985 . 

6.2 Illustrative cases are given below : 

CASE-1 

Due to increase in the fleet st rength at the Naval 
Base at Station 'G' :l Board of OHicers recommended 
in December 1970 the c•instru.ction of a I ,200 ft. 
wharf. In April 19?2, the cost of this work was 
estimated a t Rs. 798.55 lakhs by the Zona! CE. 
The CE, !Dry D ock ent rusted wi th the execution of 
the work, however, opinC'cl (1 6th January 1974) 
that construction of the wharf at the site was neither 
techn ically feasible n,or economical. Later on in July 
1976, he considered 4 alternntives-3 fer construction 
of wharf with different spccifications/Jesigns and 
one for construction of jetty in lieu and tfcommendecl 
construction of a wharf at an estimated cost of 
Rs. 746.58 lakhs in prderence to a j~tty eslimatt d 
at Rs. 755.95 lakh:-> In December 1976, 1he CE 
(Project) informed the Naval Area Authorities that 
construction of a jetty in lieu of a wharf was consi
dered by the Naval Headquarters (HQ ) / E-in-C's 
Branch. 

Administrative approval for the construction of a 
1,200 ft jetty at Rs. 76 1.31 lakhs, inclusive of 
Rs. 15.68 lakhs for the preliminary works sandioned 
in November 1975, as amended, was issued by t he 
Government in February 1978. As per the sanction. 
the work (excluding "Capital dredging'') was t o be 
completed within 36 months from the is~ue of sanction 
i.e. by F ebruary 1981. 

T he ma'in contrac~ was concluded in Febrnary 
1979 with fi rm 'AX' for a lump-sum of Rs. 3 crores 
for completion of work by 2Lt F ebruary 1981. Dy 
1st February 1982 when the progress registered was 
assessed to be worth Rs. 1 crore, the work came to 
a stop· due to labour problems in the firm resulti:"!g 
in cancellation of th~ contract i11 October 1982. 
However, the firm cha llenged :be cancellation in a 
Court of Law in November 1982 resulting in with
drawal of cancellation in J anuary 1983 but the work 
was not resumed. The C(JOtraci was again cancelled 
on 2nd Septembc'r 1983. 

A fresh contract (except for supply of rubber 
Fenders) for the r~maining works was ccncluded in 
March 1984 with firm 'BX' a t the risk and cost of 
the defa ult ing firm for R s. 2.98 crorcs for completion 
by 6th Syptember 1985. 

Due to the delay ir.. completion of the main work, 
contracts for allied s:;-rviccs totalJing Rs. 144.31 !nkl1s, 
concluded in 1979- PO also g-;,t cxtend <."d and were 
still in progress in March 1985 . D elay in completion 
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also led to an additional expenditure of Rs. 2.01 
lakhs (Februaty 1981 to Marcil 1983) bv way of 
hiring commercial berths. 

l n the reply r•xeivcd from the M inistry ( Nove.rnber 
1985) no remarks were offered on this obs1Crvalio n. 

CASE-L 

6.3 A siting-wm-costing Board convened in 
February 1965 to plan accommodation for a Central 
Base Post Office at Station 'J-r recommended the 
construction on land requisitioned for this purpose in 
1965. The work could not, however, be commenced 
and was aba-ndonecl as the land nwners offe red 
resistance and bro ught an etnbargo th rough the Stale 
G overnment. 

Jn July 1967, th t State Government suggested to 
the Ministry . that suitability of alternative site could 
be examined by holding a joint inspection . The 
alternative site was recommended by a fresh siting 
Board in D ecember J 968 and its acq uisitio n was 
sanctioned in February 1969 at a cost of R s. 11.52 
lakhs. Sanction for the provi sion of the accommoda
tion at the new site was accorded by the Gov~rnment 

in February 197 1 at Rs. 68.39 lakhs. T he work was 
released for exccut i1)n in 1971-72 with specific 
instructio ns for completion by January 1974 . 

The Zonal CE concluded the main contract in 
A ugust 1972 for R s . 60.96 lakhs. In view of financial 
stringency, Army HQ o rdered in March 1974 fore
closure of the work once plinth level was completed . 

The work wns again re leased for exec11tion during 
1975-76. Aflcr financial concurrence of the Govern
ment in Septcmb~r 1976, th e Zonal CE concluded a 
new contract in September 1976 for R s. 67.33 lakhs 
for execut ion of works ab.ove the plinth level. The 
work was completed in Sep tember 1980 at a tota l 
cos t of Rs. J 28 .16 lakhs . Ex-post-facto sanction 01' 

the Governmen t was issued in March 198 1. 

Due to non-establishment of clear title 0 11 t.he first 
sit e and the need for selection and acquisition of a 
second site as a lso du~ to non-comple tion nf the works 
by January l 974 stipulated at the t ime of relea·se of · 
work, the p roject a s planned could n :.it be completed 
before enforcement of financial ~;:ringcncy by Army 
HQ in March 1974. This r~sulted in increase in the 
cost to the lune of R s. 59. 77 lak hs which could have 
been avoided. 

The Minist ry sta ted ( November l 985) that the 
Financial str ingency and di fficult sit uation prevailing 
be t ween 1965 an9· 197 1 contributed to the delay ,ind 
resultan t l."XCess c9s1 to a la rge extent. 

H owever the foreclosure of the · work due to 
financial st;ingency was ordered !n tlarch 1974 o nly, 
a nd the foreclosure cou ld, thC'refore, have been 
avoided if I.he work had been comple ted within the 
sti pula ted t ime of h nua ry 1974. 
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6.4 In J anuary 1971, a Board of Office rs r ecom
mended construction of domcst ic accom1m1da1 ion on 
D efence land for c ivil ian Staff o f an estab lishment at 
Station 'J '. The la nd was handed ov.e r to the MES 
in November J 971 and sa nction for the work was 
accorded by the Government in September 1972 at 
R s. 59 .80 lakhs indicat ing tht.: t ime required for com
p le tion of the work us 3 } year.;; from the date of 
release of work. The work was released for execution 
only in February 1976 due to imposition vf general 
ban on con~truction of non-functional buildings 
during the years 1972-73 to 1974-75 . I n !December 
1976, the sanctioned amount was revised to Rs. 60.50 
lakhs. The work was commenced in June 1980 after 
a lap e of over 4 year.;; d ue to revision in tbc 
authorisation_lentitlemcnt vf the 0Jfo.:er 1> . change of 
approach road Lu the site and invitation of tenders 
thrice d ue lo high tendered COSL and obtaining 
fina·ncial concurrence fr()m the Govanment. The 
project was completed in Ma rch 1983. The Seate 
Electricity Board supplied e lect ricity to the accommo
dation in J an uary l 984. The fina l cost of t he project 
was R s. 87.93 lakhs. 

Thus, the work tha t was released for execution in 
F ebruary 1976 cou ld be completed o nly in M arch 
1983 and made ready for occupation in J&nuary 
1984. 

7. Schedule of R ates 

7. 1 The Standard Scheduled of R a tes (SSR) is 
the basis fo'r pricing most forms of contract (Lump 
sum, item 1ate, term) and for d clt'I mining the 
reasonableness of con tractor-,' quotatio ns. Jn the 
MES, there afe six sets o f rates applicable to six 
different geographical Lones o f the cutmtry. 

During 1962 to 1985 , the CPWD revised their 
Schedules eight tirnc-s, th ~ la t occa~ion b'-ing in 1983. 
in or de.r to be Hbr.::ast o f ~ he market trends. The 
MES, however, cou lcl duri11g thi s period , 1evise their 
Schedules only four time;; in 1962, 1970, J 975 and 
1980. The SSR for l 970 publi:;hed by the MES in 
1972 was mack 0penti vc from l st No,·cmbL:r 1972 
and the SSR 1975 from 15th Novemhcr 1975. T he 
SSR 1980 was introd uced from December 1983 bul 



contracts continued to be executed based on the SSR 
1975 even in 1983-84. 

7.2 An examinalion of the working of SSR 1975, 
with reference t0 contracts concluded during 1 979-80 
to 1983-84 in five commands revealed that out of 
a total of 5,9 11 contracts of R s. 1 lakh and above 
priced on the basis of SSR 1975, in 2,266 ( 38 per 
cent) cases the lowest rates quoted by cgntractors were 
21 to 50 per cent above the SSR, in 1,579 (27 per 
cent) cases 51 to 100 per cent above the SSR, and in 
420 (7 per cent) cases more than 100 per cent above 
the SSR. Comm andwise position is given in 
Appendix 11 . 

The Ministry stated (November 1985) that efforts 
were being made to reduce the periodicity of publishing 
SSR to 3 years ancJ that delay in implementation of 
SSR die! not materially a1Iect the overall pricing of 
contracts as ~SR formed only a guide. 

Adoption of outdated Schedule of Rates did not 
form an effective guide either for estimates or for 
accepting ten·dered rates. 

S. Administration/ Execution of conrract.s 

8. 1 Non submission of contract agreements to Con
trollers of Defence A ccounts for scrutiny before 
payment 

As per E-in-C's instructions of May 1976 compara
tive statement of tenders, notice of tenders and the 
original documents are to be forwarded to the Con
trollers of Defence Accounts (CsDA) withia 4 weeks 
in respect of normal w0rks and 10 weeks io respect 
o( specialist works. 

6, 719 contract agreements concluded during the 
years 1980-81 to 1983-84 in 5 commands were not 
submitted within· the stipulated period to the CsDA. 
for scrntiny. As a result, advance payments were 
made to contractors without scrutii1v. The year:wise 
details are as under : 

COM MAND 
Year 

SC NC we EC cc Total 
(No. of contract agreements) 

1980-8 t 818 2 13 261 109 498 1,899 

1981-82 616 200 204 108 486 J,614 

1982-83 598 360 163 76 318 1,515 

1983-84 779 269 258 95 290 1,691 

2,811 1,042 886 388 1,592 6,719 

Reasons for not submitting the contract agreements 
within the stipulated period to the CsDA and the 
number of cases in which advances so paid to contrac
tor:; resulted in irrecoverable over-payments were 
called for from the Minis try in November 1984. 

Ministry stated (November 1985) that delay in 
submitting the contract documents was gcneia lJy due 
to delay in signing comract documents by contractors 
and suitable instrw;tions in this regard were issued by 
the E -in-C's Branch. The Ministry also stated that 
there was no possibility of overpayment~ of adv<111c..e s 
as these were adjustable ill' the final bills. 

~.2 N on-observance of prescribed period to /J e given 
to contractors for quoting their rates 

Contractors are allowed 4 to 5 weeks time lo quote 
their rates. ln 3,362 cases, in respect of five com
mands, the prescribed period was not allowed to corr
tractors during the years 1980-81 lo 1983-84. Details 
arc as under : 

Command 

Year 
SC NC WC EC cc Total 

(No. of contract agreements) 

1980-81 664 JO 16 154 273 J,137 

J 981-82 458 17 5 86 213 779 

1982-83 523 20 16 95 220 874 

1983-84 382 23 12 34 121 572 

2,027 90 49 369 827 3,362 

-·- - - - - - ---

The Ministry stated (November 1985) that cases 
where prescribed period had not been allowed to con
tractors were on decline and such cases !lad occurred 
in "simple contracts" as also " urgent works". 

8.3 Extension of time granted to contractors 

Contract agreements specifically state the time 
allowed for completion of works. The accepting 
authority can , however, grant extension' of t ime on 
account of bad weather , break ou t of ftre, civil com
motion and non-availability of stores to be supplied 
by the department. 

-

In 3,178 cases pertaining to 5 commands, exten'- ~ 

sions of time were granted to contractors during the 
year 1983-84. Ou t of these, in 2,143 cases (67 per 
cent) the periods of extensions granted were dispro
portionately large as compared to the periods originally 
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fixed for completion. l n 1,226 cases ( 39 per cent) , 
the extensions of time granted were more than the 
o riginal period and in 917 ccrses (28 per cent) half 
or more than half of the original period. The position 
in the years 1980-81 to 1983-84 was as under : 

Ye:ir Total More Percen- Half or Percen-
No. of than the tage . more tage 
cases original than of 

period the 
original 
period 

1980-81 3,010 l ,201 40 840 28 

1981-82 3,144 1,079 34 863 27 

1 982-8~ 3,124 1,142 37 913 29 

1983-84 3,178 1,226 39 917 28 

The reasons adduced for granting extensions year 
after year were non-availability of stores, nonLavail
ability of site/ buildings, bad weather and change in 
th e scope of works. 

The M inistry stated (November J 985) that in many 
ca~es extensions of time granted to con'lractors were 
unavoidable but a Committee was formed to look into 
the time over-run and package of measures required 
to ensure timely completion of the projects. 

9. O verpayments to contractors 

9.1 According to the Rules, before making 
payment of advances to contractors, the GEs have to 
personally assess the cost of work done and materials 
collected by the contractors with a< view to ver ifying 
the reasonableness of the items. If the final account 
of a contractor shows a debit balance, recovery is 
made either in cash or from other bills of the con
tractor or from his security deposits. 

Notwithstan'<.fing these safeguards, the total amount 
outstanding in 5 commands on account of overpay
ments to contractors or short recoveries from them 
was Rs. 2.59 crores at the end of M arch 1984. The 
amounts outstanding irt the preceding three years 
i .e. 1980-81, 1981-82 and 1982-83 were Rs. 2.15 
crores. Rs. 2.03 crores and R s. 2.15 crores. The 
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Commandwisc pvsition at the end ol 3 lst March 
1984 was as under : 

Com- . Outstan- Over pay- Settled during the Outstan-
mand ding as ments/ year ding as 

on 1st short on 31st 
April recove- Pertaining Pertaining March 
1983 ries to to 1984 

pointed previous the year 
out years 
during 
the year 

(Rupees in lakhs) 

Central 42. 34 10 .53 2. 52 50.35 

Western 55.89 3.80 2.55 0.34 56.80 

Northern 14. 77 1. 95 0.66 0.14 15.92 

Eastern 43.53 8.92 1.18 I. 57 49.70 

Southern 58.86 29.32 0.64 1.02 86 .52 

215.39 54.52 7.55 3.07 259. 29 

Of Rs. 2.59 crores outstanding at the end of 
1983-84, overpaymerrts of Rs. 54.52 lakhs were 
detected that year by the Chief T echnical Examiner 
( CTE) of works (D efence) as a resul t of site exami
nation and technical examination of fi nal bills of the 
value of Rs. 253.54 crores representing 48 per cent 
,)f the total work load i.e. R s. 526.30 crores. T he 
expcn'd iture on his establishment during the year was 
Rs. 19.89 Iaki}s. 

9 .2 The CTE is required to carry out technical 
examination during the oorrency of the work or afrer · 
the work has been completed. After technical 
examination' of 4 completed works, the CTE pointed 
out recoveries to talling Rs. 49.59 lakhs on account of 
defect ive workmanship during the period February 
1976 to September 1976. 

9.3 I n two con.tracts 'AB' and 'AC' concluded 
by a CE in respect of two works with firms 'AD' an'<.f 
'AE', Government claimed on 8th May 1979 in arbi
tration, R s. 25 .13 lakhs and R s. 21.02 lakhs res
pectively from the firms on account of replacement of 
defective concrete slabs as pointed out in the pvst
tcchn'ical examination by Technical Examiner (TE) 
on 6th September 1976 and 13th February 1976. T he 
claims were rejected by the Arbitrator in a non
speaking award. 

9.4 In respect of two other contracts pertaining 
to two works, the Arbitrators rejected in September 
1980 the claims of the Government for recovery of 



amoun ts totalling R s. 3.44 lakhs representing cost of 

defects in works point~ out in the post-technical 

examinat ion by TE. 

The Mjnist ry stated (November 1985) that the 

awards were "non-spea~ing" and were accepted based 
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Year Outstanding Losses 
at the occurring 
beginning during 
of the year the year 

---· 
2 3 

1980-81 

198 1-82 

1982-83 

1983-84 

5. 28 1.58 

6. 16 0.89 

6.04 1.32 

6. 47 1.43 

The Ministry attributed (November 1985) del ay in 
regolarisat ion of losses to examin'at ion of the losse by 
d ifferent Defence authori ties as also by Po lice, Judi
ciary and Vigilance. 

11 . R evenue 

11 .1 O ursrandinJ? rent and allied charges 

The occupation returns as prepared by units/ 
format ions form the basis of recovery of rent and 
allied charges by the MES. When no occupation 
return is received , the ren t bill is prepared by the 
MES on the basis of the corresponding entries for the 
p'revious month. 

R ent bills in respect of Defence and Civil offic~rs 
arc prepared by the Unit Accountants attached to the . 
GEs and sent to the Accounts Officers i.e. CsDA or 
C ivil Authorities, as the case may· be with copies to 
the formation/ office for recovery. Rent bi lls in res
pect of persons other than' Defence Personnel are 
sent through the concerned MES office, either to the 
a llotting authority or to the individ~als, and in the 
case of pensioners and pri va te individuals rent is 
recoverable every month in advanc~. MonthJy review 
of recoveries is required to be conducted by the 
M ES in conjunction with the Unit Accountant, and, 
arrears on account of rent and allied cha rges are theri 
brought to the notice of the Station Commander fo~ 
fnrther action . 

on the legal op'inion• obtained from the 1ini~ try of 
Law. 

l 0. Losses of stores and cash 

I 0. 1 In 5 Commands, cases of stores and ca~h losses 
totall ing Rs. 7.00 crores awaited regularisation as 
on 3 l st March 1984. Details are given below : 

Tota l Lo;se; regulariseJ during Tot ti OJm.inJing 
the ye1r at the ead 

of the year 
Pertaining Pertaining 
to !he to the 
previous year 
years 

4 5 6 7 s 

(2 + 3) (5 + 6) (4 - 7) 

(Rupees in crores) 

6 .86 0 .63 0.07 0.70 6. t6 

7. 05 0.99 0.02 1.01 6.04 

7.36 0.87 0 .02 0 .89 6. 47 

7.90 0. 88 0 .02 0.90 7.00 

In addition to the above procedure, various instruc
tions were issued by the Ministry an'CI the Army HQ 
from time to time to contain arrears of rent :rnd allied 
charges. Despite these safeguards, the outstanding 
rent and a llied charges showed an increasing tren·d 
and the total 0:1tstanding as on 30th June 1983 in 
respect o f. 5 commands ( excluding accommodatiorr. 
under the Ordnance Factories) was R s. 2.88 crores as 
per details given ·in Appendix III. 

The Appendix reveals that : 

Dues outstanding against private parties 
(category 7) represented 25 per cent of the 
total outstanding. 

19 per cent of the total outstanding re
presented the dues against ret ired/ released 
officers (category 4) . 

Dues outstanding against the other Union 
Ministries and State Governments (Cate
gories 2 and 3) represented 42 µer c:cnr of 
the total outstanding. 

Dues outstanding for more than 10 years 
amounted to 21 per cent of all outstandings. 

The total outstandin•g of rent and allied charges as 
on 30th fone 1984 stood at R s. 3.38 crores register
ing an ove.rall increase of Rs. 0.50 crore over the out-
5-ta nding of the pTcvious year. 

I-
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The Ministry sta ted (November 1985) that, it was 
decided in July 1985 to acc0rd top priority to realise 
rent and a llied charges due from privatt parties, and, 
to continue efforts to persuade the concerned Ministries 
and State Governments to settle the dues from them 
urgently. 

J J . 12 Some of the interesting cases are given in 
succeeding paragraphs. 

11.2 Certain Service Officers were in continued 
occupation· of Government accommodation in Western 
Command even after their release/retirement. A sum 
of Rs. 5.81 lak hs was recoverable from those officers. 
T he reasons for outstanding dues were attributed to 
non-recovery from pensions payable to them by the 
CDA (Pension'S). 

11.3 A sum of Rs. 12.56 lakhs towa'rds rent and 
allied charges was due against certain private parties 
(including MES contractors) in Western Command. 
The dues could not be recovered as the whereabouts 
of some of them were not kn'Own. The remaining 
cases were pending in a Court. 

. 11.4 A private fi rm in E astern Command occupied 
Defence land from 1 9~6 to 1983. A sum of Rs. 5.86 
lakhs towards rent of the land was recoverable from 
the fi rm. T he case was pending in a Court. 

11.5 A priva te firm was in occupation of certain 
Defence buildings at a station in Eastern Command 
dming 1974-75. A sum of Rs. 3.29 lakhs towards rent 
atrd all ied charges was recoverable from the firm. 
Recovery could not be effected as 'handing/taking 
over of the buildings was not done through the MES 
and no occupation/vacation returns in respect of the 
bui ldin'gs were rendered by the Army Authorities to 
the MES. 

11.6 A Central School was in occupation of certain 
Defence buildings a t a station in Western Command 
from September 1970 to February 1982. A sum ot 
Rs. 7.85 lakhs towards rent and allied charges was 
recoverable from the school. The matter was pendin'g 
with the Station HQ. 

T he Ministry stated (November l 985) tha t the 
information was being collected for issuing specific 
instructions and general guidelines to contain the 
problem. 

11. 7 Outstanding Barrack Damages 

Dan,iages to buiJdings, fittings, fixture!> and furniture 
caused wilfully or by negligen'Ce are called Barrack 
D~mages. 
S/ l DADS /85- 6 
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Barrack damages do not form part of the rent bi.II. 
Separate vouchers are prcfJarcd for the charges and 
sent to the units/formations concerned for payment. 

T he total amount outstanding on• account of non
recovery of barrack dam2-&es at the end of 1983-84 
stood at Rs. 29.1 4 lakbs. The table below indicates an 
increasing trend in barrack damages. 

Command 

Western 

Central 

Northern 

Southern 

Eastern 

Outstanding at the end of the financial year 
(Rupees in lakhs) 

1980-81 1981-82 1982-83 1983-84 

3.92 4.08 5.51 5.90 

7. 76 8.73 8.76 7.60 

I. 70 2.55 3. 10 3.22 

6. 11 8.09 8. 30 7.06 

4 .61 4.36 4 .60 5.36 

24.10 27.81 30.27 29.14 

The Ministry stated (November 1985) that instruc
tions were bein'g issued to Service Headquarters to take 
immediate measures to liquida te barrack damages . 

12. Stores Management 

12.1 Regulations provide that the provision of 
stores for p rojects sho~Jld be realis tic and as per actual 
requirements. The E-in-C clarified (1971) that pro
curement of steel and cement should be on the basis 
of quarterly requirements. Excess procurement results 
in avoidable expenditure in transferring surpluses 10 

other projects or places. 

12.2 A review of the pattern of procurement of 
cement and steel for 8 projects (details given in 
Appendix JV) executed by 5 GEs revealed that : 

In• 8 projects, for every 75 to~nes of cement 
and 54 tonnes of steel used, 100 tonnes of 
each were procured resulting in total sur
plus procurement of 6,732 tonnes of cement 
(cost : R s. 50.51 lakhs) and 2,635 tonn'es 
of steel (cost : R s. 92.85 Jakhs) . 

In projects 'C' and 'F' the quantity of st~ 
planned was 775 MT (138 + 637 MT res
pectively), whereas the quantity actually 
utmsed was 778 MT (112 + 666 MT) 
being almost equal. However, the quantity 
procured was 1,344 MT (426 + 918 MT). 
The excess q uantity of s teel procured was 
566 MT i.e. 73 per cent above the planned 
requirement, and costing Rs. 14.38 lakhs. 



The Ministry stated (November 1985) that "Steel 
and Cement are scarce stores in spi[e 0f ~tatuto ry C•m
trol and ar_~ not available for ~ven Government 
works .... . ....... procurement takes long to materialise" 
and "at zonal levels there are always deficiencies". 

12.3 Procurement of Steel for a project 

Based on the recommendations of a Board of 
Officers for re-erection of two "Igloo type" hangars 
at Station 'K', Government issued in March 1979 
"G0-ahcad" sanction pending issue of regular adminis
t rative approval , for R s. 7 .50 lakhs for procurement 
of sto res. D_ue to non-availability of the designs and 
drawings of "Igloo type" hangars, the en.i;incers 
assessed in November 1979 that 1,097 MT of steel 
would be required for construction of alternative 
ONGC type hangars. 

Though the Ministry approved ONGC type hangars 
in M arch 1980, indents for supply of only 20 1 MT 
of steel, as against 1097 MT required, were placed 
in M arch 1980 as the amount sanctioned in the 
G o-ahead sanction was R s. 7.50 lakhs as against 
R s. 30 lakhs (approximately) required. 

Government accorded administrati ve approval to 
the work in J anuary 1981 and 201 MT of steel were 
received io batches between September 1980 and 
April 198 1. 

In April 1981, tenders for tbe work, inclusive of 
supply of steel, were issued. Jn June 1981, the 
engineers attributed the reasons for deviating from the 
normal practice of supply of steel by the department 
to the likely delay of 8-1 2 months in procurement 
which was not acceptable to the users irY view of the 
urgency of the work. 

In July 1981, a contract was concluded with fi rm 
'D X' for Rs. 1.31 crores. The department was to 
assist the firm in getting steel from the Steel Authority 
of India Limited (SAIL) on priority basis. The price 
ana lysis of the tender indicated that the cost of steel 
to be p rocured by the contractor for the work was 
R s. 73.07 lakhs inckisive of profit and overhead. 

Jn November 1981, the GE concerned requested 
SAIL; the balance 224 MT of certa in other sections 
1L1r procured 873 MT of certain sections of steel from 
SAlL; the balance 224 MT of certain other sections 
of steel were procured by him from the market. The 
work was completed in' December 1982 . 

20 I MT of steel procured earlier by the department 
was not issued to the contractor and was utilised on 
o ther works. 
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I n August 1984, the Ministry stated that the lot al 
cost of procurement of steel ior the two hangars, if 
procurt::d by the departme nt, would have been 
Rs. 42.90 Jakhs against Rs. 73.07 1:.ikhs paid to th e 
contractor. 

The Ministry fmther stated (November 1985) that 
since the users wanted the entire work to be complet
ed in 52 weeks, the department had no choice but to 
make the contractor responsible for supply of steel and 
procurement and issue by the department would have 
involved delay. 

The question of procurement of steel by the con
tractor would not have arisen if the department had 
arranged in M arch 1980 itself to obtain funds required 
for the procurement of enti re quantity ( 1,097 MT) 
of steel for the proj ect, especially so when cost of 
stores for construction of ONGC type hangars mainly 
consisted of steel. 

12 .4 Excess Procurement of Bitumen 

Accordin'g to Ru!es, prior approval of the authority 
competent to accord administ rative approval has to 
be obtained if it becoQ.1es necessary to collect materials 
in advance of the issue of ad ministrative approval. 

Between September 1979 and May J 981 a Zonal 
C E and a Commander Works Eogin~er (CWE) placed, 
without obtaining prior approval, 7 supply orders for 
a tota l quant ity of 2, 100 MT of bitumen for a project. 

In July 1981, the GE assessed that 925 MT of 
bi tumen were required for the work and requested the 
C.:WE to d ivert the excess quantity to o ther MES 
formations. The CWE instead, ordered tran'Sfer of 
129.95 MT of bitumen to the work from another 
station. In August 1981 and September 198 1, the 
CE placed two more supply orders for a total quantity 
of 600 MT of bitumen for Rs. 16.67 Jakhs. 

2,806.06 MT of bitumen valuing Rs. 80. 71 lakhs 
materialised between J uly 1981 and December 1 Q8 l. 
again'St the above 9 supply orders including 129.95 
~lfT transferred from the other stat ion. Of this, 
1.648 MT bi tumen was transported by road instead 
of normal practice of trnnsportation by rai l at an 
additional expenditu re of R s. 1.67 lakhs. 

Only J , 175.89 MT of bitumen were uti lised durin·g 
1 ovember 1981-May 1982 on the project. Out of 

the unutilised balance of J ,630.17 MT ·Jaluing 
R ~. 46 .89 lakhs, 1,342.803 MT valuing Rs. 38.62 
lnkh<; were transferred during July 1981-Julv 1983 
to other fo rmations <t i a cost of Rs. -4.67 lakhs . 
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l3. Arbitration Awards 

13. l The Arbit ration A ct 1940 stipulates that 
awards shall be made within 4 months of entering on 
the reference. General Conditions of MES con
t racts, however, provide that an Arbitrator shall give 
his award within six months from the date of his 
entering on the reference or withi n• the extended time. 

I n their 210Lh Report (5th Lok Sabha) the PAC 
had. whi~c discussing Paragraph 11 of the Report of 
the Comptroller and Auditor General of India, Union 
Government (Dcfcn'ce Services) for the year 1973-74, 
observed that "adequate steps bad certainly not been 
taken to ensure that the a rbitration proceedings were 
not unnecessarily protracted." 

A review of the cases referred to Arbitrators in 
Western•, Eastern, Central and Southern Commands 
between 1978-79 and 1980-81, (details given in 
Appendix V) revealed that out of 286 cases referred 
to Arbitrators, l I 6 cases were pending with Arbitra
to rs as on 1st January 1982, and, that of 170 cases 
decided by the Arbitrators between 1978-79 and 
1981-82 ( upto D ecember 1981) , 103 cases went ir1 
fa vour o( contractors. 

In a large number of cases, the award:, went against 
the department due lo lack of · proper supervision of 
works, delay in giving decision by the engineers an·d 
defective drafti]:,lg of contracts. Some illustrative cases 
are brought out below : 

l 3.2 A contractor after signing the fina l bill with 
.. no further claim certificate" claimed additional 
amoum of doing certain additional works whereas the 
department contended those to be non-contractual. 

T he arbitrator awarded Rs. 1.42 lakhs in favo ur of 
this contractor in January 198 1. Of the amount 
awarded, Rs. 1.32 lakhs was on account of n'On-avail
ability of site for fi lling on re-excavation and re
handling of earth . 

13 .3 In a c01~tract for Central Sewage which inter 
alia provided pumping out of sub-~oil water i( met 
with by tbc contractor, the Arbitrntor awarded (Feb
ruary 1981) Rs. 13. 10 lakhs in favour o[ the contrac
tor for pumping out sub-soil water by elcctric::illy 
operated machine . The Ministry of Law advised 
(March 1981) against contest ing the award mainly 
because the award was ·' non-speaking". 

T he p10vision in the contract wa no t clear whether 
the µumping out of sub-soil water was to be done 
manually or mechanically. 
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The Ministry stated (November 1985) that the 
question of speaking versus non-sp~akinir awards was 
under review. 

13.4 Rs. 1. 75 lakhs was awarded in December 1979 
by an Arbitrator in favour of a contractor for his 
claim on acc~rnnt of suspension of the work for a 
pe;iod, arising due to prevention of work and breach 
of contract. The Min·islry of Law staled (March 
1980) that the suspension order d id no t specify the 
reasons for suspension. 

14. Other Interesting points 

Case 'N' 

14. l A sanction accorded in Octobe r 198 1 by Gov
ernment, for resurfacing of a runway included provi
sion for 7 MES constructional staff quarters to tem
porary specifications at Rs. 1.67 lakhs. This was 
objeded to by Audit in M arch 1982/ November 1982 
on the ground that resurfacing did no t signify a new 
project to justify construction of these quarters. These 
quuters were deleted from the san•ction in July 1983 . 
Meanwhile, the GE who had iss.'.1ed tenders in Sep
tember 1982 concluded a contract on J 8th J anua;:y 
1983 for the quarters with permanent specification at 
Rs. 2.92 lakhs after he was ordered telegraphically 
by the Zonal CE on 17th January 1983. T hus, 7 un•
aut horised quarte rs came to be constructed due to Jack 
of co-ordinat ion between the Administrative authori
tks a nd the engineers. 

Jn the rep~y received from the Ministry (November 
1985) n'o remarks were offei.:ed on this observation. 

Case 'P' 

J 4.2 R egulations provide that where a number of 
srrvices in a sta tion o r area are necessita ted by a 
change of plan or policy o r location of uni ts, provi
sioning thereof wiU be considered as for one project 
an·d all projects beyond the powers of approval of the 
a1.1tl1orities lower than the Government will be submit
ted 'ror. its acceptance of the necessity. Once the 
necessity for such project bas been accepted by Gov
ernment, phases of the project can be sanctioned by 
L l!e lower competent authority separately but no 
project can be spli t-up merely to bring it within the 
powers of anctioDing au thority. 

Naval HQ accepted the necessity and accorded 
sanction in parts, duri ng March 1984-- June 1984 for 
provision of married acct>mmodation (30 quarters 
each) for Naval personnel of six Naval Establishmerrts 
loca 1cJ at Station 'M" at an e timated cost or Rs. 78.82 
lakh. each . 



Since these works were similar in nature, and were 
to be located at one and the same station, the works 
should have been treated as one work an'd submitted 
to the Ministry for acceptance of n~ccssity. ln ,; tend, 
the works services were split-up to brin5 t:-iese within 
the powers of the Naval HQ. 

In the reply received from the Ministry (November 
1985), no remarks were offered on this observation. 

Case 'Q' 

14.3 In• July 1980, a CE concl uded a contract 
agreement with firm 'CX' for construction of 3 RCC 
overhead tanks 'A', 'B' and 'C' of 5.67 lakh, 2.27 lakh 
and 6.81 lakh litres capacity respectively as per design 
and specifications of the firm. 

Tanks 'A' and 'B' were completed in March 1981 
but were taken up for testin•g in February 1984. 

Tank 'C' which was completed in June 198 1 
collapsed on 9th September 198 J wbcn water was 
being filled in it for preliminary test. A technical 
Board 0f Officers instituted under the order<; (May 
1987.) of the E-in-C in'Vestigated the case. Their 
repcrt could not be made available to Audit as it was 
stated by the CE that it was with the Centra1 Bureau 
of Investigation (CBI). 
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ln September 1981, the CE concerned asked the 
firm to eonstruct a new tank at its expense. The work 
on the new tank was commenced in D.:.cember 1981 
and completed in May 1984 with0ut a<lequate super
vision by the engineers who did not even have authen-

No. of 
LT A Rs 
issued upto 

t icated/ approved copies of the Drawings wit h them. 
Sl10.1ttering of the shaft was removed on 25th January 
1983 by the con1ractor within 24 hours of casting as 
against 72 hours provided in the contract an'd the mix 
of the concrete for cube was kept lower than provided. 

T he new tank was filled with water in May J 984 
'.ll1d July J 984 ,for preliminary tests. The re-built tank 
collapsed on 4th August 1984. The Mirdstry stated 
(November 1985) that this case was also likelv to he 
handed over to the CBL 

15. Statutory Audit Objections 

15. J Audit observations on fin ancial irregularities 
and defects in the accounts noticed during local audit 
of units an•d formations and not sett led on the spot are 
inck1ded in Local Test Audit Reports (LTAR s) and 
arc w mmunicated to the CsDA for examination and 
reply. LTARs are drawn up in t'ko parts. Jmportant 
objections requiring action• on the part of administra
tive/executive authorities to set right the irregularities 
immediately a re included in Part J: other objections 
are included in Part 11 . While replies to Part I LT ARs 
a re to be given by the CsDA immedia tely, replies to 
Pan Il LTARs are t0 be furnished within 2 months. 

1,020 LT ARs comprising of 23 items of Part I 
and 1,862 items of Part II were issued betwecll 
1981-82 and 1983-84. Of these, 20 Part 1 items and 
J, 138 Part Il items remained outstanding as on 30th 
September 1984; even first reply in respect of 
5 Part I items and 45 J Part J l items were not received 
by the end of September 1984. The po ·ition is shown 
below : 

No. of items of LTARs 
where firs t reply had not 

No. of items of LT A Rs been received by end o f 
Year 31 st March No. of items in LT ARs by end of September 198-l September 1984 

of the year 
Pt. I Pt. U Pt. I Pt. II Pt. I Pt. II 

2 3 4 5 6 7 8 

1981-82 292 8 577 7 283 2 103 

1982-83 358 6 595 6 394 112 

1983-84 370 9 690 7 461 3 231 

T ota l 1,020 23 J,862 20 1,138 5 451 

---- - -----~-------· - - - ·-- ---

-
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The Ministry sta ted (November 1985) that the 
E-in-C's Branch was being directt:d to undertake a 
special drive for :.peedy clearance of LT ARs with 
particular reference to the cases where even the first 
reply to LT A Rs had not been furnished . 

16. To sum up : 

1. T he Review carried out by Audit covered 25 
MES divisions in 5 Command s. 

" The review was issued to the Ministry in 
June 1985. The Ministry in their reply se nt 
in November 1985 offered no comments to 
observations relating to Air Force, Navy, 
Defence R esearch and Development Organi
sation and Department of Defence Produc
tion. 

3. Expcoditure during tbe closing mcntli 
(March) for the per iod 1979-80 to L983-84 
was 2 to 3 times the average monthly ex-_ 
penditure incurred during the first ekven 
months. 

4. Works valuing Rs. 4.70 crorcs were tnken 
up for execution during the years 1979-80 
to 1983-84 without obtaining prior ~anction 

o( the competent authority. 

5. Works valuing Rs. 1.39 crores executed upto 
1978-79 on urgent Military grourrds were 
awaiting formal sanction till 3 l st March 
1984. 

6. Works valuing R s. 13.91 crores were exccut
etl upto 1982-83 on operational military 
necessity, of which works valuing R s. 6.11 
crores were awaiting forma l sanction till 
31st March l 984. In· certain cases, taking 
up of works as operational military neces
sity was not justified. 

7. Works valuing Rs. 3.90 crores commenced 
prior to l st April 1969 under Emergency 
Works Procedure were awaiting regularisa
tion even after J 0 years of withdrawal of the 
procedure and after 15 years the value of 
works not regularised was R s. 0. 18 crcre as 
on 31st March 1984. 

8. Tri 17 Projects sanctioned by the Ministry 
between November 1978 and March 1983, 
the delay in accepting the necessity and 
according administrative approval ranged 
between 1 and 4 years. 
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9. In 15 projects sanctiorred by the Ministry 
between December 1971 and April 1982, 
tlelay in execution of works ranged irom 
over 1 year to 5 years ; in fac t 3 of these 
works-"had not been taken fur execution till 
March 1985. 

l 0. While the CPWD revised their Schedules ol 
Rates (SSR) 8 times during the period 1962 
to 1985, tbe MES could revise their SSR 
on•ly 4 times. Adoption of out-dated Sche
dules of Rates in MES could not be an 
effective guide either fo r preparing estimates 
or for accepting tendered rates. 

l l. 6, 719 contract agreements concluded in 5 
Commands d•:Jring l 980-8 J to 1983-84 were 
not submitted withirY the prescribed period 
to the CsDA thereby result ing in payment 
of advances to contractors without scrutiny. 

12. In 3,362 cases, during 1980-81 to 1983-84. 
the p rescribed period was not allowed to 
contractors for quoting their rates. 

J 3. Extension's of time granted to contractors 
during 1980-81 to 1983-84 were more than 
the original pt:rioc.I fixed fur completion in 
39 per cent of the cases and lrnlf or more 
than half of the original period in 28 µer 
cent of the cases. 

14(a) T he total amount outstan·ding on account of 
over-payments to and short recoveries from 
contractors detected by the CTE (Wcrlcs) 
was Rs. 2.59 crores at the end ~f 

3 1st March 1984. Of this, Rs. 54.52 lakhs 
was detected during 1983 as a result of site 
and technical examination of final bills 
valuing Rs. 253 .54 crores rcpresentirtg 
48 per cen1 of the total work load nf 
Rs. 526.30 crores. 

(b) Claims for Rs. 49.59 lakhs on account ol 
defective workmanship pointed out for 
recovery by the CTE dming the period Feb
ruary 1976-September 1976 in respect of 
4 completed work were rejected by the 
Arbitrators in non-speaking awards. 

I 5. Cases of loss of stores and cash totalling 
Rs. 7.00 crores were awaiting regularisation 
as o n 31 st March 1984. 

16( a) T he oustandin~ rent and allied charges 
showed an increasing trend over the years 
and stood at R s. 3.38 crorcs as on 



30th June J 984. Dues outstanding for 
more than 10 years amoUJ1ted to 21 per cent 
of the total outstanding and does outstand
ing against private parties and retired/ 
released officers represented 2 5 Der cent and 
I 0 per cent respectively. 

(b) The total amount outstanding against units/ 
formations on aceoont of non-recovery of 
barrack damages at the end of 1983-84 
stood at R s. 29.14 lakhs. 

I 7(a ) In 8 projects in a Command there was 
excess procurement of cement ':aluing 
R s. 50.51 lakhs and steel valuill'g R s. 92.85 
lakhs resulting in surplus. In another project, 
bitumen procured in excess, vah;ing 
Rs. 38.62 lakhs, was transferred to other 
formations at a cost of Rs. 4.67 lakhs. 

(b) ln one project, procurement of steel through 
contractor, as against normal practice of 
supply of . steel by the department, on 
grounds of urgency resulted in an additional 
expenditure of Rs. 30.17 lakhs. 

18. In• 4 commands, out of 286 cases referred to 
Arbitrators during 1978-79 to 1980-81 , 116 
cases were pending with the Arbi trators as 
on 1st January 1982 and 103 out of 170 
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cases decided by the Arbitrators between 
1978-79 and 1981-82 ( upto December 
1981) went in favour of contractors. All 
awards were non-speaking. 

19 (a) Sanction fur con'Struction of 7 quarters for 
MES Staff costing Rs. l .67 lakhs was not 
justified. 

(b) For a project for residential accommodation 
for 6 Nava l Establishments a t Station 'M' 
(cost : Rs. 472.92 lakhs) sanctiom w~rc 

accorded by the Naval HQ in parts so as to 
bring these within its powers. 

( c) Due to inadequate superv isiotr by th i.: en
gineers aJ)d in the absence of authenticated 
copies of drawings an overhead reservoir 
tank collapsed during test trials. The con
tractor rebuilt it at his own cost but the tank 
collapsed agair1 during test trials. 

20. Out of 23 Part I items and 1,862 Part 11 
items contained in 1,020 LT ARs that were 
issued between 1981-8 2 and 198:3-84, 20 
Part I items and 1, 13 8 Part Il i terns re
mained outstanding as on 30th September 
1984. Even first reply to 5 Part I items 
and 451 Part II items had 1rot been received 
by that date . . 

> 

-
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APPENDIX l 

- (Rush of Expenditure in March compared to the first 11 months of the financial years-referred to in the paragraph 3) 

' Year Expenditure incurred Average expenditure Expenditure incurred Percentage of expen-
during !st during 1st during March diture incurred 
11 months 11 months during March over 

the Average expen-
diture during 1st 

11 months 

(Rs. in crores) 

1979-80 182. 59 16.60 48.00 289 

1980-81 216 .27 19.66 50.87 259 

1981-82 259.81 23.62 61.46 260 

1982-83 321.63 29 .24 69.20 237 

1983-84 402.61 30.60 80. 49 220 --

r 

> 
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APPENDIX ill 

(Details of outstanding rent and allied charges of different categories-referred to in Para 11.1) 

" COMMAND (Rupees in lakhs) 

S.No. Category cc WC SC NC EC Total 

1. Displaced persons-Ministry of Rehabilitation, 

Deptt. of State Government 0.85 9.13 9.98 

2. Other State Government Department 48 .17 0.94 24.45 0 .92 74.48 

3. Other Central Government Department 7.57 14.35 9.03 2.99 12.90 46.84 

4. Released/Retired Officers . 1.95 5. 81 20.32 1. 50 29.58 

~ 5. Departmental officers in service 2.48 7.60 13 .94 0.22 0.87 25 . 11 

6. Departmental mess/clubs· 1.99 2.61 2 .24 2.11 1. 86 10. 81 

~ 7. Private parties including MES contractors 19.09 12.57 19.54 4 .57 14.34 70.11 

8. Cantonment Boards/ Municipalities 1.62 7.11 6.61 5.85 21.19 

288.10 

CATEGORY 

Period over which 2 3 4 5 6 7 8 Total %age 
outstanding 

1-3 years 0 . 92 27.24 20.62 13.46 20.12 8 .68 38.84 13.20 143.08 50 

4-6 years 2.08 16.64 3.89 7.48 2.90 1.12 17 .11 2 .50 53.72 19 

' 7- lOyears ' 1. 75 4.53 9.51 5.45 0.93 0.47 5.90 0.58 29 . 12 10 

- Over 10 years 5 .23 26.07 12.82 3 .19 1.16 0.54 8.26 4 .91 62 . 18 21 

;. 9.98 74.48 46.84 29 .58 25 .11 10.81 70.11 21.19 288. 10 100 

S / 1 DADS/ 85- 7 



APPENDIX IV 

(Planning/procurement and utilisation of Steel and Cement in respect of 8 Projects - Referred to in Paragraph 12.2) 

Quantity in Tonnes 

Value in lakbs of Rupees 

Cement Steel 

Project Project 
Total Total 

A B c D E F G H A B c D E F G H 

Planned for the 
project 2,201 2,400 2,350 24,500 2,900 3,473 2,218 615 40,657 748 243 138 1,165 192 637 873 21 3 4,209 

Procured against 
the project 2,201 1,864 1,751 13,217 1,678 3,473 2,218 615 27,017 748 387 426 1,922 267 918 862 221 5,751 

Value . 7.92 6 . 71 6. 30 lll.00 15 . 71 12.85 11 .56 3. 15 175 .20 22.16 10.08 12.62 92 .44 13.11 20 .08 26 .00 6.76 203.25 

Utilised 1,714 1,483 1,634 8,492 1,259 3,338 1,804 561 20,285 426 161 112 97-l 222 666 497 58 3,116 

Value . 6 .17 4.54 5.88 71. 70 11. 79 12.35 9.39 2 .87 124.69 12.62 4.08 3.47 47.92 10 .94 14. 85 14.66 1.86 110.40 

Excess procurement 487 381 117 4,725 419 135 414 54 6,732 322 226 314 948 45 252 36S 163 2,635 

Value. 1. 75 2 .17 0.42 39.30 3.92 0 .50 2 . 17 0 .28 50.51 9 .54 6.00 9.15 44.52 2 . 17 5.23 11.34 4.90 92 . 85 

,,,. ,,,. 

,, , 
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APPENDIX V 

(Cases referred to Arbitration - Referred to in Para 13.1) 

Year in which referred to No. of cases referred to No. of cases decided No. of cases pending with No. of cases which went 
Arbitration Arbitration upto 1st J anuary 1982 Arbitrator in favour of contractor 

Total Tota l Total Total 
WC SC EC cc WC SC EC cc WC SC EC cc WC SC EC cc 

1978- 79 . 28 23 31 12 9~ 24 IS 23 9 71 4 8 8 3 23 12 7 15 8 42 

1979-80. 34 14 28 21 97 25 II 19 11 66 9 3 9 10 31 12 7 12 10 41 

1980-81. 41 7 37 10 95 15 2 15 33 26 s 22 9 62 9 10 20 

103 44 96 43 286 64 28 57 21 170 39 16 39 22 1.16 33 14 37 19 103 



21. Extra cost due to delay in obtainiog fmanciaJ 
concurrence 

In December 1978 Government accorded sanction 
for the execution of works for extension/ repairs of 
runways and taxi tracks at an Air Force Station 'A' 
at a cost of Rs. 80.47 lakhs (increased to Rs. 87.20 
lakhs in June 1980). The sanction provided inter 
alia for the provision of soft ground arrestor with 
river bed gravel at an estimated cost of Rs. 8 lakhs. 

.Tenders for the supply and spreading of gravel 
were issued by Commander Works Engineer in March 
1981 and again in April 1981. They were, however, 
not considered on the first occasion because the 
amount quoted was high and not followed up on the 
second occasion because the fin ancial concmrence 
could not be obtained even within rhe extenc;ed 
validity period of the offer upto 15th November 1981. 
According to the Ministry of Defence (August 1985), 
though the lowest tend~red amount received on t11e 
second occasion was considered reasonable, the same 
could not be accepted as another proposal was being 
considered by the Air Headquarters for changing the 
specification of gravel arrestors to bring down the 
cost s ince the amount available in the sanction was 
insufficient. 

Fresh tenders were issued for the third time in 
February 1982. Out of the two tenders received on 
8th April 1982 the offer of Rs. 14.48 lakhs o f firm 
'X' was found to be lower. A case for acceptance/ 
financial concurrence of tender was forwarded to 
Engineer-in-Chief's (E-in C) Branch on 1 ltb May 
1982 i.e. after 33 days indicating that tender was open 
for acceptance up to 7th June 1982. Firm 'X ' agreed 
to extend the validity of tender upto 15th July 1982. 

The financial concurrence for accepting t!le offer 
was accorded by the Ministry of Defence (Finance) 
on 15th July 1982 and conveyed by the E-in-C's 
Branch on the same date but was received by the 
co~tract accepting authority on 1 7~h July 1982 i.e. 
after 67 days of initiating the case. The firm 'X' 
refused to extend the val idity beyond the due dr. te 
but agreed to keep its offer op~n till 16th August 1982 
on the condition that it be allowed an increase of 
40 per cent over the original 9ffer of Rs .. 14.48 lakhs. 
Fresh tenders were t~en invited for th~ fourth time 
in August 1982. 

Out of the 4 tenders received in September l 982 
the offer of firm 'Y' for Rs. 18.43 lakhs was accepted 
in January 1983, after obtaining necessary financial 
concurrence. This has resulted in extra expemliture 
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o f R s. 3.95 lakhs as compared to ilie lowest ofter of 
R s. 14.48 lakhs received in the 3rd call. 

T he Min istry of Defence stated in Augu~t l 985 
that : 

though the requisite financial concurrence 
was obtained by the 15th July 1982, it 
could not, however, be conveyed to the 
ten~er accepting authority by chat d:ttc. The 
tenderer refused to unconditionally extend 
the validity of the tender beyond 15th July 
1982. H~d the lowest tender of 3rd caJI 
with 40 per cent enhancement as demanded 
by the tenderer been accepted, an expendi
ture of Rs. 20.27 lakhs would have been 
incurred whereas by r~inviting the tenders 
the expendi ture was restricted to R s. 18.43 
lakhs. 

The contention of the Ministry is not acceptable 
as the tender which in the first instance was open for 
acceptance. u p to 7th June 1982 was Ja t~r extended by 
firm 'X' upto 15th July 1982 without any cond ition. 
F ailure to accept the lowest tender in 3rd call within 
the validity period of ~ver 3 months resulted in an 
extra expenditure of R·s. 3.95 Jakhs. 

22. Non-utilisation of Bulk Petroleum Tanks at a 
Station 

In November 1971, an Air Command accorded 
sanction on emergency basis for the provision of a 
Bulle Petroleum Installation (BPI) consisting of 28 
tanks in an airfield at an estimated cost of R s. 4.84 
lakhs to be set up by a Public Sector Undertaking 
(Undertaking) on ag~ncy basis. The Garrison En
gineer (GE) at Station 'A' made advance payment of 
Rs. 4 .84 lakhs in December 1971 and Mflrch 1912 to 
the Undertaking for the work which was executed 
during February 1972 to J anuary 1973. In April 
1973, the Air F orce authorities while checking the 
BPI pointed out certa in deficiencies which were not 
noticed by the GE at the time of taking over the in- . 
stallation in January 1973. The GE asked the Under
talcing (April 1973 ) to supply the deficient items, but 
the Undertaking made good the deficiencies c>n\y in 
July 1978 after a delay of more than 5 ·years. The 
completion cost of the work was R s. 3.76 lakhs and 
the balance amount was refunded by the Undertaking 
in May l 984 (i.e. after i 1 years of completion of 
work). In July 1978, a Board of O ffl.cers (Board) 
ordered by the Station Headquarters assembled for 
taking over the installation on behalf of the Air Force. 
The Board coulq not complete the task due to high 
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growth of grass in the area. Taking ever by the Air 
Force lingered on till a nother Board assembled in 
February 1980 (after 19 months) to inter alia c.arry 
out functional check of the installation. This Buard 
recommended in April 1980, that the Military En
gineer Services (MES) might be requested to arrang~ 
fqr cleaning and epicoating of the tanks and that for 
this p urpose the Undertaking might be approached to 
suggest the firm, for doing such a specialised job. 
This was, however, not done by the GE. Without 
consulting the Undertaking, the GE prepared the esti
mate and the Air Force sanctioned the work in 
August 1980 for a sum of R s. 0.99 lakb for cleaning 
and epicoating of the tanks, and a contract was con
cluded in March 1981 with Firm 'Il' for the work at 
a cost of Rs. 1.00 lakh . The contract provided for 
the cleaning operation by manual process.· Firm 'B' 
started work in March 1981 and while the work was 
in progress:- the Air Force pointed out in September 
1981, that the cleaning of the tanks by manual process 
was not as per specification of the Undenaking which 
stipulated sandblasting. In May 1982, the G E in
formed the Air Force authorities, that cleaning of the 
tanks by sandblasting process would involve an esti
mated ~xpenditure of Rs. 2.80 lakhs and requested 
revision of the sanction. . Pending revision of the 
sanction the work remained suspended. Since no 
decision' was received from the Air Force, the Co1h
mander Works Engineer finally foreclosed the con
tract in March 1983. Meanwhile an amount of 
R s. 0.47 lakh including cost of paints brought for 
the work was paid to F irm 'B'. The paints were 
being used for maintenance works. The GE stuted 
in May 1984 that prior to estimating and tendering, 
they were not aware of the requirement of sand
blasting and that cleaning operation by manual pro
cess provided in the contract was based on instruc
tion/ literature of the firm. Earlier in June 1983, 
the Air Command had ordered the assembly of 
another Board to assess the requirements of epicoat
incr of the tanks. That Board which assembled in 
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August 1983, while finalising its proceedings in early 
1984 observed that due to non use and inadequate 
mainte_nance, many mechanical components and 
machines had become unserviceable over the years 
and would require replacement or repair at a cost of 
R s. 0.54 Jakh. The Board indicated that a total 
amount of Rs. 1 O Jakhs would be required for the 
integrated work consisting of repairs to the iustalla
tion and allied civil works including R s. 8.08 lakhs 
for sandblasting and epicoating of 28 tanks. Sanction 
for Rs. 9.98 lakhs for the work was accorded by the 
Air Command in September 1984. Cantract for the 
work was accepted on 2nd April 1985 and probable 
date· of completion was indicated as J 4th October 
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1985. Ali the 28 tanks (except 7 which were used 
only once in March 1982 for an exercise ) constructed 
at a cost of R s. 3. 76 lakbs in January 1973 were 
lying unutilised till Decemb~r 1985. 

The Zonal Chief Engineer stated j n ?\fay 1985 that 
"the details of work involved or to be executed by the 
Undertaking were not known to E ngineers, as such 
in absence of the same whatever they (Undertaking) 
bad handed over was taken over by MES which in 
turn was further handed over to the users". 

The case reveals the following : 

Though tpe work costing Rs. 3.76 bkhs was 
completed and taken over by the .MES in 
January 1973, it took the MES/ Air F orce 
5 years till July 1978 to get the Undertak
ing to make good the deficiencies pointed 
out _as early as in April 1973. 

Taking over of the installation thereafter was 
fur ther delayed due to non-implementation 
of the Board's recommendation to seek the 
advice of the Undertaking regarding speciali
seg firms for proper cleaning of the tanks. 
Instead, a contract was entered into with 
a firm for cleaning the ta11ks by manual 
proc.ess. This contract had to be foreclosed 
becaus_e of decision on the proper method 
of cleaning. 

Due to prolonged non-use and inadequate 
maintenance, many mechanical componen ts 
and machine became unserviceable requiring 
repla~meot or repair . at a ;:ost of Rs. 0.54 
lakh. To make the installation usable, a 
work for R_s. 9.98 lakhs was sanctioned by 
the Air Command in S(_!ptember 1984. 

The purpose for which the work was sanc
tioned on emergency basis in November 
1971 could not be fulfilled ·.w1,,n till 
December 1985. 

The M inistry of Defence stated in January 1986 
that : 

T he work of R s. 9 .98 lakhs was sanctioned 
by the Air Command in September 1984 
for epicoating/sandblasting and other alHed 
civil works because the users did not dearly 
bring out their actual requirements which 
delayed taking over of tanks. Items of short 
life span costing Rs. 0 .54 lakh for 28 t:mks 
required replac~ment. Cost increase had 
heen due to inclusion of certain additional 
civil works which were not included in the 
first sanction. 
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In the absence of the BPI, alternate arrange
ment was made for carrying fuel irom 
another base located at a distance of 3bout 
200 kms. 

The airfield had been used occasionally 
since 1981 as per operational iequirements. 
It is planned to be used regularly after 
various facilities including functional BPI 
are available. 

23. Avoidable expenditure on transfer of cement 

In the quart0rly forecasts for the period from April 
1983 to December 1983 filed in November 1982, 
February 1983 and May 1983 a Garrison Engineer 
(GE) at Station 'X' projected requirement to talling 
4,500 MT cement. Against these forecasts the En
gineer-in-Chief's Branch, Army Headquartera, how
eve r, allocated a quantity o f 4,200 MT cement for 
.the said period. Supply orders were placed on the 
Regional Cement Controller by the Commander Works 
Engineer (C~) in June 1983 (2,000 MT), August 
1983 (1 ,700 MT) and December 19l:l3 (500 MT). 
The GE received a total quantity of 4,099 .150 MT 
cement between November 1983 and April J 984 
against these supply orders. 

Due to lim i1ed storage accommodation ( 700 MTJ , 
the GE requested the CWE in March L 984 to order 
transfer of the cement to other M il itary Engineer 
Services (MES) Divisions. Based on orders i. sued 
by the CWE/ Chief Engineer in M arch 1984, April 
1984 and May 1984, 3,001 MT of cement were trans
ferred to three MES Divisions at Sta tion 'Y' which 
was rec~ived by the consignees between May 1984 
and Septem ber 1984, involving an expenditure of 
Rs. 5.75 lak.hs o n h andling/ conveyance charges. 

In August J 984, the GE at Station 'X' requested 
the CWE to order retransfe~ of 250 MT of cement 
for progres.s ing works in his Division even t 1·1ough 
while seeking transfer of cement in Ma1ch 1984 he 
had indicated. nil requirement upto September J 984. 
The C WE ordered in September 1984 th1; relransfer 
of 200 MT of cemen t from Station 'Y ' to 'X' involving 
a further avoidable expendit ure of Rs. 0.25 lakh on 
handling/conveyance. Again in December 1984 
another 200 MT of cement were retransferred from 
Station 'Y' involving a furth er avoidable expenditure 
of Rs. 0.25 Jakh . 

The GE informed Audit that due to un foreseen 
£easons, the works could not be progressed :is planned 
result ing in s torage of large quantity •)f :;ement for 

which suitable storage accommodation was not avail
able necessitating transfer of cement to MES Divi
sions at Station 'Y'. 

The CWE stated in March 1985 that works planned 
to be executed could not be progressed as scheduled 
and as such cement was transferred to other Divisions. 
Tw9 major projects costing about R.>. 2.48 crures 
were to commence during the same per iod and these 
could not be commenced as planned, due to. change 
in user's requirement in one case and delay in sanction 
of work by G overnment in the other case. 

During the period April 1983 to. December 1983, 
the total cement consumed by the G E was l ,475.4G 
MT against his projected requiremen t of 4,500 MT. 

Ministry of Defence stated in October l 985 inter 
alia that at the time of forecast projections, it was 
contemplated that the works would proceed as en
visaged and when the same got delayed, the GE in 
o rder to save the cement from deterioration due to 
prolonged storage, sought the transfer of cement to 
other Divisions. The Ministry further added that 
retransfer of 400 MT cement was ordered due to 
acceleratecl progress o f on-going works by the con
tractors. 

The case revealed that : 

Despite the fact that the Division had only 
limited. storage accommodation fp r 700 M T 
ane sup plies against orders placed for 2,000 
MT in June 1983 were awaited . a further 
order for 1, 700 MT was placed in August 
1983. Further despite the works plan ned 
not being progressed, still another order for 
supply of 500 M T was placed in December 
1983 . 

The placing of supply orders for 4,200 MT 
of cement without taking into account the 
limited storage accommodation a t Station 
'X' and the progress of the projects 11eces
sitated the transfer of 3,001 MT cement 
from Station 'X' to Station 'Y' involving 
avoidable expenditure of Rs. 5.75 l fl khs on 
handl1ng/ conveyance. 

After the transfer of 3,001 MT cemt:nt fro m 
Station 'X' to 'Y' a quantity of 400 M T 
cement had been re-transferred from Station 
'Y' to 'X' to meet the requi rement at Station 
~x· . This resulted in a further avoidable 
expenditure of R s. 0.50 Jakh on retransfer. 

Such excessive stocking resulted in storage 
cost also, in addition to handling costs. 

' 
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CHAPTE R 5 

PROCUREMENT OF STORES AND EQUIPMENT 

24. Unnecessary purchase of gun mountings 

In November 1977 Government sanctioned the 
manufacture of 3 ships of project 'X' . T hese were 
planned for induction into Naval service !n l ~ 83 , 
1984 and 1985 respectively. Four gun mountings 
were to be fitted on each ship. Each gun mounting 
has 2 guns 'Y'. For meeting the reserve requirements 
of guns for project 'X' ships, the Naval Headquarters 
(HQ) raised an indent in December 1980 for 4 n_os. 
of guns 'Y' (value : Rs. 7.76 lakhs) on a foreign 
supplier. However, the supplier offered (January 
1982 ) 4 nos. gun mountings 'A' valued at Rs. 75 ._84 
Jakhs against the requirement of 4 nos. 5un 'Y' which 
based on earlie r contracted rates should have cost 
Rs. 7 .76 lakhs only. This discrepancy on being pointed 
out by the Naval HQ in February 1982, was investi
gated by the India!l Embassy and the Naval At~ache 
reported to Naval HQ in June 1982 ~hat lhe d1scre-
p~mcy c_x:curred " .. . ... .. .. ... because of incorr~ct 
translation in our original indent. Instead of asking 
for gun 'Y', which forms part of in~tallation gun 
mounting 'A', the foreign supplier version indented 
for the installation gun mounting 'A'." T he suppiier 
who was approached, was, however, not prepared to 
accept any change as the mountings bad already been 
manufactured. The matter was discussed with the 
supplier by a Technical Delegation which visited the 
supplier's country in July-August 1982, when it was 
given to understand by the supplier that they had 
restricted the production of guns 'Y' and ;f the Indian 
Navy wanted the gun mountin gs they should fodicate 
their acceptance as quickly as possible during the 
delegation's visit. Tbereup9.n, the Technical Delega
tion decided (August 1982) to accept the co;nplete 
gun mountings 'A' against the requirement of guns 
'Y ' only. An agreement for the same was concluded 
on 26th August l 982 without obtaining prior Govern
ment approval. The mountings were received in Iodfa 
in December l 982. 

The contract for gun mountings required for the 
first two project 'X' ships had already been concluded 
separately by May 1982. The Indian Naval Attache 
in the supplier's country suggested that the 4 mount
ings procured against the indent of December .1 980 
m"ight be utilised towards the requirement of the third 
ship still under construction and the reserve require-
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ments of guns be met by raising urgent indents. The 
Naval HQ, however, did not agree to this and app
roached th~ Government in August 1982 for a~cord
in3 post facto sanction for the purchase of 4 nos. of 
complete gun mountings 'A' for Rs. 75.84 lakhs. It 
was stated that Navy's Ia_test overall reserve. require
ment for guns was 8 nos. which could be met from 
the 4 complete gun mountings 'A' and the mount ing~ 
proper be kept as rese_!ve to meet any contingency. 
Though the Indian Navy was al ready holding 6 nos. 
of the mountings in stock which had been removed 
from decommissioned ships a11d boats during 1980-81 
and there was no known reserve requirement for the 
i t~, the Government accorded their approval in April 
1984 to the purchase of 4 mountings as a "fail 
occompli" subject to assurance from the Naval HQ 
that such cases would not recur. TI1e Ministry of 
Defence (Ministry) stated in November 1985 that 
the Naval HQ did not accept these mountings for 
new ships as the foreign supplier was "averse 10 

accepting stqres already in India for fi tment on the 
ships and that the ult imate system responsib ility, in 
that case, would not rest with the foreign supplier." 

After receipt of the mountings the G overnment 
concluded in May 1983 another agreement for the 
purchase of 1 gun 'Y' for Rs. 2.93 lakhs for meeting 
urgent requirement. Another contract was also con
cluded in June 1984 for the purchase of 4 nountings 
'N at a cost of Rs. 81.91 lakhs for fitment on the .. 
third ship of project 'X'. While the first ship was 
commissioned in December 1983, the second and· 
third ships are due for commissioning in November 
1985 and December 198~ respectively. 

The Ministry while accepting that t he expenditure 
on the 4 moun,tings was infructuous and that in the· 
case of mountings the provision of any reserve is not. 
considered necessary stated in November 1985 that 
the presumption of the N~val Attache to the Indian 
Embassy that there was a translation error was not 
correct. The Ministry, however. d id not elaborate 
the circumstances which led to the procurement of 
gun mountings 'A' against their requirement of guns 
'Y'. However, the Naval HQ earlier intimated A\ldit 
in November 1984 that "for the reasons n<>t known. 
to Naval HQ, the foreign supplier had kept the 



mountings ready for despatch. again_st our indent for 
guns." 

The case reveals the following : 

4 gun m.oi.mtings 'A' were purchased for 
R s. 75.84 lakhs against the indented require
m~nt of 4 nos. guns 'Y', which even on the 
basis of contracted price stipulated in supply 
order placed in May 1983 would have cost 
the Government Rs. 11.73 lakhs -only. 

The 4 gun mountings received in December 
1982 are lying in stock alongwith 6 other 
mountings retrieved from decommissioned 
ships and boats. 

While the 4 gun mountings received in 
December 1982 against the indent of 
December 1980 were lying in stock, orders 
have been placed for the supply of 4 gun 
mountings at a cost Rs. 81.91 iakhs for the 
third ship. 

25. Loss due to non-imurance of imported Defence 
stores 

Claims for shurtlanding/ damaged cargo against 
Shipping Companies, who are signatories to the Gold 
Clause Agreement, were being settled on percentage 
basis subject to maximum liability being limited to 
a maximum of £ 400 per package irrespective of 
the cost of consignment in the package. With a view 
to avoid ,heavy losses to the Defence Department and 
to secure full compensation for costly equipment short 
landed/ damaged, Government had directed Defence 
agencies in October 1983 to resort to either of the 
following courses, whichever is economical : 

(i) Stores substantially more than £ 400 be 
insured with the Indian Insurance Com
panies which are Public Sector Undertak
fags. 

(ii) If Insurance charges for storcs/pacbge 
valued at more than £ 400 are more than 
3 per cent ad-w1lorem, the nature :ind value 
of stores be declared on the Bill of Lading. 

In February 1983, Ministry of Defence entered into 
a contract for import of 45 numbers of a particular 
type of vehicle alongwith spares and special main
tenance tools, which were shipped in 5 consignmP,nt!I 
during January- April 1984. Out of the first con
sigmnent of 10 vehicles shipped in January 1984, one 
vehicle was lost at sea and the remaining 9 vehicle~ 

so 

were received in February 1984. However, the con
signment was not insured as per Governmen~ direc
tions. Originally a claim for Rs. 25 lakhs was pre
ferred by the Embarkation Headquarters on the ship
ping company. When the exact amount of damage 
was kn.own a claim for Rs. 30.94 lakhs towards the 
cost of the vehicle and freight was preferred by 1he 
Embarkation Headquarters on the shipping company 
in May 1984 but was admitted by the latter in March 
1985 for only Rs. 0 .06 lakh on the plea that, as a 
signatory to the Gold Clause Agreement, their maxi
mum liability per package was restricted to onl~ 
£ 400. 

The Ministry of Defence (Ministry) stated 
(September 1985) that : 

The claim for Rs. 0.06 lakh admitted by the 
shipping company was under dispute and 
was not accepted on the ground that gcods 
were wrongly loaded on the deck . instead of 
under the deck, which was a "deliberate 
fraud" by the Shipping Company and that 
the Mini_stry of Shipping and Tr.rnsport had 
been requested to initiate appropriate action 
again~t the shipping company. 

At the time of shipment of the lot, the 
instructions of the Ministry with regard to 
insuring of imported Defence stores were 
under review. 

It may be mentioned her~ that Minis try's inslPJ<',. 
tions of October 1983 were operative at the time 
of shipment of the consignment and that the liability 
<if the shipping company as per Gold Clause Agree
ment was limited to a maximum of £ 400 per pack
age. Further the nature and value of the stores was 
not indicated in the Bill of Lading. 

As the shipment of the consignment took place 
only in January 1984 the goods should have been 
insured in the manner indicated in the Ministry's 
instruction issued in October 1983 to cover full risk 
of any loss enroute. Due to . non observance of :he 
procedure outlined in the Government instructions or 
October 1983, then~ was an avoidable loss of over 
Rs. 30 Jakhs. 

26. Infn1ctuons expenditure on' procurement of unsuit
able test benches and blockade of capital on 
Specialist Vehicles 

Specialist bodies were built by an Army Base Work
shop during December 1975 to February 1976 at a 
cost of Rs. 4.98 lakhs on 23 chassis receh·ed from 

,. 
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firm 'A' at a total cost of Rs. 18.20 lakllS between 
November 1973 and February 1974. The fitted vehi
cles were received by a Vehicle Sub D epot for. fitment 
of fuel injection eq~ipment tes t ben'Ches (12 element/ 
8 element). 

Earl ier io N0vember 1971 , the Department of 
Defence Supplies (DDS) had placed a supply order 
on firm 'B' for indigenous manufacture of test benches 
( 12 elcn1ents ) required for .fitment on the specialist 
vehicles. Due to non-delivery as per contractual 
stipulations, the supply order was cancelled in June 
1974. Thereafter the DDS placed three fresh supply 

. orders on firm 'C' for 22 test benches between J unc 
1974 and July 1979 an'd s~bsequently granted price 
increase. 0n the first two supply orders as under : 

Date of 
supply 
order 

14th June 
1974 

16th 
December 
1977 

27th July 
1979 

Item 

Test benches-
12 E le men ts 

Test benches-
8 Elements 

Test bcncheii-
12 Element~ 

Quantity 

11 

7 

4 

Tota l cost 
(Rs. in lakhs) 

Or iginal Increased 

2.92 3.87 

1.56 2. 02 

1.69 1.69 

6 .17 7 .58 

The firm submitted the first pilot sample ( 12 ele-
1;1ents) in June 1975, but the users trials were com
pleted only in June. J 978 and bulk production clear
ance was given' in November 1978. However, firm 
'C' also could not adhere to the delivery schedule and 
could start supplies only in May 1980 and by Novem
ber 1980 two test benches were received against the 
order of June 1974. Certa in deficiencies which needed 
rectification an'Cl adjostme nts which had to be made 
on thes 2 test benches were reported by the consignee 
to the firm on 18th April 198 1. In spite of the in
ordinate delay and piecemeal supplies and discrepen
cies noticed in• the products supplieJ upto November 
1980 by firm 'C ', the DDS placed two more suJ1PlY 
orders on it in October I 982 a nd April 1983 for the· 
supply of 9 test benches (12 elements) at a cost of 
Rs. 4.91 lakhs and 2 test benches ( 8 elements) at a 
cost of R s. 0.74 lakh respectively. 

Th e firm could supply only 19 test benches by 
D ecember 1983, the balance 3 pertaining to the ~.upply 
Prder of J.uty 1979 were not received till May 1985. 
D iscrepancies/deficiencies were found in all •he 19 test 
S / 1 DADS /85-8 

benches and these were reported to the firm by ihe 
Central Ordnance Depot (COD). The Ministry of 
D efen_ce (Ministry) stated in October 1985 that these 
test benches were repaired by the firm and accepted 
by the consignee between Sep tember 1984 and M ay 
19 85. 

In a meeting held in the Army HQ on 30th March 
1984, the E lectrical and Mechanical Engineering 
(EME) authorities stated that the test benches suppli~I 
by firm 'C' were not suitable for the intended purpose 
and suggested tll~t test benches of 12 elements fhouJd 
be impo_rted and test benches of 8 elements should 
be obtain'ed from ai10ther indigenous firm. 

T he Ministry stated (October 1985 and January 
1986} that : 

( i) Due to improvements in technology over the 
years and since the users wanted to 
have the equipment conforming to currcn't 
state of technology these test benches were 
c:Onsidered uas·uitable by them. 

(ii) Against 22 test benches received orders 
have been issued for issuing l 7 nos. to 
various units. 

(iii) The firm has n•ow offered 2 more test 
benches and their trial reports are awaited . 
Orders for the balance 9 test benches were 
short closed as per decision taken during 
T echnical Committee meeting held on 2 1st 
November 1985 . 

The case reveals that : 

As the test benches supplied by fi rm 'C' at a 
cost of R s. 7.59 lakhs were not fo'.lod suit
able by the EME authori ties, 23 chasis cost
in•g Rs. 18.20 lakhs procured during 1973-74 
on which specialist bodies were built by the 
Army Base Workshop during December 
1975 to February 1976 at a total cost of 
Rs: 4.98 lakhs have been lying unutilised 
for over 8 to 9 years. 

27. l'orchase of sub-standard cotton waste coloured 
due to failw·e to enforce warranty c]au.sc 

0 .1 Against an indent placed by Army Headquarters 
( HQ) in Ma rch 1981 for procurement of cotton waste 
coloured the Director of Supplies and Disposals 
(DS&D) cortcluded 6 contracts in J une 1982 with 6 
private firms, of which part of the supplies received 
from 4 firms viz. 'A ', 'B', 'C' and 'D' l0cated at 



Station 'X' were foond by the consignee to be sub
standard . The quantities contracted, cost of supply 
and stipulated dates of delivery in respect of rhe 4 
contracts are given below : 

Name of Firm Quantity Total Date of delivery 
contracted 
(in kgs.) 

'A' 2,50,000 

'B' 2,50,000 

·c· 2,25,000 

'D ' 1,25,000 

cost 
(Rs. in 
lak hs) 

8.80 

8.80 

7.92 

4.40 

30th November 
1982 or earlier. 

30th November 
1982 or earlier. 

3 lst December 
I 982 or earlier. 

31st August 1982 
or earlier. 

0.2 As per the terms of the contracts, tbc In'Spec
torate of General Stores (CI) was the 'Inspecting 
Officer' whereas the Chief Inspector of Textiles and 
Clothing (CIT&C) was the 'lnsp'ecting Authority'. 
Ninety five per cent advance payment was to be m:ide 
to the firms oll' proof of despatch of stores after 
app::oval by the Inspecting Officer and the balance 
5 per cent after the receipt of stores in full and in 
good condition. The contracts also stipulated that, 
stores or any part thereof could be rejected by the 
consigrree and replacement asked for within 45 days 
of actual c1elivery at destination. 

0.3 Against the contracted quanti~ies referred to in 
sub para 0.1 above, the following quantities were 
received by the consignee Central Ordnance Depot 
(COD) which were duly pre-inspected and passed for 
acceptance by the Defence Inspecting Officer with 
price reduction for deviation and accepted by the 
DS&D as shown below : 

Firm 

'A' 

'B' 

C' 

'D' 

Quantity 
supplied 

(Kgs.) 

Period during which Price reduction 
supplies were received effected 
by the consignee 

l , 19,945 30th August 1982 to 2 to 5 per cent 
13th January 1983. 

I, 76,565 2nd September 1982 4 to 5 per cent 
to 6th January 
1983. 

77,485 30th October 1982 3 to 4 per cent 
to 12th February 
1983. 

J,24,940 6th September 1982 0.5 to 3.S 
to 26th November percent. 
1982. 
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On percentage check by the COD, the stores 
received between October 1982-February 1983 
against seven consignments (69,975 kgs.) from firm 
'A', 13 consignments (1,33,105 Kgs.) from firm 'B', 
4 consignments (52,500 Kgs.) from firm 'C' and 
2 consignments (20,000 Kgs.) from firm 'D' were 
found to be S.'Jb-standard. Accordingly, CIT&C was 
asked during October 1982-February 1983 to carry 
out a 'standard check' of the stores received agair~t 
these twenty six consignments. In the test, the stores 
supplied by firms 'A' an'd 'B' were found to be sub
standard. 

0.4 The CIT&C advised the COD between Decem
ber 1982-April 1983 after a lapse of periods varying 
from 62 to 102 days of the receipt of these twenty 
consignments, to reject these stores under the warranty 
clause. Accordingly, between January-April 1983 
i.e. after 87 to 155 days from the date of receipt of 
these stores in• the Depot as against the stipulated 45 
days provided in the cClntracts, the COD asked firms 
'A' and 'B' to replace the stores. In regard to sub
standard stores supplied by firm 'C' (52,500 Kgs.) and 
'D' (20,000 Kgs.) the CIT&c recommended its rejec
tion between January 1983 and May 1983 under 
warranty clause by using consignee's right of rejection. 
Between March 1983 and June 1983 the COD asked 
firms 'C' and 'D' to replace the stores. 

0.5 Firms 'A' and 'B' bad been paid Rs. 2.37 lakhs 
and Rs. 4.44 lakhs respectively as 95 per cent advance 
payment for these rejected stores. 

0.6 Since the firms di<i not agree to thy rejection of 
the sub-stan•dard stores, a meeting was arranged on 
26th April 1983 in the office of the Director General 
Supplies and Disposals (DGS&D), when it was 
decided that : 

Out of the rejected stores lying at COD the 
firms would themselves segregate lots for 
CIT&C to draw samples for reconsideration 
and acceptance with a maximum price reduc
tion of 10 per cent. 

The segregated lots would be tested by 
CIT&C in ·the presence of the representa
tives of firms; and 

The DGS&D would seek legal opinioc about 
the validity of the rejection under the 
warranty clause stipulated in the contracts. 

O. 7 The stores were reinspected during June 1983 
by a Board of Officers after segregatioN of the lots by 
the firms representatives. The Board of Officers opined. 
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that no .useful purpose would be achieved by drawing 
and testing further samples since the stores were one 
of the same in appearance. T hereafter, DS&D asked 
firms 'A' and 'B' in October 1983/ September 1983 
t9 i:eplace the en tire quantity of 69,975 Kgs. and 
1,33,105 Kgs. of stores. The firms have not yet 
(December 1985) replaced the rejer.ted stores. 

0.8 In the meantime, the Ds&D informed Army 
HQ and COD in June 1983 that : 

"As per legal op inion, since the rejection made 
by the consign•ee has not been communkat
ed to the contractor within 45 ,Jays from its 
receipt as required under the conditions of 
the contract, the co~signee forfeits his rights 
under the warranty clause and is obliged to 
pay at full A/T rates for the rejected 
material." 

0.9 Firms 'A' and 'B' failed to supply the balan'Ce 
quantity of stores viz. 1,30,055 Kgs. and 73 ,435 Kgs. 
by the extended date viz. 30th November 1983, and 
their contracts were cancelled at their risk and cost 
in May 1984 and March 1984 respectively. Risk pur
chase tender enquiry floated against the quantity can
celled at the ~k and cost of the defaulting firm 'A' 
did not evoke any response from the trade. Meanwhile 
business dealings with all the four defaulting firms 
were banned and therefore no risk purchase was 
possible. The offer received against the quantity 
cancellB<t at the risk and cost of firm 'B' coQld not be 
accepted as the firm_ whose offer was acceptable was 
found to be sister concern of defaulting firm 'B' . 

0.10 In regard to the sub-standard supply of 52,500 
kgs. costing Rs. 1.85 lakhs made by firm 'C' an'd 
received by the COD between 17th November 1982 

· to 12th February 1983, the rejection of the stores was 
not intimated by the consignee to the firm within the 
stipulated 45 days. The DS&D, therefore, issued an 
i!JI!~ndment to contract in October 1983 acceptin'g the 
stores with price reduction ranging from 8.5 to 
21.5 per cent. The balance quantity of 1,47,515 kgs. 
has not so far been supplied by firm 'C' (December 
1985) . 

0 .11 In respect of sub-stal1dard supplies made by 
fmn 'D', the consignee informed the firm aboot the 
rejection of stores after 111-113 days of receipt. 
Out of 20,000 kgs. of sub-standard stores costing 
R s. 0 .70 Iakh received by the COD during 24th- 26th 
November 1982, 9,250 kgs. was accepted by tl.Je 
DS&D with a price reduction <2f 18.5 per cent through 
amendment to contract issued in' September 1983 and 
the remaining quantity of 10,750 kgs. was rejected . 
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The Army HQ, however, instructed the DGS&D in 
November 1983 that cotton waste supplied by various 
firms should not be accepted under price reduction 
ranging from ~.5 per cent to 2 1.5 pe ... cent .. Sub
standard stores costing R s. 9.70 lakhs in all (R s. 7.53 
lakhs worth of rejected stores and Rs. 2.17 Jakhs 
wor th of stores recommended for acceptance with 
price reduction) arc lying in storage since November 
1982/ Febmary 1983. 

Ministry of Defence stated (December 1985) that : 

The pispute regarding rejection in case of 
contract with firm 'A ' for 69,975 kgs. 
(cost : Rs. 2.46 Iakhs) was referred to ar
bitration which rejected the Government's 
claim. 

The rejection of sub-standard quantity of 
1,33,105 kgs. (Rs. 4.69 lakhs ) suppl ied by 
firm 'B' was under arbitration. 

Rejection of sub-standard quantity of 
10,75(). kgs. (cost : Rs. 0.38 lakh) supplied 
by firm 'D' was under examination with 
Ministry of Law for canceUation at firm's 
risk and cost. 

It was decided to set up a committee regard
ing ac:cep tall'ce or o therwise of sub-s tandard 
stor~ supplied by firms 'C ' and 'D' with 
price reduction. 

No contract at the risk and cost of firm 'C' 
had been concluded so far. 

No responsibility has been fixed for not inti
mating rejection of stores within' the time 
limit of 45 days as the Army HQ were under 
the mistaken notion that they could reject 
the C()nsignm~nt under the warranty clause 
whereas the goods should have been reject
ed under consignee's right of r:ejection within 
the time stipulated. 

0 .12 The case reveals the following : 

As a result of failure on the part of the con
signee to inform firms about the rejection 
of the stores within the stipulat~d period of 
45 day~ of the date o_f delivery, 2 .76 Iakh 
kgs. of sub-standard stores costing Rs. 9 .70 
lakhs are lying in stock for about 3 years 
(December 1985). 



28. Extra expenditure due to issue of a defective pro
prietary article certificate 

The Air H eadquarters (Inden:tor) placed (July 
1983) an indenc for procurement of 59 items of 
certain spares on the S1Jpply Wing o[ an Indian 
Mission abroad (Supply Wing). The in'dent was 
accompanied by a proprietary article certificate (PAC) 
in favour of firm 'A '. The Supply Wing obtained a 
quotation from firm 'A' and placed an order on it 
(November 1983) for supply of the spares. Eight of 
the items covered by the contract pertained to 
'bearings' of differen't specin cations. 

In a subsequent indent (April 1984), the Indentor 
requi~itioned, inter alia, the same 8 icems of ' bearings' 
with the same description and pa.rt numbers. This 
in·dent , too, was accompanied by a PAC in favour of 
firm 'A '. On the recommendation of its Inspection 
Directorate in respect of these items, the Supply Wing 
issued (May 1984) tender enquiries to six firms in· 
c1udin·g firm 'A'. Two of the firms ('A' & 'B') res
ponded (June 1984) and as the prices offered by 
firm 'B' were wbstantially lower than those of firm 
'A ' in respect of 6 of the items, a contract was con
cluded in August 1984 with firm 'B' for supply of 
these 6 items at a total cost of £ 10,779. 

A comparison by Audit of the prices for the 6 
items of bearings ~n the two contracts revealed that 
the earlier purchase from firm 'A' was costlier by 
£ 16.225.72 (R s. 2.44 lakhs) even as compared to 
firm B's quotation of June 1984 by which date the 
I ndex Numbers of producer prices had actu~lly gone 
up by more than 2.5 per cent. 

I t was also noticed that the Inspection Directorate 
held in May 1984 that the spares required were AGS 
(Aircraft General Standards) parts. The Assistant 
Director of Purchase also observed iTY July 1984 that 
firm 'A' did not make the ' bearings' themselves hut 
bought them from other manufacturers. As such, the 
PACs stat ing that the stores were manufactured by 
firm 'A ' and that to ensure correct supply, no other 
make was acceptable, issued by the Indentor were 
dcfecti\'c. This deprived the Government of the acl
van•tage of more competitive prices and resulted in an 
avoidable extra - expenditure of .£. 16,225.72 
( Rs. 2.44 lakhs). 

. T he Government s tated ( June 1985) that since 
firm 'A' had not indicated in their parts catalogue rmy, 
in lieu vendor part numbers or any indication to the 
effect that a ny of the items were man1.1factured by an y 
o ther party, the PAC was correctly issued in favour of 
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that firm. The reply is not tenable as the Supply 
Wing could locate alternative sources o~ supply for 
these items from the description of the parts as given 
by firm 'A'. 

29. Proruremcnt of spares for an afrcraft from abroad 

For procurement of 4 items of spares for an aircraft, 
Air Headquarters (Jndentor ) raised an indent on the 
Supply Wing of an Indian• Mission abroad (Supply 
Wing) in March 1984. The estimated cost of item l 
(Man Mounted R egulator with part number 'X') was 
indicated in the in dent as £ 85,000 (25 numbers at 
a un:it cost of £ 3,400) witho~Jt reference to any 
previous purchase order. The indentor, however. 
mentioned that while inviting quotations, offer of firm 

'D ' ( through thei r Indian agent) at £ 2 ,900 per unit 
might also be kept in view; the offer dated 17th May 
1983 from the Indian• agent of the firm mentioned, 
inter alia, that the regulator ( part number 'X' ) offered 
by them was inter-changeable with the existing regu
lator on the aircraft. 

T he Supply Wing issued (June 1984) a limited 
tender enquiry to four firms A , B, C and D. In res
pon'Se, firms 'A' and 'B' quoted (Joly-August 1984), 
inter alia for this item (with part number as '.Y ' ) a 
unit price of £ 2459 and £ 4733.66. respectively; 
'C' did not quote for the item and 'D"s otier was 
received only in O ctober 1984 . In their offer of 
26th July 1984 and their telex of 27th July 1984, 'A' 
also stated that the part offered by them was the 
equipment specified for use on the aircraft by the air
craft manufacturers an'Cl 'was previously supplied by 
them against contract of 22nd July 1982. They 
added tha t the inter-changeability of part number 'X' 
wi th part number 'Y' was, as per their knowledge, still 
being evaluated by the aircraft manufacturers on a 
request by the inden•tor. 

As neither of the two offers conformed to the des-
cription of the item as per the indent, the Supply . 
Wing forwa rded on 27th September 1984, offer dated 
26th July 1984 and telex dated 27th July 1984 of 
'A' to the . indentor for consideration. Th~ in'Clentor 
replied ( 11 th October 1984) that 'D ' had agreed to 
supply the item _under part number 'X' as indicated 
and may be approached. 'D's offer was received on 
1st October 1984 pricing the item at £ 2,900 per 
unit (as was quoted by thei r Indian agent in May 
1983 ) . Based on this · offer , a contract valuing 
£ 72,500 was awarded to 'D ' on 31st October 1984 
for part number 'X' (25 number~). 

-

-
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In this connection, the followin'g points were 
noticed: 

( i) Against an indent of 20th October 1981 from 
the indenter, the Supply Wing had placed an 
order on' 22nd July 1982 on· firm 'A' for 
supply of 25 n•:tmbers of the same item (part 
number 'Y ') at a unit price of £ 3,400. 
Obviously, this con tract was the basis of the 
estimated cost indicated in the latter indent 
though the indentor had failed to mention 
this fact in the indent. The indenter also did 
not, apparently, consider that the supply of 
the same item was previously made by firm 
'A ' even when it was pointed out by the firm 
in their offer and telex of J uly 1984--copies 
of which were forwarded by the Supply 
Wing with their letter of 27th September 
1984. 

( ii) Supply Wing also failed to ascertain from 
the inden'tor the basis on which estimated 
cost of £ 3,400 per unit was indicated in 
the indent especially when the Indian agent 
mentioned in the in'Clent had quoted a unit 
price of £ 2,900. 

(iii) Procurement of an inter-changeable part 
frum ·D' a l a higher price of £ 2,900 each 
and rejecting the offer of firm 'A' for supply 
of the original part at a lower price ot 
£ 2,459 each resulted in avoidable extra 
expenditure of £ 11,025 (Rs. 1.66 lakhs) . 
Besides, the in'ter-changeability of the item 
obtained was reportedly still (July 1984) 
under evaluation. 

The Supply Wing, while agreeing that the Audit 
observation was valid, stated (April 1985) that they 
had finalised the purchase <Jrder for the particular part 
number only on the insistence of the i rrdentor, who is 
the best authority lo know whether a part icular item 
had been procured in the past. The Supply Wing 
further intimated that the iodentor had requested them 
to examine the possibility of cancellation of the con
tra~t with 'D' and placing it on 'A' or in the alter
native ·getting the contract price reduced but the firm 
was being "difficult". 

The Government stated (September 1985) that, in 
consultation' with the legal Adviser (Defence Ser
vices) , they have given some guidelines to the Supply 
Wing to retrieve the position and to prevent Joss to 
G overnment. The Supply Wing, however, slated 
(October 1985) that according to their Legal Adviser 
the guidelines given by Govemment could not be 
ncted upon. 

30. R epairs of control indicator computers 

An indent for repair of four control indicator coin
puters (already air freighted to fi rm 'X' in February 
1982) was raised by Director of Naval Air Material 
(Indentor) on the supply wing of an Indian Mission 
abroad (S•:tpply Wing) in March 1982 indicating 
estimated repai r cost as £ 4,000 per unit. 

After an initia l mechanical survey of the computers, 
the fi rm 'X' quoted (March 1982) to the Supply Wing 
estimated repair cost as £ 10,000 per unit. The 
urm also suggested that a· technical representat ive 
could be sent to inspec t the state of the equipment 
prior to repair/modification. 

The estimated cost of repairs being 150 per cent 
more than the indent, the Supply Wing referred 
(April 1982) the matter to the inxientor. The inden
ter did not accept the offer stating (May 1982 ) that 
the quotati0n was exorbitant since the firm had only 
chaigcd £ 4,000 each (approximately) fur simiJa( 
repairs in May 1981. When the Supply Wing re
quested the firm (Ju~e 1982) to reduce their quota
tion to the level charged previously, the Jirm stated 
(June 1982) that the quotation of £ 10,000 per un'it 
was tei;tative and the final cost could be below or 
above that ra te. 

As the foreign exchange sanction was not errough to 
cover the repair cost of all the four units, at the quot
ed ra te, contract for repair of only two units was 
placed with the firm in October 1982 after obtaining 
clearance from the in'Clentor. For remaining two 
units, the firm intimated (8th March 1983) a firm 
repair cost of £ 5,000 per 1.1nit. A formal con tract 
was placed on the fi rm in August 1983 for repair ot 
these two units also. In ttiis connection, the following 
points were noticed : 

( i) D etails of repair intimated by the firm (on 
24th March 1982) after 'initial mechanical 
survey' as also the estimated repair cost o f 
£ 10 ,000 per unit were common to cl! the 
units. T here was no indication that the 
first two units involved more extensive 
repairs tha11 the other two. 

( ii ) Although the firm had clearly indicated that 
the amount of £ 10,000 was 0nly an esti
mate and the actual cost could be less or 
more, the contract concluded in October 
1982 indicated. £ 10,000 per Uf)it as the 
firm price. 



(ill) No action was taken on the firm's sugges
tio1:1 to send a technical representative to 
"Inspect the state of equipment prior to the 
repair/modification taking place." 

Since the nature as well as the cost of repair was 
the same io the (firm's) quotation made after the 
initial mechanical survey of all the (four) units the 
failure on the part of the Supply Wing to take ade
quate action led ·to an extra payment of £ 10,000 
(Rs. 1 .50 lakbs) in respect of the first two units. 

The Supply Wing stated (February 1985) that 
(i) they had no machinery to evaluate the repair 
status, and ( ii) the repair charge of £ 10,000 per 
unit was final as agreed upon in a telephonic cc.nver
sation with the firm on 11th October 1982. There was 
no contemporary record of any such telephonic con
versation. In fact, the notes recorded by the dealing 
officers on that date referred to the repair cost of 
£ 10,000 per unit only as an estimate. Government 
while endorsing the view of the Supply Wing that wear 
and tear ill! different units could vary stated (August 
1985) that they had no comments to offer on accept
ance of the firm's quotation as relevant records were 
not mamtatDed at the Naval Headquarters. 

31. Procurement of spares for an aircraft 

Air H eadquarters (indentor) placed (May 1979) 
· an i11'dcnt on the Supply Wing of an Indian Mission 

abroad (SW) for procurement of 530 items of spares 
for an aircraft. The spares were the propri~tdry pro· 
ducts of a foreign firm from whom tender was invited 
by the SW in June 1979. The firm's quotation of 
3 1st August 1979 for 500 items was referred by SW 
to the indentor on 24th September 1979 for enhanced 
cost sanction in respect of 84 items and for concur
rence in regard to the minimum order quantities 
quoted by the firm. The firm did not quote for the 
remaining 30 items on grounds of inability to manufac
ture/identify the items or the i tems being obsolete. 
SW placed contract for the supply of 41 6 items of 
spares on the firm on 24 th October 1979 (Total 
value : £ 1,11,863.86). 

The indentor in' his telex message of 17th Novem
ber 1979, received in SW on 19th Noy_ember 1979, 
advised SW to 'withhold contractual action for other 
than enhanced cost it~ms also' and added ' heavy 
cancellation/ reduction coming up . . ... .. .. . .. ' SW 
replied on 2 1st N<?yember 1979 that 416 items had 
already been contracted. 

Subsequently, the indentor sought on 19th January 
1980 cancellation of 237 items and reduction in quan
ti ties of 99 items included in the original indent . Tbc 
.contract already placed on the firm included 208 o.ut 
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of 237 items advised for cancellation and all the 99 
items whose qua.irtities were sought to be reduced. 
Based on the indentor's request, SW requested the 
fum ou 1st February 1980 to confi.nn cancellation/ 
reduction in quantities without financial liability. The 
firm intimated (12th February 1980) that many ot 
the items were PB:Cked and that 100 per cent liability 
would be incurred if the cancellation/reduct10n w~ 
insisted upon. On this being intimated by the SW 
(Febrnary 1980), the in•dentor agreed (February 
1980) to the procurement of the quantities originally 
contracted for. Also, 49 items pertaining to the in
creased cost case were sought to be deleted and the 
remaining 35 items were required to be procured in 
reduced quantities for which the SW placed a supple
mentary order 011 the firm (February 1980) enhancing 
the value of the contract to £ 1,54,433. 

lo his letter of 3rd May 1982 to the SW, the inden
tor pointed out that though the prescribed delivery 
schedule in respect of all the items in the contract had 
already expired, 25 items were still outstanding and 
requested that these items be carrcelled as they were 
not required. Thereupon SW in their letter of 
1st June 1982 took up the matter with the firm. The 
firm in its letter of 21st June 1982 intimated SW that 
17 items had already been despatched, S items were 
ready for despatch and the remaining 3 items were 
being investigated. No further actiou was taken by the 
SW and the cancellation sought by the indentor <lid 
not thus materialise. 

The surplus items procured. in the }Jrocess and paid 
for between March 1980 and November 1983 entailed 
an avoidable extra expenditure of £ 39,413 (Rs. 7.19 
lakhs). In this connection, the following points were 
noticed. 

(i) As per procedure prescribed (Septembe1 1954, 
September 1965 and August 1966 ) for the procure
men t of Defence Stores, cases exceeding by 50 per 
cent the rates shown on th~ indent are required to 
be referred back to the indentor by the SW to enable 
the indentor to obtain sanction for enhanced prices 
and additional funds or to review and cancel/reduce 
the requirements suitably to be within the funds 
already provided. In the present case, though the 
firm's quotation was referred to the indentor, the 
action of the SW in placing the order for 416 items 
before receipt of the indentor's advice rendered the 
implementation of his sub5equent proposals for 
cancellation and r~duction in quantities of the items 
diffi.cult. On this, the indentor in his letter of 15th 
November 1980 to audit stated : "SW letter dated 
24 th September 1979 was received at this 
Headquarters en 1 lth October 1979. Jmmediately, 
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the user unit was asked to re-examine their require
ments for 84 enhanced cost items as V'.le11 as other 
items on the in dent. SW was also reque&ted vide 
telex dated 15th Oct0ber 1979 to extend the validity 
date upto 30th December 1979 as release of additional 
FFE was not ?Ossible by due date. SW, however, 
withou t waiting for our comments/advice conciuJcd 
.c;ontract dated 24th October 1979". 

(ii) Though the decision to procure 416 items of 
spares was taken on 22nd October 1979, the telex 
message d_ated 24th/ 25th October 1979 'n this regard 
was actually issued to the firm only on 5th November 
1979 a'S evidenced from the firm's telex message of 
6th Nocember 1979 calling for clarification regarding 
quantities accepted against each item. SW's reply 
(telex message) da-.cd 8th November 1979 to the 
firm was again issued only on 12th November 1979 
as indicated in the nrm's telex reply of 14th November 
1979 wherein it was stated "ackn is ma'de of yr tlx 
12th November 1979 anc contents noted-will now 
proceed with order". Though the indentor's telex 
message of 17th November 1979, received in SW on 
19th ' November 1979, requesting the SW mter ali.a, 
to withhold contractual action for other than enhanced 
cost items also as heavy cancellation/ reduction was 
coming up, was recciveti within 5 days of the fum's 
telex message that it would proceed w.ith the order, 
SW failed to bring the indentor's request to the notice 
of the competent authority and to cancel the order 
placed on the firm or tp request the firm to withhold 
action on the order in which ca'se the firm could not 
have ,raised the question of financial liability. 

Formal contract bearing the date 24th October 
1979 was received by the firm only on 20th November 
1979, as indicated in the firm's letter of 30th 
Novembcr 1979, apparently due to its belated com
pletion and desp<>.tch by SW. As such, there was 
adequate time Cor cancelling the contract if it were 
so decided on receipt of the foJent1)r's telex on 19th 
November 1979. 

(iii) The indenter's Jetter of 19th January 1980 
seeking cancellation of 208 items and reduction in 
quantities of 99 items already contracted for as also 
bis letter of 3rd May 1982 proposing cancellation of 
outstanding items/ quantities of .which the prescribed 
delivery schedule had already expired also did not 
receive the attention of th e competent authority in 
the SW which approved the p!acing of the contract. 

(iv) Even thvugh the d elivery period of 3- 20 
months prescribed in tbe contract for the various 
items 9f spares expired by June 1982, the delivery 
'Bnd despmch of stores continued piece-meal upito 
November 1983 involving delay of over 18 months. 
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However, SW could neither cancel the procw-ement 
of unwanted items nor c:ould, in the absence of 
liquidated damages clause in the contract, recover 
any liquidated damages for belated delivery of stores. 

In reply to a query made by audit (October 1980) 
regarding reasons for such large scale canceJ.!ation/ 
reduction in quantities of items indented, the indentor 
stated (November 1980) that 'a special review was 
undertaken on receipt of enhanced cost quotation 
when large scale surpluses were observe.cl'. This 
indicated that tee quanti ties of various spares initially 
projected were out of all proportion to the actual 
requirements which was indicative of the unrealistic 
procedure adopted by the user units for assessment 
of their requirements. 

On being inquired whether the surplus &tores, could 
be utilised and if so over what period, the indenter 
stated (March 1984) that the spares were expected 
to be consumed within the shelf life of 15 years. 
According to the contract, the warranty on the items 
expired 15 mon th!'> after their delivery by the firm 
or 12 months after their arrival at the ultimate 
destination whichever was earlier. Accordingly, the 
warra!!-tY on ~ tems sup plied in March 1980-November 
1983 expired in March 1981- Novernber 1984. 

The faulty procurement planning on the part of · 
the indentor coupled with the failure on the part of 
the SW to obtain the in<lcntor's advice before placing 
the order ant.I a-lso to take appropriate and prompt/ 
timely action on the indenter's communications re
sulted in the procurement of surplus stores worth 
£ 39,413 (R s. 7. l9 lakhs) and blocking of funds to 
this extent upto 15 years and loss of the benefit of 
warranty. 

The Ministry of Defence stated (August 1984) 
inter alia, that the cancellation/reduction in quantities 
of the spares originally indented was warranted by 
enforcement of revised instructions on repair task 
framed by the Ministry of Finance (Defenc~) wherein 
guide lines were given for the first time for a re.alistic 
assessment of arisings, also eliminating computation 
of unrealistic/ ficti tious arisings during the forward 
planning period. 

Verification by audit of the indentor's records 
(July-September 1984) revealed that though the 
decision regarding reduction in the repair tasks was 
taken as early as in August 1978, the indentor failed 
to make corresponding reduction in the requirements 
of spares worked out on the basis of the &ar1ier 
assessment of repair tasks maJe in July 1 Q77, despite 
the fact that the relevant indent was placed on the 
SW only in May 1979. 



CHAPTER 6 

UTILISATION OF EQUIPMENT AND FACILITIES 

32. Non-utilisation of Lathe Machines 

In order to facilitate the repairs of vehicles in 
Mechanical Transport Repairs and Services Sections 
(MTRS) of Air Force units, to improve their 
serviceability and to save manhours spe!lt in ~ending 
the repairable items to workshups, the Air 
HeadquarteB (HQ) approached the Army HQ in 
December 1965 for the supply of 25 lathe machines 
by including them in their revised forecast of require
ments for the year 1967-69. The requirements 
were modified to 32 machines in the forecast of 
requirements for 1971-72 ~o 1973-14 sent in 
November 1970 and again in the forecast of require
ments for 1975-79 sent in September 1974. Jn 
February 1976, the Army HQ was reminded about 
the great urge ncy for these machines as the Air Force 
units were ~xperiencing great djfficultie3 in tbe absence 
of these machines. 

On the basis of indent placed by the Army HQ 
in July 1976, the Director General of Supplies aud 
Disposals ( DGSD) concluded in September 1976 a 
contract with 1irm 'A' for the supply of 18 lathe 
machines at a unit price of R5. 14,530. On rec~ipt 
of the copies of the supply order the Army HQ 
pointed out in October 1976 to the DGSD that the 
performance of 34 lathes earlier supplied by fi rm 'A' 
during 1970-71 was found to be far from satisfactory 
as the lathes were of sub-standard material and design, 
were totally unreliable and were not r.cceptable to 
the users and that most of the lathes were lying idle 
with the Army Base Workshops/Depots. T hereupon 
the supply order wa:, cancelJed by DGSD in May 
1977. 

After callin,g fresh q uotatic•ns, in May 1979 a con
tract was concluded with the same firm for the supply 
of 49 lathe machine. ; () f a different model ( 17 for 
the Army aacl 32 for the Air Force) at a cost of 
Rs. 25.76 lakhs. T hese lathes were subJected to 
exhaustive field lriah by the users/technical authorily 
before placing supply order. F orty nine machines 
were rec!'!ived hy a Clmtnl Ordnance Depot (COD) 
at Station 'X' ~lnring D ecember 1979 to March 1981. 
out of which 28 machine> were despatched to Afr 
Force units during August 198J to Apri l 1982. 
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Out of 28 ·Air Force units to whi·:h lathes were 
sent, 9 units p0inted out during March 1983 to 
December 1984 to the Air HQ that they did not have 
any specific requirement for the machine and ~ought 
disposal instructions. The Air HQ, how(.ver, issued 
instructions on 8th February 1983 to Command HQ 
to ensure installation of the machines by '28fa February 
1983. The instructio!l > were reiterated in February 
1984 and October 1984. 

The Air HQ stated in April 1985 that : 

As against 32 machines indented by them 
only 28 machines were supplied by the 
COD and lS machinec:; out of 28 have been 
installed and put to use. 

Nine macl1iues could not be installed and 
put to use because units had seated that 
these wen; not required by them. or 
these, four machines bad been re-allotted 
to 4 units but confirmation about their 
installation by the new allottees was owaited. 
T he Ministry of Defence (Ministry) 
intimated in Oct0ber 1985 that Command 
HQ harl been a!>ked to renllot the remaining 
5 machines as well. 

One ma<..hine was received deficient of 
certain items. After prolonged correspon
dence with the R ailways, the consignee 
unit was now to service the lathe resorting_ 
to purchasl! of the items required. 

The Ministry also stated (October 1985) that the 
actual utilisation of machines depends on the volume 
of repair arising, of which no precise forecast could 
be given and yet the wherewithal ti) attend to such 
repairs had to be provided for efficient functioning 
of units. T he Ministry further stated that the Air H Q 
is being instructed to revbw the scales for providing 
machines and modify the same. if necessary. 

The case !'\Wealed that : 

Of the 28 Air Force units, to which the 
lathes wer~ sent, 9 units intimated ·that they 
did net have specific requiremrnt tor the 
machine because of certa in deficient items 

) 
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machine because of certain deficient items 
found in the machine. Thus 10 machines 
co5ting abou~ Rs. 5.26 lakhs reILainetl idle/ 
uninstalled even after 4 years of their pro-
1.:urement. 

Of the 18 machines stated to have been 
installed users information was available 
in October 1985 only for 10 machines; oi 
these lh~ total hours logged by the machines 
were le5s than 30 hours in 2 cases, betwe.en 
183 hours to 307 hours in 3 cases, around 
1,000 hours in 3 cases :ind around 2,000 
hour.~ in 2 cases. 

Though the requirem~nt of these machines 
was projected in 1965 specifically to save 
manhours spent in sending repairable items 
to workshops and to reduce prolonged 
unserviceability of vehicles, due to delay in 
receipt and installation of •these machines, 
the jobs required to be done by these 
machines in the MTRS of Stations/Wings 
had lo be got done from the Station W0rk
shops. 

33. Procurement of Target Towing System 

Anti-aircraft gnn firing practices to the Army and 
Navy personnel were· being imparted on 'target system 
'A' towed by aircraft 'P' and air to air gunnery practices 
to the Air Force personnel on target sy~tem 'ff towed 
by aircraft ' Q ' and 'R'. It was considered operationally 
necessary by the Air Force to replace them with an 
a-ircraft and target system that would i•rovide higher 
speeds of towing, realistic target beha·~iour and modern 
methods of assessment of firing re~ults. 

The Air Headquarters (HQ) submitted (July 1972) 
to the Chiefs :)f Staff Committee proposals for the 
modernisation cf target towing flights by replacing 
aircraft .•p• by aircraft 'S' and acquisition of target 
system 'C' from lr foreign supplier. Ii was proposed 
to acquire 'Y' number of aircraft 'S' en "as is where 
is" basis from country 'X"; these were to be refur
bished and modified for target systt>m 'C' by a Public 
Sector Undertaking (Undertaking). The system 'C' 
was capable of providing surface to air as well as 
air to atr firing practices. The flying hours to be 
provided by all the aircraft 'S' ( 1,800 hours per 
annum) were to be sh<?red by Army, Air Force and 
Navy and the deEciency in hours was t o be made up 
by retaining flights of aircraft ' Q'. 

The proposals of the Air HQ were approved 1:-y the 
Chiefs of Staff Committee i11 November 1972 and the 
sanction of the Government was accorded in December 
S / 1 DADS / 85-9 
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1974 for the purchase of 'Y' number of used :iifcraft 
'S' from country 'X' on "as is where is basis" c.r.d 
their refurbishing by the Undertaking at a cost not 
exceeding R s. 80 lakhs [including foreign exchange 
(FE) : R s. 45.80 lakhs]. This was revised to 
Rs. 155.34 l_akhs (FE R s. 60.93 lakhs) in June 
1975 and again to Rs. 198.21 Jakhs <FE R s. 99 lakhs) 
in May 1978 to include the cost of modification to 
the aircraft and cost of spares respectively. In April 
1975 the purchase of target system 'C' at a cost of 
Rs. 284.90 Jakh~ (including FE R s. 284.35 lakhs) 
was also sanctioned by the Government which was 
later (May 1978) revised to R s. 346. 79 lakhs (FE 
Rs. 337 lakhs) to provide for certain additional equip
ment not envisaged earlier. 

The aircraft were re•;eived m Indict by the Under
taking betw'!en June 1975 a:i.d s~ptcmber ] 975. 
Target system 'C' comr.rising 521 items were indented 
on differen t dates between August 1975 an<l March 
1979. The Ministry of D efence ( Mini5try) stated 
(January 1986) that the target ~owin.g system 'C' 
was entirely r1ew to i:he Air Force an d necd~d very 
close scrutiny and vetting before indents could be 
placed. Besit.les, in many cases, clarifications were 
required from the firm. Thus, the indent for all 
these items could ·not be placed at the same time and 
the it~ms were finally receiv::d only in 1979. . 

The progr1!:mme for repair/modification by the 
Undertaking envisaged thl' delivery of 33 per cent of 
aircraft in 1976-77, 50 per cent in 1977-78 and the 
balance in 1978-79. The del ivery o0f the aircraft 
commenced only ir. October 1979 with 33 per cent 
of the aircraft follcJwed by 17 per cent each in January 
1980, March 1980 and <)eptember 1981. The balance 
was delivered .i!1 November 1981. The Ministry 
stated (Janua·ry l 986) that the mod ification of the 
aircraft was not possible till all the items of the target 
system 'C' were frnally received i.e. 1979. 

The Government authorised in July" 1979 the 
induction of these aircraft into squadron service for 
the target towing role with authorised 1800 flying 
hours per annum. All these aircraft except the orie 
held in reserw: were inducted into squadron service 
·as and when th~y were received from the Undertci king. 
The aircraft ddiver~d in March 1980 was ground~d 
in the squadron as it \\'as received without' two vital 
assemblies and it could fly only in 1982. 

Aircraft 'S' suffered from certain maintenance 
problems arising out of their vintage and the difficulty 
in procurement of spare parts. For these reasons, 

their serviceability could be maintained only at 41 per 
cent on an average and the aircraft could not be 



utilised to the authorised extent of 1,800 hours per 
annum. 

The shortfall in the actual utilisation was as 
below:-

Year 

------ - -- --
1981 

1982 

1983 

Percentage of short
fall in flying hours 
of aircraft 'S' 

80.50 

76.00 

60 .00 

The Ministry stated (January I 986) that the 
authorised rate of utilisation was fixed in I 972 when 
the present difficulties regarding product support for 
maintaining this aircraft could not be envisaged. 

On the induction of aircraft 'S' for target towing 
tasks, aircraft 'P' was expected to be phased out. 
However, target towing flights were continued with 
aircraft 'P'. In fact, major part •)f the trtrget towing 
tasks wa's conducted with aircraft 'P' as indicated 
below for 1981 to 1983 :-

Percentage of total flying 
hours done by 

Year 
Aircraft 'P' Aircraft 'S' 

1981 76 24 

1982 71 29 

1983 54 .95 45 .05 

The Ministry stated (January 1986) that the conti
nued use of aircraft 'P' even after induction of a ircraft 
'S' was found c~seotial because of the limited service
ability of aircraft 'S' and partly because the rnnges 
made available by Army and Navy for training were 
~t for aircraft 'P' only. The Ministry also s1.ated that 
in order to take over the task of aircraft 'P' the 
required number of suitable ranges for Army and 
Navy have since been cleared and utilisation of air
craft 'P' has s ince been discontinued. 

At the time of procurement of aircraft 'S' and the 
11ystem 'C', the Air HQ had ~ta ted that the target 
system 'C' provided an integrated system for a variety 
of targets including air k ' air gunnery. However, 
aircraft 'S' was not used for air to air gunnery 
practice. The Ministry stated (January 1936) that 
the system 'C' was the bes~ offered at that time a nd 
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was initially designed for both air to air and ground 
to air applications. H owever, an analysis during 
trials showed that air to air fi ring posed problem of 
safety to the towing aircraf~ and thus was not capable 
of providing air to air firing practice. 

T he modification of aircraft 'S' for target towing 
system 'B' at a cost of Rs. 17.23 lakhs including 
Rs. 13.50 Jakhs in foreign exchange was, therefore, 
sanctioned in February 1982. However, no ai rq aft 
has been released for modification till July l 985. 
The Air HQ i::tated in February 1985 that suitable 
aircraft which J~a ve been phased out in operational 
squadrons would be released shortly. 

The case reve'lls that : 

Due to the time lag of over three years in 
the procurement of target towing system 
and the consequent delay in refurbishing and 
modification of aircraft 'S', these aircraft 
acquired between June 1975 and September 
1975 could be inducted into squadron 
servic~ only in 1979 i.e. after a period of 
over four years of their purchase . 

Due to the vintage of aircraft 'S' and the 
difficulties regarding product support for 
the aircraft, the serviceabil ity rate of the 
aircraft that could be maintained was as 
low as 41 per cent. Consequently, the 
shortfall i:t utilisation of the aircraft was 
as high as 60 to 80.5 per cent of the 
authorised hour.;. 

Due partly to th~ limited serviceability of 
the aircraft and partly because the Army 
and N avy ranges made available were not 
suitable for aircraft 'S', aircraft 'P' was 
continued to be used for target towing 
training even after the induction of aircraft 
'S'. According to the Ministry (January 
1986) suitabld range:: for Army and N avy 
have since been cleared and the use of air
craft 'P' has been discontinued. 

The target system 'C' though stated to 
provide an integrated system both for 
surface to ai r practice and air to air gunnery, 
it was being used only for surface to air 
practice as air to air practice presented 
problem of safety to the towing aircraft. 
The modification to aircraft 'S' scrnctioned 
in February 1982 for this purpose was vet 
to be taken up (July 1985) . 

-

-
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34. Avoidable .recurring e~~enditurc due to delay in 
assessing and pro••iding adequate requin~ments 

In 1976 two hydraulic test rigs and a speedivac 
vaccum pump required by a Base Repair Depot 
(BRD-). were imported at a total cost of Rs. 5 lakhs. 
Installed ··at the BRD during September 1976 and 
January 1977. the equipments were required to be 
provided with electrical ct'nnections and also special 
arrangements for cooling of tbe bydr<.ulic fluid in their 
system to bring down the temperature to the values 
spc.::ified by the manufacturers. A Board of Officers 
(Board) assembled in December 1976 recommended 
provision as an urgent operational necessity of the 
requisite electric supply requirements and a cooling 
system similar to the one in the overhaul division· of 
a Public Sector Undertaking. Jn January 1977 
sanction was accorded for the work at an C'-limated 
cost of Rs. 0.83 lakh for completion within 24 weeks 
from t.he date of order for commencement. In the 
meantime the plants werl! kept operative with an 
improvised ice cooling system. The work relatin~ to 
external electrification was completed in July 1977 
at a cost of R s. 0.45 la~h . Though the work was 
sanctioned in Janua1y 1977, the Garrison Engineer 
reported to the Zonal Chief E ngineer in October 
1977 that the remaining part of the •1ork, relating 
to the cooling system could not proceed due to lack 
of response from the tenderers, a nd, requested that 
a suitable design bo .given tor water cooling system. 
The matte.r did not progress further the following 
two years, after which users (BRD) reported in 
Septcmber 1979, that, for execution of the work, the 
actual quantum of water coo ling requirement should 
be assessed by a Board . 

Another Board which assembled in October 1979 / 
April 1980, recommended provision of another cooling 
system, to be undertaken as an urgent operational 
necessity, indicating that the provision of the type of 
cooling system envisaged in the earlier sanction of 
January 1977 was not technically suitable in view 
of the inherent limitations in the system. The Board 
also indicated that the existing improvised arrange
ments of cooling water by ice had not provided· 
adequate cooling and was resulting in shut-downs for 
cooling of rigs with consequent delays in production. 
Sanctign was accorded by Headquarters Maintenance 
Command in Septembt.'T 1981 for the work at an 
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estimated cost of Rs. 3.16 lakhs, later revised to 
Rs. 3.15 lakhs in April 1982. The work was 
eventually t'aken up for execution :rt a contracted 
sum of Rs. 3.48 lakhs in August 1983 for completion 
by September 1984 but was later expected to be 
completed in June 1985. 

Due to the delay in assessing requirements and 
pending completion of the work, improvised method of 
cooling by ice was resorted to at an annual recurring 
expenditure of R s. 1.33 Jakhs. During 1977 to May 
1985 an expenditure of Rs. 11.19 lakhs was incurred 
against an estimated annual operationai expenditure 
of Rs. 0.30 lakh on correct cooling system resulting 
in avoidable expenditure of Rs. 8.66 lakhs. 

H eadquarters of the concerned command stated in 
December 1984 that the delay in completion of the 
cooling facilities was due to the delay in finalisation 
of work requirement by the uscrs on account of the 
peculiarity of the technical expertise involved in pro
viding the specified cooling system for the imported 
items within indigenous sources and that the production 
commitment was met by working in shifts and on 
holidays. It was iurther added that under normal 
circumstances a work of this naiure would have taken 
a period of min imum two years for completion and 
that the extra expenditure be reckoned from 1979 
onwards only. 

The case reveals the following : 

( i) Due to delay in assessing and providing 
adequate facili ties for the equipment~: worth 
Rs. 5 lakhs imported in June 1976, an 
appropriate cooling system for their eflicie:it 
working could not be provided till May 
1985. 

(ii) The improvised cooling system by adding 
ice resulted in extra expenditure of R s. 8.66 
lakhs, besides causing delays in production 
due to shut-down of rigs. 

Ministry of Defonce stated ( J anuary 1986) that 
the special technical expertise involved in providing 
specified cooling system for imported items within 
indigenous resources was responsible for delay in 
finalisation of works requirements. 



CHAPTER 7 

ARMY 

35. Avoidable expenditure on acquisition of land and 
care and maintenance of vacant buildings 

Mention was made in paragraph 3l(b) of ihe 
Audit Report, Defence Services 1968 about no n
utit:sation of 614 acre3 of land (out of 1576.23 acres 
actually requisi tioned and taken over in 1964) at 
Station 'A' . A further examination of the case l11 

Audit has reveafcd the following : 

In April 1968, the Army Headquar ters considered 
that the ult imate location of the units at Station 'A' 
should be restricted and on this basis an area of 
892.92 acres was de-requisitioned in June 1968. 1 he 
remaining area viz. 683 .3 1 acres on which certain 
building works including open plinths and fencing had 
b!en complet~d earlier in 1966 at a cost of Rs. 3.82 
lakhs was in occupation of an Ammunition Depot 
which was to remain there until the accommodation 
for it wa's constructed at its permanent location. 

On the basis of revised plans finalised in September 
1968, the land requirement at Station 'A' was worked 
out as 15 acres. The Public Accounts Committee 
(PAC) ( 1968-69) (Fourth Lok Sabha) in para 3.114 
of Sixty-Ninth Report observed in April 1969 that 
·'the committee note that the ultimate requirement of 
land in this case is not likely to be for various n::asons 
more than 15 acres as again st 684 now under requisi
tion. The Committee trust that the authorities will 
take speedy steps to de-requisition the remaining land 
as soon as it becomes surplus". The Ministry of 
~fence (Ministry) coo.firmed (September 1969) that 
"as and when any portion of land becomes surplus to 
defence requiremen ts, steps would be taken to de
requisi t '.on the same." 

With a view to locate the Ammunition Depot at 
Station 'A' on operational considerations, the Ministry 
accorded sanction in July 1971 for the acquisition ot 
683.31 acres of land which was acquired in September 
1972 at a cost of Rs. 16.56 lakhs. 

The D efence requi rement/ plan in the region 
changed after 1971 operations rendering location of 
Ammunition Depot at Station 'A' redundant. The 
Ammunition Depot located at Station 'A' moved to 
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Station 'B' in February 1974 and the assets left 0•1er 
by the Depot were taken over by a Defence Security 
Corps (DSC) plato·on. These assets which were con
structed in accordance wi th temporary spedfieations 
in 1966 had . already out-lived their life. In 1977, 
the security responsibility' for these ::issets was taken 
over b~' '~e M ilitary Engineer Services (MES) and 
security cnowKidars wen~ appointed for the purpose. 
The assets (book value : Rs. 3.82 lakhs) were dis
posed of through auction in January 1983 at a cost of 
Rs. 17,825. Pending disposal of the assets an expen
diture of Rs. 2.51 lakhs was incurred by MES on pay 
and allowances of security <'.!1owkidars during 1977-78 
to August 1983. T he land was pla;;ed under the 
authority of the Defence Estates Officer in 1981. 

T he Ministry of Defence stated in November 1985 
that the present Government policy is to give up sur
plus Defonce lands only on exchange basis and that 
efforts were being made with the Sta~e Government 
for exchange of this land against the deficiencies in 
other stations in the State. 

The case !:_eveals that : 

The land acquired in September 1972 at a 
cost of Rs. 16.56 Iakhs remained unutilised 
after 1974. Had this I.ind not been 
acquired but de-requisitioned :1fter 1974 a 
major portion of the expend iture qf R s. 16.56 
lakhs on its acquisition could have been 
avoide<j. 

Temporary assets (book value : Rs. 3.82 
lakbs) constructed in 1966 were finally dis
posed of for Rs. 17 ,825 in 1983. long after 
they had outlived their useful life, whereas 
an expenditure of R s. 2.51 lakbs was in
curred during 1977-78 to August 1983 on 
pay and allowances of the chowk=cJars em
ployed on their care and custody. T he 
delay in disposal of these as:>etc; resulted 
in avoidable expenditure of Rs. 2.5 i lakbs 
besides the expenditure incurred on the 
pay and allowances of the DSC platoon 
deployed during 1974-75 to l 976-77 to 
guard the said area. 
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36. Purchase of sub-standard soap \voollen 

According to the standing order for Defence Ins
pection Organisation, 'Control Samples' from · the 
accepted portion of stores for . delivery are i;ubmitted 
to the Authority Holding Sealed Particulars ( AHSP) 
by the Inspecting officer for monitoring proper stan
dards and to check the standard Qf bulk inspection. 
Such testing and reporting of 'Control Samples' arc 
to be done most expeditiously to enable the AHSP 
to keep a watch, control and guide the st:indard of 
inspection. In s_erious cases where it is app~rent to 
AHSP that sub-s tandard stores have been accepted 
which should not be allowed to be issi;ed to the ser
vices, action is taken to freeze quan tities represented 
by the control samples and balance payment is with
held against the Inspection Note. Ther~ are no ins
t.ructio~s to the consignees to suspend the issue of 
lots subjected to control check till such time as the 
results are known. However, the instructions relating 
to issue of stores contemplate that oh.I s tocks should 
be issued first. 

The Master General of Ordnance (MGO) Branch 
placed an indent in March 1981 on the Director 
General Supplies and Disposals (DGSD) for the pro
curement of 4,03,000 kgs. ~f soap woo_llen powder/ 
fl akes. Out of the three acceptance of tenders (A/Ts) 
placed by the DGSD, an order was placed in July 
198 1 on firm 'A' fo.r the supply of 2,01 ,500 kgs. snap 
woollen powder/fl akes at a total cost o[ Rs. 24,07,925. 
The entire quantity was accepted and released in 
several lots after inspection by 14th January 1982. 

The first lot of 39,000 kg. soap woollen powder/ 
flakes was inspected and accepted on 29th October 
J 981, based on a test carried out by Inspecting 
Officer, the control samples were forwarded to the 
AHSP on 29tb October 1981 by the Inspecting 
Offi~er. The AHSP communicated the results after 
four months, in March 1982, indicating · that the 
samples were heterogeneous and suo-~tandard. The 
AHSP also instructeq the consignee Depot 'X' to for
ward samples for check test. to segregate the lot and 
stop is~l!es tiJl further instructions. After four months, 
DeRot 'X' intimated the AHSP in July 1982 that the 
store had been issued by it on 4th March 1982 and 
received by Depot 'Y' on 31st March l982 :md 
samples rn~v be obtained from Depot 'Y '. At the 
time when Depot 'X' issue9 the store to Depot 'Y', 
it had 4.60 lakh kgs. of .2lder stocks of the same item 
out · of which the issue should have been made. 1 he 
check samples were then demanded in August 1982 
from Depot 'Y' who intimated in ·October 1982 that 
the entire stock o( store had already been issued to 
dependent units and directed the dependent units to 

send the required samples to the AHSP for examina
tion. 

T he MGO requested the DGSD in November 1982 
to advise the firm to replace the quantity declared 
sub-standard immediately. Controller of Accounts 
was also requested through this communication to 
withhold payment to the firm till the replacement of 
rejected stores was made by i t. In December 1982 
the DGSD informed the MOO that the firm wanted 
to jointly verify the quantity of stocks to facilitat~ 

replacement of the rejected store. The MGO then 
asked Depot 'Y' in January 1983 to segregate the 
stores under intima~ion to the DGSO. Depot •y · 
mformed (January 1983) that no balance of stock 
was held as the entire stock bad been issued to depen
dent units. Samples of stocks . issued by Depot 'Y'. 
were received by the AHSP from four uni ts. All the 
samples were found de~ective and a communication 
was sent to the D irector of Inspection (Stores ) in 
January 1983. The MOO intimated DGSD in Septem
ber 1983 that 7,215 kgs. of defective soap woollen 
powder/flakes were lying with units. The DGSD 
asked the firm in October 1983 to arrange verifica
tion of tJ1e above stock and allowed extension of 
delivery period upto 30t.h December 1983 for replace
ment. Subsequently the defective stock lying with 
lhe uni ts was found to be 10,017 kgs. 

The DGSD sought the advice of the Ministry of 
Law regarding replacement of the entire quantity 
!>UppUed . Th~ Ministry of Law 0pined that there 
was no store "to be shown or produced to have 
urunerc~table quality and therefore the question of 
forcing the firm for payment of loss would not · arise", 
sinee the purchaser had accepted the stores supplied 
and had hence wa ived the right of c<1?1celling the un
mercbaatable stores. 

The Ministry of Defence stated (September 1985) 
that: 

The AHSP recommended 7 per cent price 
_reduction for the entire quantity viz. 39,000 
kgs. (including 10,017 kgs. whi.:h was avail
able for replacement ) and the ftrm expresi;ed 
its willingness to accept th is proposal pro
vided they were granted extension 0f deli
very period in another contract of 
.J. 4th December J 984. Extension of delivery 
period was accepted by the Army :ind t~e 
DGSD was advised to accept tbc proposal. 
An inquiry w:is being conducted by DGI 
to investigate the delay of 4 months in re
port ing on the control samples. 



MGO was asked to institute an inquiry to 
find out the reasons for issuing the fresh 
stores while old stock were lying with Depot 
'X'. 

Testing of control sampl0.> has been d is
pensed with and standard check at con
signee's end had been introduced. 

The case reveals that : 

In spite of inspection carried out by the Inspecting 
Officer at t he initial stages before acceptance, the 
entire lot of 39,000 kgs. was found to be sub-standard 
within four months. Further the d~la·1 in conununi
cating the sample results expeditiously by the AHSP 
prevented freezing of the stock. The absence of 
instructions for consignees to suspend the issue of 
lots subjected to control check till the results were 
known and failure, in contravention of the prescribed 
procedure, to issue the old stock first resulted in con
sump tion of 28,983 kgs. of sub-standard stoi;:k eost;ng 
Rs. 3.46 lakhs for which no scope was !eft for obtain
ing replacement. 

3 7. Payment of damages for breach of confJ·act 

A contract, for the supply of 9.23 lakb Kgs. of 
meat dressed to a supply G~oup, at Sta tion 'X' for 
the period 1st May 1975 to 31st March 1976 was 
awarded by the Quarter Master General (QMG) in 
favour of contractor 'A' on 20th April 1975. Of the 
9.23 lakh kgs. contracted, 6.8 1 lakb kgs. of meat was 
intended for local consumption at Station ' X' in 
Command 'A' during lst April 1975 to 31st March 
1976 and the remaining quantity of 2 .42 Iakh kgs 
was intended to meet the requirement of meat for the 
period April 1975 to May 1975 and N ovember 197'i 
to M arch 1976 of Garris<Jn 'Y' located in Command 
'B'. The H eadquarters (HQ) Command 'B' concluded 
a separate contract in June 1975 with contractor 'B' 
for supply of meat on hoof for that Garrison, for road
open period viz. 16th June 1975 to 3J st Jctober 
1975. Contractor 'A', however, objected in May 
1975, to the floati ng of a separate tender by ihe ·HQ 
Command 'B', on the plea that the entirr, meat re
quirement for G arrison 'Y' stood included in the sche
duled quantity of the contract awarded bv tile vMG 
in April 1975 and that conclusion of separate con
tract for the already contracted quantity for the simi
lar period amounted to breach of their contract. 

HQ Command 'B' stated on 23rd M ay 1975 that 
it was enjoi ned on them to conclud-:: a s~parn tc con
tract for supply of meat for Garrison 'Y' for the 
period from June 1975 to 31st October 1975, and, 
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tbe demand of meat for that Garrison for the balance 
period viz . April 1975 to M ay 1975 and November 
1975 to March 1976 was intimated by them to the 
HQ Command ' A'. Contractor 'A', however, fi led 
an application in the Court in Septem ber 1975 seek
ing arbitration in the dispute for conwensation for 
the breach of contract. · 

The Court in its judgement dated '.lOth September 
1976 appointed the then D irecto r of Supplies and 
Transport (DST) to act as arbitrator who, however, 
expressed his inability due to preoccupation and exi
gency of service. Hence on 20th April 1979, the 
Court authorised QMG to nominate any person to 
act as arbitrator. The QMG appointed another arbi
trator on 8th April 1980. 

Though hearings were conducted by the arbitrattJr 
on 20th and 27th August l 980, and, again on 
28th November 1980 and 24 th March 198 1, the 
proceedings could noc be finalised within the statutory 
period of four months nor was any extension of time 
sought from the Court. The QMG then appointed 
a nother arbitrator on 2nd July 1982, who gave bis 
award on 2nd August 1983. 

The arbitrator awarded a sum of Rs. 3.40 lakhs to 
the contractor by way of damages for the breach of 
the contract, !ind, also awarded interest on the above 
amount at 10 per cent per annum from the date the 
arbitration proceedings remained pending till the 
decree was passed by the Court. The award was filed 
by the arbitratoc on 2 nd/11th August 1983 in the 
Court. On tb.e advice of Ministry of Law, the award 
was not contested and was made a rule of t!1e court 
on 2nd April I 984. 

Government accorded sanction an I 6th August 
1984 fo r the payment of arbitral amount of Rs. 3.40 
lakhs and Rs. 2.49 lakhs towards interest thereon 
from 26th November 1976 to 2nd April 1984 tc>IJJl ing 
to Rs. 5.89 lakhs. T he amount was paid to the con
tractor on 6th Octo ber 1984. T he quantity of meat 
dressed catered for the contract at Station 'X' and 
that actually d rawn was as under : 

Quantity Quant ity Quantity 
catered drawn less 

for drawn 

Kgs. Kgs. Kg.s. 
For Station ·x· (excluding 6,80,600 2.85,460 3,95,140 

requirement for G arrison 
'Y'.) 

For Garrison 'Y ' at Stat ion 2,42,000 J,99,930 42,070 
·x· 

T OTAL 9,22.600 4,85,390 4,37,210 

-
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After the fin alisa tion of award and its payment in 
October 1984, the QMG's Branch directed the HQ 
Command 'A' to investigate how untlerdrawals to the 
extent of 50 per cent of the contracted quantity 
occurred. The HQ Command 'A' were of the opinion 
that the underdrawa!s of meat from the quantity srhe
duled in the contract occurred due to incorrect fore
cast and planning by the Depot/ Contract concluding 

authority. 

T he case reveals that : 

-The actual operation period of the contract 
was 11 months (May 1975 to March 1976) 
though it catered for 12 months require
ments (April 1975 to March 1~_76) result
ing in underdrawals by about 1 lakb kgs. of 
meat . 

Against 6.81 lakb kgs. of meat catered for 
local consumption at Station 'X', ~he actual 
quantity drawn was 2.85 lakh kgs. resulting 
in 58 per cent underdrawals partly due to 
inaccuracy in forecasting. 

Thus mainly due to incorrect forecasting and 
planning by the Supply Depot/ Contract con
cluding authority Government had to pay 
damages amounting to R s. 5.89 lakhs. 

38. Bxtra expenditure on local purchase of meat 

Pursuant to the mention made in para 43 II (b) of 
the Report of the Comptroller and Auditor General 
of India for the year 1976-77, Union Government 
(Defence Services ) of the delay in conclusion of the 
contracts for the supply of meat, the Public Accounts 
Committee (PAC) in paragraph 1.1 85 of their 
l 37th Report (Sixth Lok Sabha) 1978-79 interalia 
obse rved that the Committee were deeply concerned 
to note that due to delay in finalisation of tenders 
for rupply of meat Government had to incur quite a 
substantial amount of additional expenditure in 
effecting local purchase of meat at higher rates during 
the intervening 'no contract' period. As a result of 
the recommendations made by the PAC, mention was 
made in para 1 .8 of their 59th Report (Seventh Lok 
Sabha) that the Ministry of Defence issued instruc
tions in September 1978 for ensuring timely conclu
sion of contracts at most economical rates. De.spite 
this, cases of delay in conclusion of contracts fnr 
supply of meat involving avoidable eY.tra expenditure 
on local purchase during 'no contract' yeriod were 
ob<;erved as under : 
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Tenders were invited by a n Area Headquarters 
(HQ) in .January 1982 for the supply of meat for 
the period 1st Apri l 1982 to 31st March 1983 for 
six stations under it. The rates quoted by the '.owest 
tenderers at each station were higher (han the then 
current contract ra tes. After two calls including c·ne 
additional call and five negotiations the final rates 
obtained were considered reasonable and recommended 
by the Tender Committee as well as Arca HQ for 
acceptance during 29th April 1982 to 4th May 1982. 
For better competition and to break the continuous 
hold of contracto rs, the Army HQ ordered retender
ing in June 1982. After retendering in June 1982 
and further negotiations in July 1982, rates were got 
approved by tbe Army HQ and separate <'onlracts 
were concluded in August 1982 for the six stations. 
At one station, the approved rate was higher than 
the rate recommended on 4 th May 1982. The period 
of operation of the existing contrnct3 had already 
expired on 31st March 1982. Pending conclusion of 
the contracts, local purchases of meat were made by 
aU the six stations at a total cost of Rs. 82.07 lakhs 
from 1st April 1982 till the conclusion of the con
tracts in August 1982. 

The extra expenditure on the local purchases made 
during the period from 1st April J 982 to August 
l 982 was Rs. 9.85 lakhs being the difference between 
the rates recommended by Area HQ and the rates at 
which meat was procured locally. Besides, in one 
stat ion for which the approved rate was higher than 
the rate recommended on 4th May 1982, the extra 
expenditure was R s. 0 .78 lakh on procurement of 
meat after conclusion of the contract in August ~ 982 . 
In the case of the o ther stations, procurement of 
meat at the approved rates resulted in saving of 
Rs. 0.58 lakh only for the period 31 st August 1982 
to 31 st March 1983 which was offset by the total 
extra expenditure of R s. 10.63 lakhs resulting in net 
avoidable expenditure of Rs. 10.05 lakhs. 

The Minist ry of Defence stated (September 1985) 
that though th~re was a delay in finalisation of the 
contracts, the rates obtained after retendering in June 
1982 were lower at all but one station and that re
finement in contract procedure to reduce the time 
taken in finalisation was currently under review. 

In this connection it may be mentioned that as a 
result of retendering ordered in June 1982 against 
which contracts could be concluded only in August 
l 982 there was, besides extra expenditure of R s. 9.85 
lakhs on account of higher rates paid on local pur
chases made due to delay in conclusion of the con
tracts, a net extra expenditure of R s. 0 .20 lakh as 



compared to the rates considered reasonable and 
recommended for acceptance by the Tender Com
mittee dming 29th April 1982 to 4th May 1982. 

The case revealed that : 

Despite the recommendations of the PAC 
that delay in conclusion of meat contract 
should be avoided so as to prevent addi
tional expenditure during 'no contract 
period', there was a delay of four mon ths 
and ten days to five months in finalising 
the cont racts for the period April 1982 to 
March 1983. 

In spite of the fact that rates for the year 
J 982-83 obtained as a resul t of :.-etender
ing/ negotiations were considered reasonabl6 
by the Tender Committee as well as the 
Area HQ and recommended for acceptance 
during 29th April 1982 to 4th May 1982, 
the Army H Q did not approve the recom
mended rates and ordered retendering m 
June 1982 and the contracts were con
cluded as late as in August 1982. 

Pend ing conclusion of regular contracts, 
local purchases of meat were made at 
higher rates involving an extra expenditure 
of R s. 10.05 lakhs. In one case, the con
tract was concluded at a rate even higher 
than the rate recommended for acceptance 
on 4th May 1982. 

39. Infructuom expenditure on construction of certain 
ranges 

I- Long riff.e range 

The Headquarters (HQ) of a Sub Area ordered 
(December 1975) a recce-cum-siting Board for 
selecting a site in a hilly area for construction of 
a long rifle range required by a training •Centre (users). 
The Board assembled in March 1976 recommended 
a site in the area. According to the Commander 
Works Engineer (CWE) actual siting and ground 
layout was not done ; even the ground details necessary 
at that stage were not obtained by the Board. 
However, in D ecember 1976, based On' the 
Approximate Estimates prepared by the Engineers, 
the Area HQ accorded Administrative Approval fo r 
executing the work at an estimated cost of Rs. 5.13 
lakhs. In March 1977 th0 Garrison Engineer (GE) 

concluded a percentage rate contract for R s. 5.72 
la:khs with contractor 'A' , for completion by July 
1977 (extended upto September 1977) . While ore
partng the Approximate E stimates the impact of a 
nearby grenade range constructed between July-
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December 1976 was not considered. In fact, even 
after conclusion of the contract, the actual scope of 
work was not known. T he GE, however, commenced 
the work in March 1977 in consultation with the users. 
During execution of the work, the users changed the 
Iocat10ns of the tiring points resulting in upwa rd 
revision of the estimated cost to Rs. 9.80 lakhs. In 
September 1977, after only site clearance was com
pleted, the contract v. as closed after incuning an 
expenditure of Rs. tl.90 lakhs. The balance work 
was proposed to be executed through a separa te 
contract. The Area HQ accorded in Ja nuary 1978 
revised Administrative Approval for R s. 9.80 lakhs 
for execution of the whole project including the 
completed work. The Sub A rea HQ thereafter 
convened (April 1978) a Technical Board (Board) 
to review the work; the Board recommended certain 
safety works for the ranges. 

Tn J anuary 1979, the CWE concluded an item rate 
contract wit.h Contractor 'A' for Rs. 4 .55 Jakhs. 
The work commenced in February 1979 and was 
to be completed by N ~>Vember 1979. Due to bad 
weather and delay in supply of cement and design 
of the safety wall to the contractor, the date of com
pletion was extended severa[ times, finally upto May 
1981. 

Meanwhile in September 1980 when the work had 
progressed upto 85 per cent the General Staff Officer 
(Training) of the Command HQ while inspecting the 
range observed serious technical deficiencies in the 
construction. The CWE, however, contended in 
January 1981 that the users were associated · with the 
work at different stages, but no shortcomings were 
pointed out nor were requirements about the danger 
ar ea behind 'Stop Butt' intimated by them. He also 
stated that the safety wall above the butt was of 
siightly convex shape ( instead of concave ) ·as tht: 
Technical Board of .lune 1978 did not specify the 
extent of concavity and the wall was constructed 
negotiating the structural requirements at site. In 
May 1981, due to heavy land slides, the target 
assembly system collapsed at places. In July 1981, 
due to heavy rainfa ll, a portion of the safety waU 
collapsed . In June 1982 the CWE determined the 
contract. The total expenditure on the construction 
of the long range worked out to Rs. 15.37 lakhs. 

II-Grenade range 

During the process of sanction of the long rifle 
range, A rea HQ also sanction.ed in March 1976 
construction of a grenade range in the same vicinity 
at a total cost of R,s. 1.60 lakhs. The work was 
commenced in July 1976 and completed in December 
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1976. However, the range was not found fit for use 
as large portion of civil area fell within the danger 
zone. The CWE admitted in June 1981 that "no 
siting board seems to haye been ordered to consider 
the various safety points and its effect/ impact on a 
long range construction ..... . ... ... ......... , ............. . 
sanction of grenade range and long range have been 
processed in isolation, not in totality th0ugh being 
in the same vicinity". 

The Sub Are_::i H Q ad mitted in September 1981 
that, "It is evident t hat the present shortcomings in 
the ranges are due to cumolative eliect of errors of 
boards and the Construction agency (MES). To 
apportion the blame a Court of Inquiry would, there
fore, be necessary. This will be time consuming and 
not cost effective". The Sub Area HQ further 
recommended ( i ) that the long rifle range was !1,..,l 

fit for use even at 100 yard s and suggested conversion 
of the same int9 a short range and (ii) that the 
grenade range be given up as it was unusable. The 
ranges remained unused and are not likely to be used 
as the traini ng centre for which the same were 
constructed moved out of the location during July/ 
August 1983. The long range is lying in damaged 
condition (November 1984) . The Command HQ 
stated in November 1985 that "no board has yet been 
convened to convert long range into shon range .. ... . 
. .. .. . .. .. .. .. .. .. and no work has been sanctioned or 
carried out in this respect". 

The case reveals the folJowing : 

The site for the long rifle range was selected 
by the recce-cum-siting Board in March 
1976 without proper survey, siting and 
layout on grounds, even ground details 
necessary at Board stage were not obtained. 
The original Approximate E stimate was 
not prepared realistically by GE. 

The actual scope of the work was not known 
either to the users or to the MES. 
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The improper site survey, ground layout 
and pre-planning, led not only to an 
increase in the oost, but also to faulty 
construction which ultimately rendered the 
range unfit for use, thereby making the 
entire expenditure of R s. 15.37 1akbs 
in1ructuous. 

Construction of the grenade range (sanc
tioned cost R s. 1.60 Jakhs ) also proved 
infructuous as it became unfit for use since 
large portion of civil area feJI with in the 
danger-zone. 

Sanction of the grenade range and the long 
rifle range had been processed in isolation 
and not in totality even though both were 
si ted in the same locality. 

No Court of Inquiry was appointed to 
investigate the case to apportion responsi
bi lity as it was thought to be time con
suming and not cost effective. 

T he Ministry of Defence stated in January 1986 

that: 

Army HQ have issued instructions to all 
Commands to ensure that users 
requiremcn1s/spccifications tire obtained in 
full before issue of Administrative Approval 
so as to avoid recurrence of such ciises in 
future. 

Perhaps since a siting board has already 
been done for the classification range and 
the proximity of greniide range to the classi
fication range was not iegarded unsafe in 
the event of one range being used at a time 
no sepa(ate board was felt necessary for 
the grenade range to be constructed for the 
same unit in that area. However, instruc
tions have since been issued to ensure that 
even for a small grenade range siting board 
should be held. 



CHAPTER 8 

NAVY 

40. Review on the setting up and working of a 
Naval Dockyard 

In September 1968, Government approved a p~oj~ct 
estimated to cost R s. 95.90 crores for cstabltshmg 
facil it ies at a Naval station for the repai r and mainte
nance of vessels 'A' and 'B'. The project which was 
based on the report prepared by specialists of a 
foreign country from W,hich the ships were being 
acquired envisaged the establishment of a naval base, 
dockyard with repair shops, training facilities and 
Jivi ng accommodation and was expected to be com
pleted in a period of ten years. T he vessels them
selves were acquired between D ecember 1967 and 
December 1974. 

Revision of the Pruject cost 

During the execution of the project difficult and 
unusual sub-soil conditions were encountered necessi
tating changes in the scope of work. Further , the 
cost of civil and marine works was found to have 
been under-estimated due to inadequate data . The 
estimated cost of the project was revised to Rs. 211 
crores in June 1975, the increase being mainly due to 
changes in the scope of works (Rs. 6.61 crores ) , new 
items of work (Rs. 9.44 crores), underestimation of 
cost of civi l and marine works (Rs. 37.01 crores), 
general escalation in price (Rs. 5.83 crores) and 
3ddit ional services and works (Rs. 22.12 crores). Tl 
was also decided to complete certain works estimated 
to cost R s. l 1.31 crores as immediate Phase IA by 
1978-79 which included among other things the con
struction of South dfy dock and certain essential 
workshop facilit ies. The balance works as Phases ID 
and II of the project were estimated to cost R s. 33.47 
crores and R s. 66.05 crores respectively. 

Mention was made in paragraph 20 of the R eport 
of the Comptroller and Auditor General of India, 
Union Government (Defence Services) for the year 
1975-76 about the partial collapse of the dock head 
wall and coffer dam construc ted under Phase l of 
the project. The dock head wall had , therefore, 
to be reconstructed and strengthened at a cost of 
Rs. 105.98 lakhs. Phases IB and II of the project 
were also reassessed and the project cost was revised 
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in July 1978 to Rs. 217. 77 crorcs (Phase IA : 
Rs. 112.92 crores and Phases IB and II mergetl as 
Phase II : R s. 104.85 crores). 

The Director General, Naval Projects (DGN P) 
who sent proposals in August 1983 for further revision 
of the estimates stated that even though the very poor 
soil conditions inside the Naval D ockyard area re
quired suspended floor ing to be provided for the 
techn ical and other important buildings, only ordinary 
flooring was provided to the buildings under Phase I 
of the project, which had subsequently sunk 
abnormally a t many places affecting production in 
these buildings. The Steering Committee for the 
project had also directed in February 1982 that 
suspended floors be provided in all important 
buildings in P hase II and a programme be evolved 
for special repairs to all the buildings completed 
under Phase I. The revision of the project cost of 
Phase II to R s. 249.27 crnres, which incl uded an 
amount of Rs. 10.17 crores for suspended flooring to 
all important buildings in Phase TI (Rs. 1.37 crores) 
and for carrying out special repairs to all buildi ngs 
earlier completed under Phase I (Rs. 8.80 crores ), 
was awaiting sanction of the Government (February 
1986). 

Consequent on the acqms1t1on of Type 'C' vessels 
in F ebruary 1981, the Cabinet Committee on Political 
Affa irs approved in D ecember 1981 the creation of 
additional faci lities for the repair and overhaul of 
Type 'C' vessels as Phase 111 of the project at an 
estimated cost of R s. 59.58 crores. 

Progress of the project 

Major part of Phase I of the project was completed 
by 1983. Pha·se lI of the project was in progress 
and was expected to be completed by December 
1986. Some of the important faci lities yet to be 
completed were the Nor th dry dock, forge and heat 
treatment shop, wood working shop, the ammun ition 
berth, degausing basin and the sli pway. Phase JII 
of the project was expected lo be completed by Jun<! 
f986. Equipment worth R s. 11 .13 crores meant for 
Phase III and received between 1979 and ~ 982 

were lying in stock (October 1985) . 
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The expendit ure on the project up to March 1985 
was as shown below :·-

Phase 

If. 

lll. 

Tota l 

Civil 
works 

81.30 

73.40 

5 . 17 

159.87 

(Rs. in crores) 

Equip- Total 
men ts 

16.66 97 .96 

14.27 87.67 

2.05 7. 22 

32.98 192.85 

Delay in execution of works servi::es 

Some instances of abnormal delay noticed in the 
execution of Phase I and Phase JI of the project are 
bricny mentioned below : 

(i) The South dry dock was to be completed 
by June 1976 but was actually completed 
by October 1978. The delay in tt.e com
pletion of the South dry dock was 
mentioned in paragraph 20~V) of the 
Report of the Comptroller and Auditor 
General of India, Union Government 
(Defenee Services) for the year 1975-76. 
The South dry dock could not, however, 
be put to optimum use till May 1979 as 
the flap gate for the dry dock was completed 
only in May 1979. As a result, the dry 
dock facilities of a public sector undertaking 
had to be utilised for the urgent refit of 
naval ships for which rental charges 
amounting to Rs. 28 .92 lakhs were paid. 

( ii) As per the contract for the construction of 
electro-plating block (completion cost : 
Rs. 2.08 crores) the buildings were to be 
completed by September 1978. However, 
tl1es~ facilities were completed only in 
December 1982 and could be handed over 
to the Navy in March 1983 only. Due to 
non-availability of these facilities the 
electro-plating jobs that arose d uring 
1978- 83 were got done through trade at 
a cost o[ Rs. 3.72 lakhs. 

(iii ) The Gas Turbine repair facilities which 
were scheduled to be completed by 
Nov.ember 1976 were handed over only in 
March 1982. The delay in the availability 
of the complete facil ities necessitated the 
sending of 10 gas turbines to the foreign 
country for repair and overhaul involving 
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an expenditure of R s. 2. 75 crores. The 
Ministry stated in F ebruary 1986 that the 
unfavourable soil conditions led to a total 
change in the design of foundation etc. and 
thus the time overrun for the civil works 
became inevitable. Apart from that an 
essential component (or the facili ty had lo 
be developed indigenously for which a 
development order was placed on firm 'P' 
in 1977. The component could be 
developed and delivered only in Jant!ary 
1981 and then only the installation work 
could start. Further, at the time of 
installation of the system and equipment, 
an item of foreign 5upply was found to be 
of old design and incompatible with the gas 
turbine supplied which led to further delay 
in testing the facility and commissioning it. 

Th~ dockyard had commenced repair/ 
overhaul of gas turbines since April 1982 
but could repair only one gas turbine upto 
September 1985 out of ten received for 
repairs. 1be Ministry stated (February 
1986) that there was delay in the transfer 
of technology by the foreign country. 
F urther. while the Indian specialists were 
not associated with the repair of these gas 
turbines in the foreign country, no repair 
training was also imparted to Indian 
personnel in the repair technology contri
buting to a chain reaction or delay in the 
repair of gas turbines a t the Naval 
Dockyard. 

( iv) Me'I1tion was made in Paragraph 2 of the 
Report of the Comptroller and Audjtor 
General of India for the year 1977-78, 
Union Government (Defence Services) 
about infructuous expenditure of R s. 50 
lakhs on dredging due to shifting of the 
site for the degausing basin because of the 
existence of rock in the site selected. The 
work op. the same had not commenced yet. 
In the absence of the degausing basin, the 
vessels refitted in the Dockyard were not 
being demagnetised and are exposed to r.isk~ 
of accidents due to induced or permanetlL 
magnetisation. The Ministry stated in 
February 1986 that with the freq uent 
changes in sites of jetty and dredging depth, 
the measuremen!s of magnetic field which 
were taken first in 1974 had to be continued 
till 1979. The design of the Ammunition 
berth was also mod ified to take a class of 



ships acquired later. This changed the 
earlier parameters of magnetic measure
ments. However, the clearance in this regard 
bad been obtained from the foreign country 
n;iid 1985 and it bad been decided by Navy 
to go ahead with it. Meanwhile, equipment 
costing Rs. 30.05 lakhs procured for the 
degausing basin and received in 1972 were 
kept in a preserved state by competent 
store house staff. 

( v) fhe construction of 500 Ton slipway in
cluded in the project had been deferred as 
it was felt that with the creation of the 
two dry docks adequate docking capacity 
would be generated. The equipment 
procured for the slipway at a cost of 
Rs. 21.11 lakhs during January 1972 to 
August 1974 were lying in stock. 

( vi) The project also included provision for an 
oxygen gas plant for the Dockyard, the 
gassification pla~t itself being an item of 
foreign supply. The buildings estimated 
to cost Rs. 3.49 lakhs for t he instuUation 
of gas plant were sanctioned by the 
Government in January 1972. Mention 
was made in Paragraph 23 of the Report 
of the Comptroller and Auditor General of 
India, Union Government (D efence 
Services) 1977-78 about the commencement 
of work on the buildings in 1976 notwith
standing the decision taken in September 
1974 to defer installation of the oxygen 
plant till 1979. The building was com
pleted in 1979 a t a cost of R s. 8.86 lakhs. 
Meanwhile, in November 1976, the Naval 
HQ approved the installation in place of 
gassification plant of foreign supply a 
Vacuum Insulateq E vaporator (VIE) 
offered by furn 'X' in September 1976 on 
free loan basis. No action was, however, 
taken to conclude the contract with the 
firm as the facilities for the gas plant were 
not ready then. The firm 'X ', howcve1, 
modified in April 1979, their offer lor 
erection of a Cold Evaporator (CE) plant 
and again in Decemb~ 1980 to a Yl E 
plant on rental basis. In view of this 
tenders fo r the provision of CE/VIE plant 
were floated by the DGNP in December 
1981 and out of the two offers received 
the offer of firm 'X' for the supply of CEj 
VIE plant on rental basis was proposed to 
be accepted. But the contract with the 
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fi rm bad not been finalised till February 
1986. M.eanwhile, the following works 
relating to gas distribution facilities were 
taken up and completed : 

Name of the work Sanctioned Cost Completed in 
dur ing (Rs. in lakhs) 

~~~~~~~~~~--=--

J. P rovision of oxy- J une 1974 & I . 53 
gen and acetylene D ecember 1975 
service outlets . 

2. Provision of oxy- April 197 ; 1 . 34 
gen and acetylene 
d istri but ion mani-
folds. 

3. •Provision o f oxy- August 1978 27. 91 
gen and acetylene 
pipe lines (ENW) 

•This work was executed by firm 'X'. 

February 1979 
& April 1980 

De;e.n '.>-:r 
1981 

February 1981 

Pending conclusion of the contract for the supply 
and erection of the oxygen plant, civil works estimated 
to cost Rs. 2.84 Jakhs for the installation of the VlE 
plant were sanctioned by the DGNP in July 1982. 
The firm 'X' whose offer for supply of the plant is 
under consideration meanwhile inspected (August 
1982) the pipelines and manifolds already provided 
and bas~d on their recommendation certain 
modifications/rectifications estimated to cost Rs. 10.28 
lakbs were sanctioned in August 1984. ·A contract 
for Rs. 6.62 lakbs was concluded on a single tender 
basis with furn 'X' in F ebruary 1985 for certain 
modification/ rectification work which were yet to be 
completed (February 1986) . The civil wor~ for 
the installation of the plant had also not been taken 
up as details of foundation had not been supplied by 
the fi rm yet. ln' the absence ·of a gas plant, the 
requirement of oxygen and acetylene for the dockyard 
was being met by supplies made in cyl inders &gainst 
rate contracts entered into by the Director General 
of Supplies and Disposals and the D ockyard bas not 
been able to avail of tbe cost economics of bulk 
supply 

Performance of the Dockvard 

( i) The South dry dock can berth 6 vessels at 
a time. An analysis of the performance, 
however. showed that the average number 
of vessels ber thed at a time in the dry dock 
during 1978-83 was only 3.8 . 

(ii) The p roject report for the Dockyard had 
indicated the average time likely to be 
taken for medium refit and current repairs 
of different types of vessel . The plans 
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for refits/repairs approved by the Naval 
HQ also indicated the time to be taken for 
each refi t/repair. The average time taken 

Type of vessels 
Time 
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recommen-

A 

B . 

D 

E. 

F. 

ded in the 
project 
report 
(months) 

18 

15 

10 

In no case could the refits/ repairs be 
completed within the time e_nvisaged in the 
project report. The time taken was also 
considerably more chan the plan approved 
by the Naval HQ in majority of cases and 
in many cases even more than double the 
planned time as would be evident from the 
following details : 

Nature o f refit/ Num- Time taken in excess o f planned 
repair ber/ re- time 

paired 
refitted Less 50% to 100% Over 

tha n 100% to 200 % 
50 % 200 % 

Medium refit 5 NIL 3 

C urrent repairs 17 9 5 2 

Navigational rep:iirs 56 37 9 8 2 

In the case o[ one vessel, the Dockyard 
took up the refit in February 1977 to be 
completed as per the approved plan in 
18 months. Tbe refit could not, however, 
be compkted due to lack of dock facilities 
and non-availability of spares. The refi t 
was suspended in October 1980 (after 
45 months) and the incomplete vessel was 
withdrawn from the dry dock. The vessel 
was again brought to the .Dockyard for refit 
in March 1985 when there was an anticipa
tion of improved supply of spares. The 
medium refit of . another vessel look 
70 months as against the planned 22.5 
months. 

Medium refit 

Time 
approved 
in Nava l 
HQ plan 
(months & 
days) 

29-07 

15-15 

10-00 

for refit/repairs as compared to the project 
estimates l'l nd the plans approved by the 
Naval HQ was as follows :-

Current repairs 

Average Time Time Average 
time rccommen- a pproved time 
actually <led in the in N aval actua lly 
taken project HQ plan taken 
(months & report (months & (months & 
days) (months) days) days) 

54-01 9 12-11 20-01 

43-17 ·8 Jl-12 19-28 

39-00 5 9-06 9-1 7 

2 7-07 17-15 

6 10-00 25-15 

( iii) The project report envisaged 10.5 units of 
medium refits, 23.5 units of current repair 
and· 31 units of naviga tional repairs to be 
undertaken by South dry dock annually. 
The actual performance was much below 
the capacity actually created and also the 
workloa'd planned by the Nava) HQ as wrn 
be seen from the details given below :-

1980 

1981 

Medium refit Current repairs 

Workload Workload 

Navigationa l 
repairs 

Workload 

Planned Achic- Planned Achie- Planned Achie-· 
ved ved ved 

1.382 0 .725 5.45 2.797 9. 00 

2.872 0 .802 2.995 3 .47~ 15.20 
8. 04 

6. 22 
1982 0 .976 0. 570 4. 318 2.091 12. 875 10.22 

1983 1.084 0 .720 7.240 2.433 11 .254 12 .59 

1984 l.277 l.009 4.471 3.213 17. 451 13 . 14 

Average I . 51 8 0 .765 4 .895 2.80 t3. 156 l0.04 

Due to delay in commissioning of the dockyard and 
the shortfall in its performance, the medium refit of 
5 tyre 'A ' vessels had to be got done abroad du ring 
Janunry 1976 to July 1983 at a cost of Rs. 39.16 
crores. 

The Ministry stated in February 1986 that the delay 
in the completion of the dry dock facili ties, the non
ava ilability of spares and stores from the foreign 



count ry, inadequate su pply of documentation and 
delay in their translation resulted in the short fall in 
p<.!rformance. 

Further, the medium refits of 16 vessels which were 
due had not been undertaken, the delays a lready ex
ceed ing 3 to 13 years. Jn 4 cases the delay in under
ta king medium refi t bad already exceeded 13 years. 

T he Ministry sta ted that in view of large backlog 
of refi ts and unsatisfactory ava ilability of spares neces
sita ti ng cannibalisation, the medium refi ts of five ships 
were delayed. In the case of four vessels it has been 
decided not to undertake medium refi ts due to their 
µoor material state and the need to concentrate on 
maintenance of frontline ships. These vessels were 
transferred to Coast Guards for exploitation till they 
were phased out. In resp:::c t of four o ther ships ex
tended current repairs have been carried out to ensure 
their sea worthiness. By modifying the refit cum 
operating cycle the medium refit routine in respect of 
two vessels was combined with current repairs. The 
m~d ium repairs were not possible in the case of one 
vessel a!> the fo reign country expressed its inability to 
supply the spares, the vessel being of old vintage. 

The project report also envisaged the main and 
auxil iary mach inery and other equjpment to be re
paired and refitted in the same vessel at the time of 
refit/ repai r of the vessel. However, in actual practice 
this was no t being followed by the Dockyard and the 
repairable equipments were being replaced by new 
ones without any planned programme for their repairs. 
T hus till August 198{ 86 major items a nd 3 ,790 small 
and medium items of machinery and equipment were 
held in repairable condition with 11'0 p rospects of early 
repair and reuse. The details of major items were as 
follows :-

Particulars of machinery Held unrepa ired for 
Tota l 

More Between Less 
than 3 to 5 than 
5 years years 3 years 

1. Generator/ Prime Mover 33 II 11 L1 
2. Compressors a ll types 28 16 4 8 
3. Super charger 8 8 
4. Gas Analyser 17 17 

Tota l 86 52 15 19 

T he M inistry stated that the replacement of defec
tive equipment became necessary due to inability o f 
the foreign CCiJntry to supply spares required for 
repair and offering insteacl supply of the complete 
assembly / sub-assembly. 
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l'rocurement of spares 

F or the spares required for the refit / repa ir prog
rammes at the D ockya rd , indents arc raised by the 
Naval HQ on the Naval a ttache in the [nd1an M ission 
in· the foreign country for enteri ng into necessary 
agreemen ts with the country for the supply of spares. 
While contracts remained to be arranged fo r more 
than 50 per ce111 of the items indented for as eurly as 
1977-78 a nd 1978-79, the supplies of spares against 
contracts al ready concluded were a lso in'Ordinately 
delayed. T he number of items indented each year, 
contracts concluded anp the items supplied were as 
indicated below : 

Year 

1977-78 

1978- 79 

1979-80 

1980-81 

1981--82 

1982- 83 

1983- 84 

1984-85 

Total 

Number of 
items 
indented 
fo r 

25,029 

30,823 

9,442 

6,303 

10,665 

6,024 

9,094 

12,341 

1,09,721 

---------
Number of Number of 
items items 
covered by received 
contracts 

10,251 6,559 

7,579 7,256 

4, 151 3,1 83 

2,515 2,330 

3,921 2,9 11 

1,083 50 1 

33 9 

29,533 22,749 

It will be seen that supplies had dwindled and were 
nil ck1rin•g 1984-85. T he uncertainty about the supply 
of ~pa res was a major const raint in · the refi t/repair 
programmes of the Dockyard. T he Ministry 
stated (F ebruary 1986) that all possible efforts were 
being m ade to obtain the requirement of spares as 
inden ied and though there had been some improve
ment, the position was still far from satisfactory. 

c;ontrol systems 

A private consultancy fi rm engaged in A ugust 1978 
at a cost of R s. 8.5 lakhs to advise on the organisation 
and staffing, production, material and .fin•ance manage
mf'nr and project monitorin g systems, had inter alia 
recommended the installa tion· of an effec tive cost ac
coun·ting system fo.r cost control and a n E DP fystem 
for monitoring. While the E DP system was stiH to 
be installed no cost accounts were being maintained 
fcir the Dockyard though a Cost Accountancy cell was 
formed for the D ockyard in J une 1982 and the cost 
accoun1ancy system for dockyards already sta nds pres· 
cribed by the Naval H Q in September 1974. 
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The Minislry stated in February 1986 that lhe staft 
complement for EDP system was sanctioned only in 
1983 but due to ban on recruitment the recommenda· 
tion of the consultancy firm could not be implemented. 
The Ministry also stated that a steady progress was 
being made in the creation of n.:cords for establishing 
the co~t accounting system. 

Some of the more important aspects brought out in 
the review are summed up below : 

There was a steep increase in tbe cost ot 
Phase I and Phase II of the project from 
the estimated cost of R s. 95.90 crores i11 
1968 to Rs. 362.19 crores in 1985. 

Due to poor soil conditions encoun'tered at 
site the ordinary floors provided in certain 
buildings constructed under Phase I had 
sunk abnormally at many places affecting 
production. Consequently, in certain build
ings under construction under Phase 11 
suspended floors had to be provided 
at an' additional estimated cost of Rs. 1.37 
crores instead of ordinary flooring :.pecified 
earlier and suspended floors were to be pro
vided at an estimated cost of Rs. 8.80 ..:rores 
in buildings alfeady completed under 
Phase T. 

Due to delay in setting up th e Dockyard th~ 
medium refi t of 5 type 'A' vessels had to be 
got done abroad at a cost of Rs. 39.16 
crores. 

- The project approved in 1968 envisaged the 
- completion of the Dockyard in 10 years but 

only Phase I of the project consisting of 
some important works was completed l;>y 
1983. Some important faci lities like North 
dry dock, forge and heat treatment shop, 
wood working shop, ammunition berth and 
degausiog basin were yet to be completed. 
T he 500 too slipway inck1ded in the project 
has been deferred . E quipmen•ts costing 
Rs. 21.11 lakbs procured during January 
1972 to August 1974 for the slipway and 
costing Rs. 30.05 lakbs for the degausing 
basin were lying in stock. 

The building .for the gas plant for the dock
yard was sanctioned in' 1.972 and completed 
in 1979. T hough expenditure totalling 
Rs. 38.74 lakhs had been incurred for the 
building for the gas plant, distribution net
work, manifolds and service ou tlets, a cott
tract for the supply and erection of the gas 
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plant was yet to be concluded. Modifica
tion and rectification works on pipelines and 
manifolds already provided had to be un'Cler
taken at an estimated cost of Rs. 10.08 
lakhs. Meanwhile requirement of gas for the 
dockyard was being met. from supplies io 
cylipders and the dockyard has not been 
able to avail of the cost economies of bulk 
supply. 

The delay in the completion· of the dry dock 
facili ties, inadequate supply of documents 
and delay in their translation and the non
availability of spares resulted in shortfall in 
the performance of repair at the dockyard. 
Again'S t the an nual target of 10.5 uni ts of 
medium refit , 23.5 units of current repairs 
and 31 units of navigational repairs envisag
ed in the project, the average achievement 
for the years 1980 to 1984 was only 0.765 
units of medium refits, 2.80 units of current 
repairs an'd 10.04 units of navigational 
repairs. The actual performance was much 
below the plans fixed by the Naval HQ also. 

16 vessels had become overdue i:or medium 
refi t by three to thirteen years out of which 
four ships were proposed to be exploited 
without medium refit by Coast Guards till 
they were phased out. 

The average time taken for repair of each 
type of vessel was much more than what was 
con.templated in the project report and in 
the plart approved by the Naval HQ. The 
average time taken for medium refit was 
almost 3 times the rJroject estimates for 
types 'A', 'B' and 'D' vessels. The time taken 
for current and navigational repairs was also 
considerably more than the project estimates 
and the Naval HQ plans. 

The refit of one vessel which was program
med to be completed in 18 months could 
not be completed even after 45 months for 
lack of dock facilities and spares and the 
v~ssel was withdrawn from the dockyard in 
November 1980 and brought to the dock
yard again irt March 1985. Another vessel 
took 70 months for medium refit against 
22.5 months approved in the plan. 

Major repairable items of machinery num
?eritJg 86 and small an'CI medium repairable 
items of machinery numbering 3 790 were 
awaiting repairs and in many ~as~s for more 
than 5 years. 



The supply of spares against the demands 
placed was inordin'ately delayed affecting the 
repa ir/ refit programm·c of the Dockyard. 
The cost accountirl'g system laid down was 
yet to be implemented in the Dockyard. 

4 J . Purchase of defective spares for an aircraft 

Based on 5 indents raised by Naval Headq uarters 
(HQ) between March 1973 and October 1975, Supply 
Wing of an fodian Mission abroad (Supply Wing) 
concluded th ree contracts, one each in June 1974, 
May 1975 and November 1975 with a foreign fi rm for 
supply of 22 units of item 'A ' and 12 units of item 
'B' used in an' aircraft. 

The contracts envisaged th.at the stores would be 
accepted against submission of release notes as re
quired by the Supply Mission's specification. The con
tracts further provided that the supply sho1Jld be free 
from all defects and faults in material workmanship 
and man•ufacture and should be of highest grade con
sistent with the established practice and generally 
accepted standards for material of the type ordered 
and in full conformity with the specifications and 
drawings. As per the contract for the supply of item 
'A' the foreign firm was to give a performan•ce guaran
tee of 300 operating hours against failures, and in the 
event of a failure, would replace the defective items 

. free of charge. Further, the supply Mission/Naval 
representatives had the right to inspect item 'A' during 
acceptance trials. 

Item 'A' 

T he supplies of item 'A' were received in two 
batches in a Naval Stores Depot (NSD). Of the 15 
units received in the first batch between June 1976 
and November 1976, 6 units were found defective 
and were returned to the firm in August/ December 
1976 .for replacement. The firm replaced the defective 
units between June 1977 and May 1978. However, 
out of the replaced units, 2 units were foun'CI defec
tive. ln the second batch of 7 units received between 
fone and July 1977, one unit was found defective. The 
matter regarding replacement of the 3 .defective 
units costing R s. 3.70 lakhs was taken up by the Naval 
H Q with the Supply Wing in November 19; 9, Jn May 
1980, the Supply Wing requested the foreign fi rm to 
accept the contractual obligation and to make good 
the loss by replacement/rectification, as the defects 
were attributable to manufacturing process and not to 
transit damage. The Supply Wing intimated in Novem
ber 1980 that the.firm did not accept liability and the 
matter was referred to the legal adviser at Indian High 
Commission . 
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l tem 'B' 

The supplies of item 'B' were received in the NSL 
durin'g April 1975 to F ebruary 1976. Of the 12 uni ts 
received, 4 units pertaining to the first lot and 2 to 
the second lot costing Rs. 3.67 lakbs were found 
defective in January 1977 by the Naval Aircra[t 
Inspecting Organisation an'd returned to the foreign 
firm in March 1979 after a period of over 3 years. 
The fi rm did not accept the liability on the ground that 
the damage had occurred after the uni ts left the firm's 
premises i.e. a t the consignee's end. The defective 
units were lyin'g wi th the firm (October 1985). · In 
this connection it may be mentioned that of these 6 
defective units lying with the furn, one was a unit 
received in replacement of a unit found defective in 
January 197 6. 

Meanwhile, on 18th FebJ,"uary 1982 Naval HQ 
directed all units to discontinue further flying of the 
airi::raft. Orders for the phasing c~Jt of the aircraft 
from service were issued on 10th D ecember 1984. 

Earl ier in December 198 1, the Naval HQ proposed 
an• out of court settlement for items 'A ' and 'B' on the 
ground that the Supply Wing had opined that a pro
longed and expensive legal action would not yield the 
desired results and had advised all' 'out of court settle
ment'. The matter was referred by Naval HQ in 
August 1982 to the Judge Advocate General who also 
recommended an out of court settlement rather than 
fighting a prolonged and expensive legal tattle. The 
Naval HQ sought in A1Jgust 1982 the approval of the 
Government which was awaited (October 1985) . 

As regards item 'A' the Ministry of D efence 
(Mini f>try) stated in August 1985 that the product did 
not live upto the performance guaran1eed. With regard 
to item 'B' the Ministry stated in October 1985 that 
the firm bad supplied units with protective coating 
over the canopy which as per aeronautical engineering 
practice was not removed until it was required for 
use. There being no apparent external mark of damage, 
the defects in canopies remained unnoticed and it 
came to notice when the protective coating of the 
units were removed prior. to their use d·uring J anuary 
1977; the defects were reported to the firm in Sep
tember 1977. The Ministry added that since the 
defe~ts were noticed af ter the expiry of the warranty, 
it was necessary to obtain the firm's willingness before 
the units could be despatched for replacement. It was 
also stated that the case for an out of the court settle
ment with the furn for items 'A' and 'B' was oending 
finalisation as certain informa tion asked · for by the 
Integrated Finance Division was awaited from Naval 
HQ. 
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Thus the defective units costing Rs. 7.37 lakhs in 
foreign exchange could neither be got repaired and 
used no1 could a claim for recovery of their cost be 
enforced for over 8/9 years. Meanwhile, the aircraft 
for which the units were purchased bad been phased 
out of service in December 1984 and as such there 
was no pr0spect of the .units being put to use. 

42. lnfructuous!Av{)idable extra expcndihm.! on import 
of an indigenously available item 

I n August L978 a Naval Dockyard worked ouL the 
total requirement of item 'X'-a spare part intended 
to µrevcm water entering the ship as 47 Nos. With 
34 Nos. in stock (including 28 Nos. procured from 
indigcn0us sources from 1976 onwards) the deficiency 
was worked out as 13 Nos. As the indigenous stock 
wa3 stated to be "not upto the entire satisfaction of 
users", Naval Headquart~rs (HQ ) decided to import 
13 Nos. of the item to meet orre year's requirements. 
While calculating the req;:iirements, 12 Nos. of the 
item (cost : R s. 1,08,700) outstanding against a deve
lopment order placed in June 1977 on indigenous 
sources were not taken into account. The supplies 
against the development order were received in 
December 1978. 

Naval HQ placed necessary indent in J anuary 1979 
on the Supply Wing of an In'Cfian Mission abroad 
(Supply Wing) for 13 NOS". of item 'X' alongwith 
other items of spares. Item 'X' contracted with firm 
'A' at a cost of £ 18,044 was inspected in January 
1981 and was reported to have been despatched in 
May 1981. Full payment therefor was made by the 
Supply Wirtg in July 1981. The item was, however, 
not received by t~e consignee and a discrepancy report 
was raised in September 1981. Meanwhile, the indi
genous stock was issued to ships and in December 
1981 an order for 6 Nos. of item 'X' was placed on 
a11 indigenous source, supply against which was 
received in October 1982. 

T n January 1982 firm 'A' intimated the Su(1ply Wing 
that the item 'X' (contracted quantity : 13 Nos.) was 
outstanding for despatch. In order to meet urgent re
quirements for the refit of certain Naval ships, Naval 
Dockyard placed six separate supply orders ort 
15th February 1982 on ship's chandlers, for purchase 
of 6 Nos. of item 'X ' @ Rs. 35,370 each against the 
las t indigenous purchase rate of R s. 7,600 and im
ported cost of £ 1,388 each. Six separate supply 
orders were placed on 15th February 1982 so as to 
bring1 the value of individual supply order within the 
delegated powers of the lower financial authority. 
Three Nos. of item 'X' were received in April 1982 
S/l DADS/ 85--11 
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and the balance three in January 1983. As the refit of 
t h~ ~hips was completed by August 1982 by using 
indigenous stock as well as 3 Nos. procured from the 
sh ip's chandlers. the balance 3 Nos. purchased from 
ship's chandlers at exorbitant cost did not serve the 
in tended purpose. 

After the non-receipt of 13 Nos. of item 'X' from 
abrnac! was taken up in Audit in November 1982, the 
whole matter was investigated by the S;:ipply \Ving. 
Thereupon firm 'A' despatched the item by air in' 
April 1983. An amount of £ J , 190.3-8 was rcc~ercd 
from firm 'A' in February 1984 towards liq uidated 
damages and the difference between air and sea 
freight charges. 

The Ministry of Dcfen'ce (Ministry) stated ( ovem
ber 1985) that : 

( i) Indigenous supply was not upto full con
fidence level as such 13 Nos. of item 'X ' 
were imported keeping in view the opera
tional requirements of tbc ships. Non
receipt of 13 Nos. ex-import necessitated use 
of items held in stock which were repaired 
all'd made suitable for emergency use. 

(ii) Quantity 12 outstanding against the order 
of June 1977 was not taken into account as 
firm's 'dues in' as supply against the develo~ 
ment order was considered un'Certain/ 
indefinite . 

( iii) As regards splitting up of the requirement 
into 6 supply orders on 15th February 1982, 
action was being initiated by the Naval HQ 
for regularisation of the case . 

As regards Ministry's corttention at (i) and (ii) 
above it may be stated that the indigenous supply 
which materialised during 1976, was accepted after 
~pection. Moreover the supply of 12 Nos. out
standing against development order of June 1977, 
which was ignored while working out n'et deficiency of 
13 Nos., had already been received in D ecember 
1978 even before the indent for import of 13 Nos. 
was placed in January 1979. Further the refit of the 
ships was actually completed in August 1982 by using 
the indigenous stqck an'Cl 3 numbers procured from 
~h ip's chandlers in April 1982 whereas supplies again'st 
101port were received only in April 1983. 

The case reveals the following unusual features : 

( i) Th . e u7gent requirements of the Naval Ships, 
mclud10g their refit, were actually met by 
using the indigenously procured item and 3 



numbers procured from ship's chandlers in 
April 1982; procurement of 13 numbers 
from abroad (cost : £ 18,044 or Rs. 3.25 
lakhs) and 3 numbers from Ship's chartdlcrs 
(cost : Rs. 1.06 lakhs) at exorbitant rates 
was avoidable. 

(ii) Extra expenditure of Rs. 2.26 Jakhs in Free 
Foreign Exchange was involved on account 
of difference between indiger10us rates and 
contract rate accepted with firm 'A'. 

(ili) Payment of £ 18,044 in July 1981 to furn 
'A' resulted in unintended financial aid to 
the firm as the item was actually despatched 
by the firm in April 1983. At the rate of 
10 per r~nl per annum the total amount of 
interest would work out to £ 3, 11 0.00 
(R s. 0.50 Jakh). 

(h) The action of Naval Dockyard of splitting 
up of demand into six supply orders to bring 
the value of individual supply order within 
the delegated powers has not yet been regu
larised (November 1985) . 

(v) T he p.'.Hchase of 3 Nos. of item 'X' from 
ship's chandlers at about 5 times of last 
purchase rate has caused avoidable extra ex
penditure of Rs. 0 .83 lakh. 

43. Extra expenditure in procurement of power supply 
equipment for a Naval ship 

In August 1975, the Naval H eadquarters (HQ) 
placed an' indent for two units of power supply equip
ment (Equipment 'A') on the Supply Wing of an 
Indian Mission abroad (Supply Wing) to meet the 
requirement of Naval Ship 'X'. The Supply Wing con
cluded a contra-::t with firm 'Y' in August 1976 for 
~uppiy of two uni ts of equipment 'A' at a cost of 
£ 59 ,744 including £ 1 .422 payable as commission 
to the Indian agents for local services such as joint 
receipt iaspection and assist~n·ce during installation 
and commissioning of equipment. The contract sti
pulated inspection by the Supply Wing prior to pack
ing and delivery within' 18 months i.e. by February 
1978. The equipment was actually received in India 
in December 1979 but could not be commis ionecl by 
the Naval Dockyard 'XX' as the motor alternators 
were not building ".IP necessary frequency an'd voltage. 

In July 1979 the Naval HQ placed another indent 
for six units of power supply equipment (equipmen t 
'B') on the Supply Wing to meet the addi tion'al re
quirements of Naval Ship 'X'. T !Je Supply Wing con
cluded a contract with the same firm 'Y' in Septem
ber l 979 for . the supply of 6 units of equ ipment 'B ' 
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alongwith spares crawings and hand books at a cost 
of £ 4,01,878. This i11eluded £ 13,686 as commis
~ion payable to the Indian agents for after sales 
service and erection and commissioning of the equip
ment. The contract stipulated inspection by the Supply 
Wirrg prior to packing and delivery within 18 months 
i.e. by March 1981. On instructions given by the user's 
representative that ins~ction by the Supply Wing 
prior to despatch might be waived in view of delay 
involved in inspection arrd the reputation of the firm, 
the SupPly Wing amended the contract in March 1980 
providing for acceptance of the equipment on the 
fi rm's warranty an'd quality control certificate without 
inspection by the S.upply Wing. The mode of despatch 
of rhe equipment was also changed in December 1980 
from sea to civil air due to urgency as the equipment 
'B' was stated to be required in India by April 1981. 
Two units each of equipment 'B' were received ill' Feb
ruary 1981 , March 1981 and July 1981. The expendi
ture on airfreight was Rs. 3.74 lakhs against the 
normal sea freight of R s. 1.20 lakhs. However, the 
drawings and the handbooks were not received along 
with the equipment an•d certain defects observed 
(May 1981) in the system necessitated the presence 
of the firm's representative to commission the equip
ment. 

In July 1981 the services of two engineers of firm 
'Y' were requisitioned fo r commissioning the two 
units of equipmetg 'A' and the six units of equip
ment 'B'. The report ( August 1981) on the com
missioning of the equipment brought out that : 

( i) The equipments 'A' & 'B' had n_Qt under
gone extensive load trial and testing in the 
factory prior to thei r despatch from · abroad. 

( ii) The equipment was not of proven design 
since man y design modifications hnci to be 
undertaken by the engineers to rornmission 
the sets in IndiFI 

(i ii) The technical manual for equipment 'A' 
supplied by the firm Jacked many important 
details that were required bv tile main
tajner. 

( iv) The components used in th~ sets were not 
• reliable. 

The contract had a Warrantv Clause for a period 
of 15 months from the date of delivery or 12 months 
from the date of arrival at the ultimate destination in 
Ind ia, whichever was sooner. Despite ihcse provi
sinns and also the payment of the agency commission 
of £ 15, 108 for after sales service, en•ction and 
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commissioning of the equipment, the Government 
sanctioned a payment of R s. 1.85 lakhs for the ser
vices of the two engineers_ of firm 'Y' wbo il~d carried 
out necessary repairs/ modifications to the defective 
equipment and commissioned them. The Navy also 
spent Rs. 4,500 on airlifting some of the critical 
items required during the commissioning of the 
equipment. 

The equipment received during February-March 
198 1 (4 Nos.) and July 1981 (2 Nos.) was ultimately 
installed in July--September 1981. The extra expen
diture of R s. 2.54 lakhs incurred in airlifting the 
equipment 'B' for their early receipt in India did not, 
thus, serve the intended purpose largely because 4 
of the six sets were installed/ commissioned only in 
July--September 1981 four to five months after their 
receipt in February-M arch 1981. 

The Ministry of Defence stated (December 1985) 
that : 

The waiver of inspection by the. Supply 
Wing abroad prior to desp~tcb of the 
equipment was given by a Team of Naval 
Officers which was specifically <leputed to 
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the foreign country for the purpose of 
expediting s.upply of equipment and ships 
modernisation. 

The equipment was rendered fully operu
tional in time for ship 's subsequent activi
ties. 

The case thus reveals that : 

The equipment 'A' & 'B' purchased from 
firm 'Y' at a cost of £ 4,61 ,622 {Rs. 81.30 
lakhs) besides being of unpr"Cven desi!,;n 
had a number of defects. A '>Um 0 ( Rs. 1.85 
lakhs was paid to the firm beyond the pro
visions of the contracts for services rendered 
by their engineers for repairing and com
missioning !he equipment. 

Airlifting of equipment 'B' involvfog an 
extra expenditure of R s. 2.54 lakhs did not 
serve the intended purpose largely as the 
same could not be commissioned immediate
ly on receipt gs they bad some defects in 
the system and the drawings and handbooks 
were not receive(. alongwith the equipment. 



CHAPTE R 9 

AIR FORCE 

44. Non-utilisation of assets created for blast pens in 
an airfield 

Air H eadquarters ( HQ ) , convened a Beard ol. 
Officers in July ~977 and subsequently in April 1978, 
to assess the requirement of works services for pro
vision of four covered blast pens in an airfield. T he 
Board assembled in May 1978 recommended that 
" the requirement of four blast pens was ope.rationally 
urgent" . The Board proceedings were approved by 
Air HQ in June 1979. In October 1979 tlle Ministry 

of Defence (Ministry ) accorded go-ahead ranct ion for 
Rs: 6 .50 Jakhs for the commencemen t of the work. 
Administrative approv:tl was a-ccordr.d in January 
1980 at an estimated cost of Rs. 54.59 lakhs. 

A Zonal Chief E ngineer (CE ) concluded a contract 
with a firm on 4th O ctober 1980 for a 111mp sum of 
R s. 29.39 lakhs for execution of the wc rk covering 
inter alia the four blast pens, a static warer tank, 
roads, d ispersal and link taxi t rack, hardstanding, etc. 
The size of the blast pens to be built under the con
tract was 70' X 50'. On 16th October 1980 the 
G arr ison Engineer placed a work o rder for com
mencement of work by 28th October 1980 ard com
plet ion by 22nd November 1982 The layout and 
site for the work was approved on 22nd December 
1980 i.e. after 2 months of the issue of work order . 

On 26th December 1980 an Air F orce Command 
informed the Zonal CE , the Commander Works E n
gineer (CWE) and the Garrison Engineer that due 
to change in operat ional requirements the construc
tion of the blast pens · as per the existing drawings 
should not be proceeded with. On 20th J anuary 
1981 the Gai:rison E ngineer directed the firm to stop 
all works till fur ther orders. On 2nd Fc1n u 1ry 1981. 
the firm made a reque~t for the layout of the full work 
or alternatively cancella tion of the contrac.t. 

On 9 th February 1981 the Air Force Command 
informed the Garri5on Engineer that the size of the 
blast pens should be 70' X 60'. The Garrison 
Engineer inf9rmed the Air F orce C omrr.and on 
24th March 1.98 1 that there would no t be zi ny in
fructuous expenditure if four blast pens and Jinks 
were deleted from the contract and the work 0 11 loop 
taxi track was not stopped. The Garrison F ngineer 
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~dded that the firm had by then established a work
shop and dumped materials worth R s. 1.70 lakhs. The 
A ir Force Command info~rned Air HQ on 3l ~t M arch 
1981 that the loop taxi track to be constructed would 
fit into future con:'>truction of addition al blac;t pens. 
T he CWE issued a Jetter to the fi rm on 1 ~th May 
1981 foreclosing works worth Rs. 15 .. 54 Jakhs from 
the contract. The amendment to the contract reduc
ing the contract amount to Rs. 13.85 lakhs was 
issued by the C E on 2nd September 19 82. The work 
u nder the contract . was completed on 24th January 
1983. However, the amount of the contract w'ls · 
increased to R s. 18.30 lakhs through an amendment 
dated 28th March 1984. 

M eanwhile further changes in the design of the 
blast pens were under consideration by the Air H Q. 
Ultimately, on 12th February 1982 the Air Force 
command co nveyed the decision of Air HQ to con
struct blast pens of size 90' X 60' X 23' . T he revised 
est imates together with the statement of case for 
according revised administrative approval were sent 
to the E ngineer-in-Chief by the Zona l CE on 11th 
August 1983 i.e. after 1 } years. The esti mates included 
provision of 4 blast pen'> of size 90' X 60' X 23'. By 
then works amounting to Rs. 33.12 lakhs approxi
mately, including taxi track worth R s. 25.57 lakhs 
had been constructed on the airfield . The revised 
adm in ist rative approval was accorded by the Ministry 
o n 4 th June 1984 at an est imated cost of R s. l 15.45 
lakhs. T he contract for the work has net been con
cluded ·so far (August 1985) . The t ime required 
for completion of work is stated to be 229 weeks 
( 4.4 years) . H owever, the E-in-C stated in January 
1985 tha t the contract action for the balance work 
was in hand and the work of blast pens was expected 
to be completed by June 1987. The new design of 
the blast p~ns required two sepa rate link taxi tracks. 
As such the loop ta~i t rack which was earl ier in tended 
to connect all the four blast pens to the runway would 
connect only two of them and for the 3rd and 4th 
blast pens. additional length of loop taxi t rack has 
been provided in the revised approval. 

Blocking up of funds to the extent of R s. 33.12 
Jakhs on assets created during 1979-80 to December 
1982 n ot likely to be utilised till Junt:! 19 87 could 
have been avoided if _the work had been undertaken 
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after determination of requirements or even if the 
contract had been cancelled as requested by the 
contractor in February 1981. Air HQ stated (Feb
ruary 1985 ) that _though the loop taxi-track 
would not be used for sometime for the blast pens 
which were yet to be constructed, thi ~ would, how
ever be used for manoeuvring the aircraft for other 
operational requirement. 

The Ministry stated in September 1985 tliat : 

The loop taxi-track and other c:ncilhry 
work already executed are being fully utilised 
for meeting day-to-day operaticnal require
ment even though construction of the blast 
pens will be completed in June 1 Y87. A 
delay in compJetion of these works \.-lOUld 
have resulted in increased costs by two and 
three times. · 

Tender action for the bala11ce work was 
in hand. 

When the Board proceedings were under 
progress dnring. 1973-79, the aircraft under 
negotiation was of a siZe which required 
blast peas of 70' x 50' but due to ch:mge 
in the type of aircraft finally negotiated the 
change in the size of blast pens was un
avoidable. 

The fact remains that assets worth Rs. 33.12 lakhs 
created during 1979-80 to December 1982 for the 
blast pens are not likely to be put to the intended use 
till the blast pens come up; the contract for bl:-tst pens 
is yet to be concluded (August 1985 ) . T hP. bl<:'t 
pens whose requirement was projected as oi:;erational 
are not expected to be available till June 1987. 

45. Procurement of old stock of ammunWon 

Jn August 1979 Government accorded sanction for 
the procurement from a foreign country of 500 
iltmbers of certain types of bombs for operational 
use by a newly inducted aircraft. Against the Air 
Headquarters (HQ) indent of November 1979, the 
Supply Wing of the Indian Mission abroad (Supply 
Wing) placed a supply order on a foreign supplier 
on 28th December 1979 for the supply of 500 bombs 
at :£ 7,500 each to be supplied ex-stock from the 
new production. 

On receipt in India in September 1980-January 
1981 almost the entire quantity of 500 bmbs pro
cured at a cost of £ 37,50,000 was found to have 
been manufactured between 1972-75. 
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On receipt of the bombs from the old ~· t.-wk, the 
Ajr HQ pointed out (October 1980 and December 
1980) to the Sup.ply .Wing that as per para 5 of the 
supply order the bombs were required- to be from 
the "latest production" and that the unit price of the 
bombs of 1977 manufacture supplied as p~r ;;;n earlier 
contract of 26th May 1976 was £ 5,035 on~y. (Unit 
price of supplies of 1980-81 manufactme, received 
during September 1980 to February 1982 against an 
order of November 1978 was £ 6,995). The Air H Q 
felt that in view of this, there -was a stroug case for 
price reduction of bombs supplied from old stock in 
the following manner : 

Proportionate reduction 
bombs as these were of 
1972-1975 manufacture. 

in price of ihe 
old stock of 

Free replacement of primary and &eCondary 
cartridges by the supplier ( if price reduc
tion was not acceptable). 

The supplier when addressed by the Supply Wing 
about the stock of bombs being very old stated in 
November 19$0 and April 198J that : 

Their revised ·offer (made on 10th August 
1979) indicated that the bombs ]Jad been 
manufactured in 1973/ 1974. However, 
some bombs of earlier manufc.cti;re might 
also have b~en released for being supplied 
to the Indian Air Force. 

The provisional life of 5 years of the pri
mary and secondary cartridges of the bombs 
bad been extended (April 1981) t.o 8 years 
and is reviewed annuaIJy. 

Should at any time replacement of the pri
mar.y and secondary cartridges become 
necessary, the supplier would expect the 
Indian Air Force to replace the cartridges 
at its own expense. 

The supplier not agreeing to ·any price reduction 
or for any free replacement of the cartridges, the 
Air HQ had to accept the supply of old stock of 
500 bombs at £ 7,500 each as a fail accomp!i. 

The Indian Air Force d id not possess the facili ties 
of proof testing of bombs of foreign make. The 
supplier, therefore, was requested to intimate if they 
had carried out the necessary tests so as to determine 
the life/the state of serviceability ~f the o ld bombs 
supplied. The supplier intimated in January 1982 
that its annual surveillance programme for checking 



the bombs was based on extremely small samples of 
the weapon because of budgetary restrictions. As 
such, possible downgradation of t~e reliability and 
performance of the weapons due to age, offered the 
best assessment. 

Thereupon, Air HQ invited quotations and placed 
indent in December l 982 on the Supply Wing for 
procurement of 500 new sets of the primary and 
secondary cartridges at a cost of Rs. 4.33 lakhs to 
replace the old ones already fitted in the · bombs . 
While obtaining approval the Air HQ stated (l''ovem
ber 1982) that "500 bombs procured were an old 
stock of 1972, 1973 and 197 4 manufactcre hence 
their cartridges needed replacement." Though the 
indent indicat~d immediate delivery, the cartridges 
were sti ll awaited (September 1985) . 

Ministry of D efence (Minis try) stated (October 
1985 ) that considering the urgent operational require
ment for the aircraft already inducted in the service 
in July 1979 a decision to accept bombs ex-stock was 
consciously taken and in a meeting (between the in
dentor and supplier) held on 30th May 1979 it was 
agreed that all 500 bombs could be released from ex
stock held by the supplier. Consequently the supplier 
in their offer of l 0th August 1979 indicated that the 
bombs offered for immedia te delivery from stock were 
manufactured in 1973/ l 974. The Ministry further 
stated that mention in the supply order that supply 
would be from new production, seemed to be an 
oversight on the part of the Supply Wing. Regarding 
life of bombs and p rimary and secondary cartridges 
the Ministry added that these had no finite life but 
as a measure of abundant caution to meet any con
tingency, procurement of quantity 500 eafh of the 
primary and secondary cartridge~ was arranged, the 
shipment of Y'.hich was awaited. 

In this connection it may be mentioned that the 
indent for 500 bombs placed by the indentor on 
Supply Wing on 3rd November 1979 stipulated that 
250 bombs were to be delivered ex-stock and the 
remaining 250 bombs were to be supplied from new 
production. 

The case reveals that : 

Though the supply order stipulated that 
supply will be from new production, the 
bombs received in September 1980-January 
1981 were found to be of 1972-1975 
manufacture (over 5 to 8 years oid) . The 
price paid for bombs of 1977 and 1980-81 
manufacture r_eceived in 1978 and 1980-82 
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was £ 5,035 and £ 6,995 per bomb res
pectively while the price paid for old bombs 
of 1972-197 5 manufacture rc-:eived in 
Septen:iber 1980-January 198 1 was £ 7,500 
per bomb. Even at the time of receipt the 
provisional life of cartridges of old bombs 
Qf 1972-1975 manufacture which was 
stated to be five years, was already over. 

The cartridges in the bombs ·being old 500 
new sets of cartridges (cost : Rs. 4.33 
lakhs) bad to be indented in December 
1982 to meet any contingency for replacing 
the old cartridges in all the 500 bombs 
valuing £ 37,50,000 (Rs. 6.75 crores) 
(received in September 1980-.January 
1981), the supplies of new cartridres was 
still awaited (September 1985). 

46. D elay in standardisation of an equipment resulting 
in extra expenditure 

For lifting and loadjng of bombs in aircraft, two 
items of ground equipment 'A' and 'B' received with 
the aircraft or manufactured by a Public Sector 
Undertaking (Undertaking) were being u~ed by the 
Air Force. These equipments were specific to type 
of aircraft. In 1969 the Air Headquarters (HQ) 
proposed indigenous development of 'A' and 'B'. In 
July 1973, the Directorate of Technical Development 
and Production (Air) (DTDP) was asked to take up 
the project on a priority basis. In 1974 the 
Committee for standardisation of Ground Equjpment 
in the Air HQ recommended standardisation of the 
equipment 'A' and 'B'. The DTDP placed an order in 
July 1974 on a firm for the development of one unit 
each of equipment 'AA' and 'BB' which were to 
replace equipment 'A' and 'B'. The development and 
extensive field trials in respect of the equipment 'AA' 
and 'BB' were carried out from 1974 to 1977 and the 
standardisation' of the equipment which was to be 
used for various types of aircraft was finalised in 
1977. ~ 

The DTDP advised the Air HQ in March 1978 to 
ensure production of the standardised equi11ment by 
the Undertaking conforming to the drawings firralised 
for the two items 'AA' and 'BB'. Jn the meantime, 
instructions were also if>sued in D eccmbe• 197i and 
February 1978 by the Directorate of Engill'eering 
Support (Technical)-to the provisioning cells in the 
Air HQ to take future provisioning action in respt>ct 
of the standardised items 'AA' and 'BB' only and to 
declare the existil1g equipment 'A' and 'B' as obsoles
cent. Corresponding scales for the equipments were 
also to be amended suitably. 
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In February 1978 the Directorate of Engineering 
Support (Q) carrit:d out a special review of the re
qu irements of the various provisioning cells and placed 
an indent in April 1978 for procurement of 43 num
bers o[ equipment 'AA' and 77 numbers of equipment 
'BB' from trade sources. The Department of Defence 
Supplies (DDS ) placed two supply orders in Novem
ber 1978 and March 1979/ November 1979 on firms 
'C' «nd 'D ' . The prototypes produced by firm 'D' were 
cleared by DTDP for bulk production in December 
l 980. However, both the firms failed to honm1r their 
commitments a1icJ the supply orders were cancelled by 
the DDS in September 1982 and Apri l l 983 at the 
risk and cost of the firms. Meanwhile, fresh supply 
o rders were placed by the DDS in D ecember 1982 on 
fir ms 'E ' an·d 'F' at un it prices of R s. 12,050 and 
R<>. 11,360 for equipment 'AA ' a nd 'GB' respecti vely. 
The goanti tics of equipment 'AA' and equipment 'BB' 
on order were increased to 4 7 numbers and 87 num
bers respectively in January /Ma rch 1984. The entire 
quantity of equipment 'AA' and 'BB ' was supplied by 
the firms duri ng January 1984 to Ma·rch 1985 out of 
which 33 numbers of equipment 'AA' a nd 54 numbers 
of equipment 'B B' had been issued to the user forma
tic. P'S upto June 1985. The balance quantity (14 
equipment 'AA' and 33 equipment 'BB' ) was lying 
(June 1985) in stock. T he performance of the 
items supplied by the two firms had been fo.und satis
factory by the Air HQ. 

· Without regard to the standardisat ion of equipment 
'AA' a nd 'BB' an'd the specific instructions issued in 
December 1977 and February 1978 about the future 
provisioning being only in respect of standardised 
eq uipment 'AA' and 'BB', the two provisioning cells 
in the Air HQ placed 4 orders between• October 1979 
and Apri l J 983 on the Undertaking for supply of 62 
numbers of equipment 'A' (October 1979 : 6 , April 
1980 : 30, June 1981 : 19 and April 1983 : 7) and 
183 numbers of eqo ipment 'B ' (Apri l 1980 : 148, 
June 1981 : 16 and April 1983: 1"9 . Against the price 

' of Rs. 12,050 for equipment ' AA' and R s. 11 ,360 
for equipment 'BB' paid to the two firms, the unit 
fi xed cost quotation submitted by the Undertaking 
for eQ uipment 'A' varied from Rs. 1,48 ,630 to 
Rs. 2,08,980 and for equipment 'B' from Rs. 1,58 ,250 
to Rs. 2,03 ,4 10. The Air HQ had also called for 
riuot alion'S from another Division of the U ndertaking 
in Tul y 1982 for the standardised equipment ' AA' and 
' RH'. The U ndertaking promised (Augu-t 1982 ) to 
indicate cost est imate and delivery sched1Jle by end of 
Sep tember 1982. However. keeping in view the high 
rates quoted by the Undertaking aga in'St the order~ 
placed in April 1980 and June 198 I for the old 
equitlment, Air HQ did not pursue the case for pro
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curement of standardised equipment from the Under
taking. 

A[:c1 Aud it pointed out (July 1983) the abn'Ormal 
difference between the prices of standardised equip
ment 'AA' and ' BB' purchased from the private firms 
and equipment 'A ' and 'B' purchased from the Under
taking, the Air HQ cancelled (December 1984) their 
order placed in April 1983 on• the Undertaking for 7 
numbers of cqoipment 'A' and 19 numbers of equip
n1ent 'B' . Against the remaining three orders placed 
during Octobe.r 1979 to June 198 1 for 55 numbers 
of equipment 'A' an'd 164 numbers of equipment 'B', 
the Undertaking supplied 2 numbers of equipment 
'A' in May. 1982 a nd 49 numbers of eq uipment 'A ' 
a nd 123 numbers of equipment 'B' during November 
1982 to krn'e 1985. The Undertaking was yet (June 
1985) to supply 34 numbers of equipment 'A ' and 
4 1 numbers of equipment 'B ' . Out of the stock 
reccivC'd from the Undertaking, 44 numbers of equip
ment 'A' and 98 numbers of equipment 'B' had been 
i~sucd to the user units upto June 1985 and 7 numbers 
of equipment 'A' and 25 numbers of equipm ent 'B' 
were sti ll (June 1985) lying in stock. 

The Minist ry stated ( October 1984) that indents 
were pfaced on the Undertaking to meet operatiorraI/ 
urge-nt requirements primarily for raising squadrons ot 
aircraft type '.P' . The Ministry also added that during 
the period 1979-80 to 1982-83, 'X' numbers of 
squadrons were raiscJ a nd 'Y ' numbers were to be 
raised duri n·g 1983-84 and 1984-85. But for the action 
of placing orders for equipment 'A ' and 'B' on the 
Undertaking, the squadrons of aircraft 'P' would have 
been without these items. 

It was, however, no ticed tha t during the period 
Oct0ber 1980 to August 1982 when 'X' numbers of 
squadrons were raised, the Undertaking had supplied 
only two numbers of equipment 'A' (which c~J!d 
suffice for seven per cent of the requirement of 'X' 
numbers of squadrons of aircraft type 'P ') a nd no 
equipment 'B' had been' supplied. 'Y' numbers of 
squadrons of aircraft 'P' were raised during January 
1985 to March 1985 i.e . .Jong after the supplies of 
~ tand arc.lised equipment 'AA' and 'BB' from trade 
so.-.1rces commenced in• January 1984. 

In September 1985, the Undertaking revised their 
fi xed cost quotation in respect of two orders placed 
in April 1980 and June 1981 to R s. 37,250 per unit 
fN equipment 'A' and R s. 39,495 per un•it for equip
ment 'B'. The quotation was await ing the accept
a nce of the Government (October 1985). Computed 
with reference to the prices ('AA' : 12,050 per unit; 
' R13' : Rs. 11,360 per unit) paid to firm s 'E' and 'F' 



for the standardised equipment, the purchase o f the 
existing equipment ' A' and 'B ' from .the U ndertaking 
wo u:d involve an extra expendi ture o( R s. 66.79 lakhs 
to the State in r espect of the three o rders placed 
dming October 1979 to June 1981. The Ministry 
stat ed ( December 1985) that the fix ed cost quota
t iun' given by the Undertaking is stiU under examina
tio n with the concerned authorities. 

The case r eveals the fo llowing : 

The idea- ·of developing the standardised 
equipment for lifting and loading of bombs 
initiated in 1969 took con•crete shape in 
1973 but the prod(tct was developed and 
tried out only by 1977. T hereafter lack of 
serious effort in develo ping sources for bulk 
production for standardised equipment 
r esul ted in delay in procurement of the 
standardised items an•cl purchase of the non
standarcl ised equipment at considerably 
higher cost from the Undertaking. 
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The placemem of orders on the Undertaking 
for the existing equipment on the ground of 
urgency of requirement did not serve th e 
pmpose as the supplies from the Undertak
ing did not materialise in• time. The procure
ment of 55 numbers of eq uipment 'A ' and 
164 numbers of equipment 'B' from the 
Undertaking conforming to old designs is 
rrow likely to _result in extr a ex fJ'enditure of 
R s. 66.79 Ja-khs to the State. 'Fh is could · 
have been avoided had the instructions 
issued in D ecember 1977 and February 
1978 for tbe introduction of the gtanclardis
ed eq uipment been implemented. 

T he eq uipment procured from the U nder
takin•g · from 1979 onwards w:.is specific to 
type of aircraft, whereas the standardised 
versio n which cost less cc.:1ld be used for 
a ircraft of various types. 

4 7 Recovery of charges for airlifts provi'dcd by Air 
Force 

The Air Force provides, o n recovery of charrres, 
faci lities for airlift to Cen tral a nd State Go vern1;ent 
Departments, Public sector undertakings and other 
parties against ad-hoc and sta1Yding sa nctio ns issued 
by the M inistry of Defence ( Ministry) . Air assistance 
is a!so rendered to Central and Sta te Government 
Departments for relief/rescue opera tio ns duri n•g floods 
and other na tural calamities. 

The Air Force uni ts rendering these services fur 
nish 'Flight Returns' to the Service Headquarters 
(HQ) fo r initia t ing action fo r recovery of clues. 

Me ntion' was made in paragraph 4 8 o ( the Repo rt 
of the Comptruller and Audi tor General of Cndia fo r 
the year 1976-77, Union Government ( Defence Scb 
vices) about the considerable delays in computing/ 
.i:ecovering the amounts clue from the u ·e rs for airlift5 
rrnvidecl by A ir Force. The amount outstandi ng as o n 
30th September 1971 was R s. 3 .95 crures. The 
Ministry had inter alia stated (December 1977) that 
proced ural delays inherent in the existing system were 
being exa mined by the A ir HQ with a view to strea m
lining it and reducing delays. 

The Institu te of Wo rk Study (Insti tute) was re
qu~sted by the Air HQ in June 1979 to undertake an 
indepth study of the system for suggesting ways and 
mean·s for streamlining the procedure so as to reduce / 
eliminate delays in the realisation of airlift bills. 

The Institu te concludi:·d their study in July L 979 
mainly with the fol!owing rec0mmendations : 

( i) all 'Special F l ight R et urns' (SFR) should 
be given consecutive seria l n·mnbcrs for each 
year by the u nits responsible for p reparing 
the re turns; 

( ii) · time based schedule-7 days fo r raising 
SFR (excefJ't in case o f Communicat io n 
Squadrons and units provid ing transport 
support for supply d ropping etc. ) a nd 18 
days for p referring the bill-should be 
adopted ; 

( ii i) preparation o f monthly retu rns fo r outstand
ing bills/p rogress thereof; and 

( iv) immediate pursuance o f the missing Fligbt 
R eturns by the Billing Agency with the con
cerned Directorate. 

It was observed in November 1985 that there were 
78 cases for which bills had not been computed . l n 
respect of. the airlifts for wh ich b ills had been issued 

. upto 3 1st M arch 1984 R s. J0.83 crores were out
standing in• Nove mber 1985 for recover y in 1953 cases 
p e-rtaining to the years 1959-60 to 1983-84. 

The Ministry stated (November 1985) tha t 

Instructio ns have been issued to the units to 
al lot consecut ive serial number~ vea r-w1se . 

A system has been evolved to loc<1te ·the 
missing SFR ar,'d then to . ob1ain these. 
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ll has not been found pos5iblc to raise the 
bills as per the time schedule recommended 
by the Institute. However, a note has been 
made to ensure rcducti0n in the time taken 
in preparation' of bi lls. 

The recomm endations oE I ns tit1_1 te have been 
once again exam ined and it has been observ
ed that the prepara tion of monthly list of 
outstandin·gs against user agency would not 
hel p in realising the amount frum the 
agencies. Instead a list of outstanding dues 
on quar terly basis would be sent to the 
agencies requesti ng them for early payment 
if n·o t already done. 

Th<! fact remains that in spite o( dctaikd study by 
an Institute and implementation of ~ome o( its .recom
mendat ions the am0unt of outstaodmg recoveries on• 
account of airlifts provided by Air Force has gony up 
from Rs. 3.95 crores in 1977 to R . 10.83 crores in 
November 1985. ln add ition there were 78 cases for 
,, hich amC•'.10t recoverable was yet to be w0rkcd out. 
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48. Redundant/avoidable ex penditure qn :itmcm of 
an equipment without t rial on an aircraft 

Aircraft 'A' were initially purchased from a foreign 
country in June 1976 and indl!cted into the Air 
Force in 1977. These were fitted with an 
equipment 'X'. Th..: manufacture and supply of 'Q' 
number o( the aircraft 'A' by a Public Sector Under
taking (U ndertaking) was sanctioned by the Ministry 
of Deknce (M inistry) between December 1976 and 
April 1981. The delivery was lo be made during 
1978-79 to 1986-87. 

Earlier in Octobi::r 1976/February 1977 the Air 
Headquarters ( HQ) had informed the Undertaking 
that 23 per cent o( aircraft were to be fitted wi th 
equipment 'X' and remaining with an alternate 
equipment ' Y' to be manufactur.!d by the Undertaking 
on licence wi th a fore ign firm. Final decision on 
fitment of equipment 'Y ' was, hcwever, to be b ased 

~ on the flight trials to be conducted on aircraft 'A ' 
for which the Undertaking was to undertake trial 
installation of equipment ' Y' on one aircraft 'A'. l n 
December 1979 the U ndertak ing asked the A ir H Q 
to indicate firm commitment regarding fitment of 
equipment 'Y' as standard fitment since the Under
taking was unable to place firm order for ma·nufacture 
and supply for line compliance. T he Air HQ con
veyed in D ecember 1979 the decision to the 
Undertaking for fitment of equipment 'X' on 32 per 
cent of aircraft 'A' and equipment 'Y' on 45.5 per 
cent of aircraft 'A ', which was increased to 68 per 

cent in August 1981. The go-ahead was, however, 
given by the Air HQ without flight trials on aircraft 
'A' fi tted with equipment 'Y' being conducted 
and . techn ical clearance being given for change as 
required under t he prescribed procedure. It was 
only in July 1980 that sanction was obtained from 
the Ministry for the develop1~1cnt of the modification 
on aircraft 'A ' for fitment of equipment 'Y' on it at 
an estimated cost of R s. 12.85 lakhs. An order for 
this job ~as placed by the Air HQ on the Undertak ing 
in October 1980 a nd task directive for user· evaluation 
t rials of equipment 'Y ' on aircraft ·A' was also issued 
by the Air H Q in August 19 81. Evaluation t rials 
conducted during March-J uly 1982 revealed that 
the equipment 'Y' was not fully compatible with the 
role of aircraft 'A ', was in[erior to equipment 'X ' in 
certain critica l areas and the installatiou thereat on 
aircraft 'A ' would have serious limi tat ions on the 
per[ormance of the aircraft rest ricting the exploita tion 
of the air operational capability for its assigned role. 
As such , the fitment of eq uipment 'Y' on aircraft 'A' 
was considered a re trograde step and was not 
acceptable to the Air HQ. Consequently, the Air 
HQ informed the U ndertaking in July 1982 of their 
decision as follows : 

All. aircraft 'A' on order with the Under
taking be fitted with cquipm~nt ' X' only. 

Order for installation of equipment 'Y' on 
aircraft 'A' be cancelled . 

The Undertaking may initiate action on 
priority basis for procurement of equipment 
'X' from the foreign country. 

The equipment 'Y' procured earlier may 
not become surplus to requirement and be 
used for other projects. 

In October 1982, the Undertaking informed the 
Air HQ th at on the basis of clearance given by them 
in December 1979 and A ugu<;t 1981, commitment 
had already been made for the procurement of 
mate.rial for equipment 'Y' and in case installa'tion of 
equipment 'Y' was shelved there would be redundancy 
of material of the order of R s. ~ 75 lakhs. Ilesidcs, 
the Undertaking had almost com pleted installation 
of equipment ' Y' on 7 per cent of the aircraft 'A' 
(the estimated cost of these aircraft : Rs. 22.5 0 
crorcs). ln December 1982 the U ndertaking further 
intimated that after taking into account the anticipated 
orders of aircraft 'B' and aircraft 'C' in which 
equipment 'Y' could be utilised, the cost of redundancy 
worked out to R s. 87.68 lakhs. Thereupon the Air 



HQ sought in January 1983 the approval of the 
Ministry to the following : 

Fitment of equipment 'X' on aircraft 'A ' 
instead of equipmcut 'Y ' as propos~ earlier. 

Placement of order on the Undertaking for 
retrofitment of 7 per cent of aircraft 'A ' 
with equipment 'X' which had been fitted 
with equipment 'Y '. 
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The net redundancy of Rs. 87.68 lakhs be 
accepted and written off as charge against 
the State. 

After discussion among offici~ls of the Ministry, 
the Air HQ and the Undertaking in June 1983 and 
November 1983, it was decided to instal equipment 
'X' on aircraft 'A' already fitted with equipment 'Y' 
and to undertake a joint study to avoid redundancy 
to the maximum. A s a sequel, a formal order was 
placed in April 1985 by the Air HQ on the Under
taking for retrofitmcnt with equipment 'X ' of the 
aircraft 'A ' fitted with equipment ·y• at a total cost 
of R s. 16.45 Jakhs. Modification work on 73.33 per 
cent of aircraft had been completed and rcmainin~ 

26.67 per cent of aircraft were still (December 1985) 
to be modific."CI. Equipment 'Y' retrieved ~rom these 
aircraft 'A ' was issued to the Undertaking for use 
on aircraft 'D ' after necessary conver:;ion. The co~t 

of conversion ·would be about Rs. 4.90 lakhs. 

Besides, the .Undertaking had no t procured 
equipment 'X' for 68 per cent of aircraft 'A ' in view 
of the decision of December 1979 / August l 98 1 to 
fit equipment ' Y' on these aircraft. H owever, after 
it was decided to fit equipment 'X ' on these a ircraft 
order was placed on the foreign supplier for the 
supply of 'R' number of equipment 'X'. In the 
absence of individual prices in the contracts wi th 
foreign supplier extra expenditure, if any, on procure
ment of addit ional equipment 'X' (being the 
difference in cost of equipment 'X' paid in 1977, 
197-8 and 1979 to the supplier and now payable by 
the Undertaking) could not be computed. 

When the mat ter was taken up by Audit. the Air 
HQ stated (May l 985) that the go ahead for the 
fitment of equipment 'Y ' on a ircraft 'A' was g iven 
to the Undertaking explicit ly with the aim of helping 
it to plan the production. They also stated that the 
final figures for net redundancy could not be workec'I 
out till the production progra mmes of aircraft 'B' & 
'C' were finalised. 
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On the basis of the firm orders for aircraft 'B ' on 
which equipment 'Y ' would be used, the redundancy 
worked out to Rs. 110.70 Jakhs. Further 7 per cent 
of aircraft 'A' fitted with equipment ·y• were in 
storage since February 1983 ac.d had not been put 
into squadron service (April 1985) as they had to 
be _refitted with equipment 'X'. 

T he case revealed the following : 

Before giving the go-ahead for fitment of 
equipment 'Y ' on aircraft 'A ' no flight trials 
of aircraft 'A ' fitted with equipment 'Y' 
were conducted as required under the pres
cribed procedure and no fl ight evaluation 
was available before the change was made. 

Flight tri.als of aircra ft 'A· fitted with 
equipment 'Y ' showed tha t equipment 'Y' 
was not compatible with the role of aircraft 
'A' and inferior to eq uipment 'X ' in critical 
areas. 

Procuremenc of materials relat ing to equip
ment 'Y' by the Undertaking before the 
sui tability of equipment 'Y ' for aircraft 'A ' 
was established resulted in redundancy to 
the tune of R s. 110.70 Jakhs which could 
have been avoided. There was further 
avoidable extra expenditure of R s. 16.45 
Jakhs on the modification of aircraft 'A ' for 
fitmen t of equipment 'X' in place of 
equipment 'Y ' and Rs. 4 .90 lakhs for the 
conversion of equipment 'Y ' for use on 
a ircraft 'D'. 

7 per cent of aircraft 'A' manufactured by 
the Undertaking at a cost of more than 
R s. 22.50 crores were lying in storage since 
February 1983 and were not put to 
squadron service ( April 1985) as they had 
to be refi tted with equipment 'X'. ~ 

In the absence of individual prices in the 
contracts extra expenditure due to delaye-d 
procurement o~ equipment 'X' from the 
foreign country could no t be computed . 

T he draft paragraph was issued to the Ministry in 
August 1985 and their comment<; were awaited 
(January l 986). 
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CH APTER 10 

OT HER TOPICS 

49. N ugato ry expenditure on ill-{Jlannecl acquisition 

of land 

] n August 1969 the Government accorded sanction 
for the provision of certain firing ranges in a Centre 
at an estimated cost o·f R s. 2 .76 lakhs, which inter 
alia included requisitioning of 115 acres of land on 
payment of annual ..-:ompensation of R s. 1.1 1 lakhs . 
105.4 acres of requisitioned land and 9 .6 acres of 
State Government land were taken over between 
September 1971 and Ma rch 1972. The M ilitary 
E states Officer ( M EO) reported to the Command 
Military Lands and Can tonments Directorate in 
March 1.973 that some huts occupied by private 
individuals ex isted on this land and the occupants 
had represented for alternative si te to enable them 
Lo vacate the huts. The need for eviction of t hese 
hutmcnt dwellers was emphasised by the MEO to the 
civil authorities as early as in November 1971. 

In J une 1973, the Military La nds and Cantonm ents 
Directorate indicated that the acquisit ion of the 
requisitioned lands was under consideration and 
pending a final decision act ion for derequisi tion be 
held in abeyance. ln September 1974 the users 
st ressed the need for early acquisit ion of these la nds 
due to their proximity to the Centre. Government 
acco rded sanction in J uly I 979 ior tb.e acquisit ion of 
the requisitioned lands at a cost of R s. 38.17 lakhs 
which was earlier est imated a t R s. 22.8 1 lakhs in 
M arch 1972 and R s. 39.36 lakhs in March 1973 . 
However, actual notification for acquisit ion of land 
was published in State Government Gazette only in 
September 1980-August J 9 81. 

Based on the valuat ion made by the civil authorities 
f in March 1982, Government accorded revised sanc

tion in June 1982 for acq uis ition of the same land 
at a cost of R s. 127 .55 lakbs. 

W hile an amount of R s. 124.27 lakhs wcrs paid 
during 198 2-83 fo r the acquisition of 105.4 acres 
of private land, balance payment of R s. 3.28 lakhs 
for acquiring 9 .6 acres of Sta te Government land was 
not m ade ti ll Jµ ne 1983 as a fo rmal transfer order 
had not been issued by then . Jn July/ Augu st 1983 
the users decl ined to t a k:~ over the formal possession 
of 105.4 acres of acquired land on t~e plea that about 
half an acre of the said land was under encroachment 
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by certai n private persons a nd em phasised that they 
should be evicted fi rst and then the entire land be 
handed over. 

The Min istry of Defence stated (November 1985) 
that : 

T he cost o f 105.4 acres of land in May 
1974 was about R s. 37. 11 lakhs and that 
iDirector General, Defence Lands and 
Canton ments appears to have mis-judged 
the cost of lm1d (viz. R s. 34.90 Jakhs) in 
1979. 

Area under unauthorised occupation of 
hutment dwellers was not taken uver. 
R ecurring compensathJn at R s. 0.444 lakh 
per annum for a period of 11 years 
amounting to R s. 4.88 lakhs was paid to 
the land owners . 

In the absence of the ranges, firing pract ice 
wa's being carried out at a nother range 
located on the CC'ntre's land measuring 
7.1 3 acres. The requisi tioned land had 
been under active u se by local M ililary 
authorities for conducting training (viz. 
Rifle Training, Picld C raft, Obstacle 
courses, Batt le Physical Efficiency T ests and 
and Night T ra ining). 

The delay in acquisition of lan d had been 
procedural but inevit::iblc. 

T he case reveals the following : 

115 acres of land was taken over in 1971 -72 
for provision of fir ing ra nges. 

I n spite of payment of compensat ion of 
R s. 4.88 lakhs for a period of about 11 years 
the lands could not be put to intended use. 

T he est imated cost of the land in March 
1972 was R s. 22.81 lakhs. H owever, by 
the time ( June 1982) acq uisit ion proceed
ings were completed , tbe cost bad gone upto 
R s. 127.55 lakh<>. 



50. Procurement of a n cc1ujpmcnt for a quaHt) con
trol laboratory 

Jn August 1978 a Research and Development 
1:stablishment (Establishment) placed an indent on 
the Director General Supplies and Disposals (DGSD) 
for the procurement ot a measuring machine and 
its acces9ories, estimated to c;ost Rs. 14.30 lakb'> 
from a proprietary firm ·A' in a foreign country, for 
build-up of a quality cqntrol laboratory. The indentor 
wanted the stores tu be despatched under insurance 
~over of an Indian Jnsurance Compm1y from thc
supplicr 's warehouse to the ultimate consignee in 
India. The DGSD concluded (J anuary 1979) a con
trac_t with firm "B', the Indian Agents of firm 'A' fo:. 
the supply of the equipment at a cost of DM 
3,80,541.60 (Rs. 15.45 lakhs). T he delivery, FOB 
port of shipment was to be made by April 1980 which 
\Vas later extended to October 1980. The shipping 
ar rangements were ·to be made by the Ministry or 
Sldpping and Transport through thei1· forwarding 
agents 'C'. The equipment was lo be inspected by 
the Supply Wing of an Indian Mission abroad (Supply 
Wing ) prior to despatch. The contract did not 
provide for insurance of the stores but the indentor 
was asked to arrange for own insurance on receipt 
of the shipping documents. The war ranlj' of equip
men t was to expire in 15 months from the date of 
despatch or 12 months from the 'date of commission
ing, whicpever was sooner, except in respect of com
plaint, differences and or cl.aim notifte.tl to the sellers/ 
contract-or within 2/ 3 months of such da te. 

After issue of certificate of inspection by the Supply 
Wing in November 1980, firm 'A' handed over 
(December 1980) the consignment in 8 cases to the 
for_warding agents 'C'. All the 8 cases were mani
fested for shipment under a bill o f. Jading of D :!'cem
bcr 1980. H owever, no insurance of !he stores was 
done by the consignee. On arrival of the consign
ment in April I 981 at the port of entry !t was noticed 
that one case containing a part of the equipment 
valuing DM 1,00.000 was missing. After a conside r
able period ()f t ime, in May 1982 the 11issin~ case 
was traced at the port in the country of origin. The 
contents of this case were re-inspected jointly by the 
Supply Wing and fi rm 'A' in December 1982 when it 
was found that thi~ part of the equipment had been 
corrodC<l a nd rusted and was unsuitable for use on 
the equipment. 

Even-though the supplier est imatcd the cost of re
pair of the · part at DM 54,000 as against its then 
( February 1983) prevailing price of DM 1,01.000 
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they advi~ed its replacement by a new r>iece as per
rormance of complete system couh.J not be guaranteed 
by using the repair~9 part. The DGSD asked the 
Minist ry of Shipping & Tran?port in February 1983 
and again in November 1983 to take necessary action 
for realisation ·of DM l,01 ;000 either from the snip
p ing company or shipping agents. Progress made in 
.cltccti ng recovery is not known. 

Meanwhile, the remaining parts of the equipment 
v;:iluing Rs. 11.39 lakhs received in April i 931 were 
kept uuly packed . On t)Je advice of the DGSD Lhe 
Establishment raised a fresh indent in February 1984 
for the supply of the uushipped part. AHer release 
of necessary foreign exchange a contr;:ict was con
cluded in June 1985 by the DGSD with .he firm 'B' 
for procurement of the part from their principals 
(firm 'A' ) at a cost of DM 1,58,000 equivalent tc 
Rs. G.41 lakJ1s with due date of delivery by December 
1985. 

The dam;:iged part o( the equipment is still (June 
1985 ) lying wi th firm 'A' in the foreign country ana 
the DGSD has been requested (June 1985) to dis
pose of the same in 1·i1u. 

A claim for Rs. 4,12,778 representino the cost o[ 
lhc deficient equipment including frcigh~., and depart
mental charges was p referred against the steamer 
Agents in October-November 198 1, which .vas settled 
by the latter to the extent of their maximum liabili ty 
viz. £ 400 (Rs. 7 ,334) resulting m loss of 
Rs. 4,05,344. 

Minist ry of Defence sta ted (November 1985) that : 

Ordin~rily Government property, movable 
or immovable, except delicate/fragile nature 
has not to be insured under the exist ing 
orders; as the items in question were not 
of delicate/ fragile nature the transit in
surance of the consignment was not con-t 
sidered necessary. 

The delay ln the ava ilability of the equip
ment did not materially afl'ect or cause any 
inconvenience. 

The case thus reveals : 

That machinery imported at a cost of 
R s. 15.45 lakhs and received . in T nJia in 
April 1981 is lying unutilised for want of 
a part of the equipment left behin<l in the 
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country of origin by the forwarding agents/ 
shipping company ; the warranty of the 
equipment expired in 1982. 

Responsibi lity for leaving behind a part o [ 
the equipment valued at DM 1,00,000 
( Rs. 4.06 l~ikhs ) in th~ count ry of o rigin 
which resulted in its virtual loss due to de
terio rat ion is still to be fixed. 

There was extra expenditure lo the ex
chequer to the tune of OM J ,58,000 
(Rs. 6.4 1 lakhs) by way of fresh purchase 
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of the misplaced part of the equipment. A 
considerable part of th is extra expenditure 
could have been avoided had the stores 
been insured as originally req uired by th -:: 
indentor. 

There was unusual delay in locating the 
whereabouts of the missing part .>.nd in 
ordering a replacement for the same. 

Consequently, the quality control laboralnry is 
without the measuring machine even a[ter more than 
4 years of the receipt of the remai ning parts. 

(M. PARTHASARATH)') 
D irector of Aud it, Defence 3ervices. 

Countersigned 
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