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This Report for the year ended March 2009 has been prepared for submission to the President 1 

under Article 151 of the Constitutioh. The Report relates mainly to matters arising from test 
audit of the. financial transactions 6f Ministry of Defence, Ai.r Force, Navy, Coast Guard, 
associated Research and Developmdnt Units and Military Engineer .Services. Results of audit 
qf Ministry of Defence, in so far as[ they relate to Army and Ordnance Factories, Army HQ,: 
Ordnance Factory Board, field units of Army, Ordnance Factories, associated Research and 
Development units and MHitary En~ineer Services have been included in Report No. 12 o~i 
2010-lL 

The Report includes 25 paragraphs. 

. . 

The cases mentioned in the Reportlare among those which came to notice in the course ofl, 
audit during 2008-09 and early part of 2009-10 as wen as those which came to notice during' 
earlier years, but could not be included in the previous Reports. · 
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Report No. 16of2010 -11 (Air Force and Navy) 

[OVERVIEW] 

The total expenditure of the Defence Services during 2008 - 09 was Rs 1,18,006 crore. Of this, 
the Air Force and Navy spent Rs 29,842 crore and Rs 17,406 crore respectively. The combined 
expenditure of the two services accounts for 40 per cent of the total expenditure on the Defence 
Services. The major portion of the expenditure of the Air Force and Navy is capital in nature, 
constituting almost 55 per cent of their expenditure. 

Some of the major findings arising from test audit of transactions of the Air Force, the Navy, and 
associated units of the Defence Research and Development Organisation and Military Engineer 
Services included in the Report, are discussed below: 

I I Inordinate delay in fruition of Kaveri engine 

Nearly two decades after the commencement of the programme and 13 years after the original 
probable date of completion, with an expenditure of Rs 1892 crore, Gas Turbine Research 
Establishment (GTRE) is yet to fully develop an aero-engine which meets the specific needs of 
the Light Combat Aircraft. The fate of the Kaveri project is highly uncertain as GTRE is now 
considering a proposal of co-development and co-production dependent upon a Joint Venture 
with a foreign vendor. 

(Paragraph 5.1) 

I II Undue favour to a foreign vendor in procurement of fleet tankers 

Indian Navy awarded a contract for acquisition of a fleet tanker to a foreign shipyard even 
though the steel to be used by the shipyard in construction did not meet Indian Navy technical 
specifications. Commercial negotiations with the foreign vendor for procurement of a fleet 
tanker, despite being protracted and delayed, did not address the issue of reasonability of pricing 
adequately. Excess provisioning of spares of Rs 30.44 crore and under-realisation of offset 
benefit to Indian industry were also noticed in the procurement of the tanker worth Rs 936 crore. 

(Paragraph 2.1) 

v 



Report No. 16 o/2010-11 (Air Force and Navy) 

I III Import of radars by a PSU against indigenous manufacture order 

Bharat Electronics Limited (BEL) was awarded a contract for supplying 22 Surveillance Radar 
Element radars at a cost of Rs 870 crore. The contract was signed by the Ministry under special 
dispensation of the Defence Procurement Procedure on the premise that BEL would be able to 
manufacture the radars indigenously as they had absorbed the technology transferred from the 
Original Equipment Manufacturer (OEM). BEL violated this intent by procuring 60 per cent 
radars in Completely Knocked Down form from the OEM at a lower cost. As a result, BEL 
earned unwarranted additional returns of Rs 10 crore. Supplying completely knocked down 
radars instead of indigenously manufactured ones also resulted in premature delivery before 
finalization of associated works services with no benefit to the Indian Air Force. 

(Paragraph 2.2) 

I IV Undue benefit to HAL on account of pricing policy 

Hindustan Aeronautics Limited fo llows a Fixed Price Quotation (FPQ) Policy for the pricing of 
the supplies and services made to Indian Air Force. Delay of four years in finalising the base 
year to be used for the FPQ Policy resulted in Indian Air Force incurring extra expenditure of 
Rs 400 crore. Further, notwithstanding Government instructions to the effect that no budgetary 
support for wages increase would be provided separately and that resources for funding the 
increased cost on account of wage revision have to be generated by the company internally, 
Indian Air Force reimbursed arrears on account of wages and gratuity to the extent of 
Rs 315 crore. 

(Paragraph 2.4) 

Iv Abnormal delay in integration of Reece Pods onboard an aircraft 

The Ministry of Defence procured an aerial reconnaissance system costing Rs 640.70 crore from 
Mis IAI Elta, Israel without fully evaluating the system as per Defence Procurement Procedure. 
Despite spending Rs 611 crore and delay of over one year, the system is yet to be proven. 

= -

= -

= 

(Paragraph 3.1) .. 
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VI Under utilisation of infrastructure created 

The sanction for a Blade manufacturing facil ity at a cost of Rs 72 crore was taken based upon the 
consumption levels of the required blades in 1999-2000 and not on actual force levels which 
would prevail at the time when the Blade Manufacturing Unit would be operational, between 
2007 and 2018. The actual requirement for these blades was only 50.62 per cent of the original 
proj ection in 2009. Since the faci lity is likely to be completed only by September 2010, its 
utility would be further limited in view of phasing out of the aircraft for which this facility has 
been created. 

(Paragraph 3.3) 

VII Injudicious expenditure on procurement and overhaul of helicopter 
engines 

Despite knowing the facts that two Kamov 25 helicopters with the Navy were old and in a poor 
material state with virtually no product support, Ministry of Defence concluded contracts with a 
foreign firm for their overhaul at a cost of Rs 10.38 crore. Not only was the quality of the 
overhaul poor but expenditure amounting to Rs 8.14 crore became unfruitful as flying operations 
on these two helicopters were discontinued due to severe defects in their engines. Related 
procurement of spare KA 25 engines also became wasteful as the engines ~ould not be utilised. 

(Paragraph 4.1) 

I VIII Mid Life Upgrade of Mine Sweeper ships 

The Midlife Update (MLU) of Indian Navy's four minesweepers envisaged upgradation of the 
Mine Counter Measure capability by providing them with a state-of-the-art Mine Counter 
Measure System Suite (MCMS). The MLU has been completed in the case of three ships after a 
delay of about two years without the fitment of vital MCM suite and weapon systems valuing 
Rs 170 crore. Advantages accruing from the subsequent installation of the equipment will be 

off-set by the limited residual life of the ships. 
(Paragraph 4.4) 

IX Procurement of shipborne Electronic Warfare System 

Despite an on-going indigenous programme for development of Electronic Warfare systems, 
Indian Navy spent Rs 472 crore on import of seven Electronic Warfare systems, on the grounds 
of operational emergency. The timeline of nine weeks given by the Raksha Mantri was over-

Vll 
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shot considerably and it took 176 weeks to finalise this contract. The expenditure, thus, could not 
meet the urgent operational requirement. 

(Paragraph 2. 6) 

Ix Inordinate delay in development of Air Bases 

The Ministry sanctioned the establishment of an airbase at Phalodi in 1985 and an Air Force 
station in South India in 1984. Even after two decades both are yet to be commissioned. As on 
date, the utility of the air base and station has not been determined, given the constantly 
vacillating position of the Indian Air Force on their future use. In the case of Phalodi, the Indian 
Air Force intends to use the base for helicopter operations though the base was envisaged as a 
strategic forward base airfield. In the second case, the intended air cover over sensitive 
installations remains elusive in the absence of an active and operational air base. 

(Paragraph 2. 7) 

I XI Injudicious procurement of pumps 

Naval authorities ordered 44 pumps worth Rs 4.56 crore without adequate user trials. 
Subsequent to delivery, the pumps could not be installed on-board the ships they were meant for 
due to fitment problems. Thus, these ships, even six years after many of the pumps being 
declared Anticipated Beyond Economical Repair (ABER), continue to operate with the old 
pumps rendering the entire expenditure infructuous. 

(Paragraph 4.3) 

XII Unfruitful expenditure on submarine rescue facility 

Owing to poor planning, lack of need assessment and absence of a conclusive time bound 
agreement with US Navy, there was an inordinate delay in commissioning the Indian Navy 
submarine rescue facility. The expenditure of Rs 3.35 crore incurred could not serve its 
objective as by now 75 per cent submarines oflndian Navy have already completed three fourths 
of their estimated operational life. 

(Paragraph 2.5) 

XIII Irregular commercial exploitation of Santushti Shopping Complex 

Ministry of Defence and Air Force authorities violated rules and regulations in managing the 
Santushti commercial shopping complex established on Government land. Irregular allotment of 
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shops has defeated essentially welfare role of providing assistance to ex-service personnel or 
family members of bereaved service personnel like war widows, disabled pensioners etc. 
Further, the Ministry's decision to suspend the eviction process without taking any action for 
more than two and a half years has allowed unauthorized occupants to retain possession of these 
shops for more than 13 years. Delay in revision of licence fee and irregular crediting of revenue 
to non-public fund by Indian Air Force authorities in violation of Ministry's directives and 
Government orders has deprived the Exchequer of revenue amounting to Rs 9.75 crore. 

(Paragraph 2.3) 

I XIV Excess procurement of Electronic Warfare Systems 

Indian Navy did not properly take into account the phase-out schedule of its Tu- l 42M aircraft 
while placing orders for the AES-210 and Homi Electronic Warfare (EW) systems leading to the 
excess procurement of one AES-210 system and one Homi system. This resulted in infructuous 
expenditure of Rs 19 .19 crore on EW systems for non-existent or already phased out aircraft. 
Besides, given the phase out schedule of the aircraft fleet, two AES-210 systems and three 
HOMI systems procured for Tu-142 M aircraft would be exploited for less than 50 per cent of 
their useful life. 

(Paragraph 4.2) 

I XV Financial irregularities in organising Military World Games 2007 

Approval for funding for the Military World Games (MWG) 2007, organized by the Services 
Sports Control Board, was taken from a lower competent financial authority for Rs 50 crore even 
though expenditure was estimated to be Rs 138 crore by omitting certain works from the 
proposal. The financial arrangements have resulted in unspent balances lying outside of 
Government account, foregoing of-revenue and diversion to non-public funds. Ministry failed to 
monitor the expenses incurred on MWG and the unspent amount has not yet been credited to 
Government Account. 

(Paragraph 2.8) 

I XVI Irregularities in the procurement of Microlight Aircraft 

Indian Air Force did not adhere to the procedures prescribed for tendering, price negotiation and 
release of funds while procuring the Composite Technology Short Wing Microlight Aircraft. 
Instead, actions and decisions were regularised subsequent to placement of the order. 

(Paragraph3.2) 

IX 
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I XVII A voidable expenditure on repair of an aero-engine under warranty 

An Indian Air Force Equipment Depot failed to exercise the contractual terms and conditions and 
thus a repair task which was to be undertaken under warranty free-of-cost was taken up as a 
regular task on payment basis. This resulted in an avoidable expenditure of Rs 1.09 crore. 

(Paragraph 3.4) 

XVIII Foregoing of revenue due to non-revision of licence fee rates for 
residential accommodation 

Non-adherence of the procedure by Ministry for revising licence fee rates for accommodation 
occupied by service personnel, every three years, resulted in foregoing of revenue worth 
Rs 13 crore. 

(Paragraph 3. 5) 

I XIX Injudicious transportation of containers for UN Mission 

Ministry of Defence authorised overseas transportation of containers in excess of that prescribed 
by the United Nations Peacekeeping Force for the purpose of claiming reimbursement. As a 
result, the Indian Government incurred avoidable extra expenditure to the extent of 
Rs 38.96 lakh. 

(Paragraph 3. 6) 

I XX Loss in procurement of petroleum products 

Indian Navy did not take advantage of 'prompt-payment' discounts and also could not negotiate 
discounts on account of high volumes leadmg to a loss of Rs 136.39 crore. 

(Paragraph 4.5) 

I XXI Lack of due care in passing claims of vendors 

Naval officials did not exercise required care in passing claims of vendors or in availing the 
benefit of exemption from excise duty. As a result, Indian Navy incurred an expenditure of 
Rs 1.6 l crore, out of which Rs l .40 crore could be recovered at the instance of Audit. 

(Paragraph 4. 7) 

x 
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I XXII Delay in fruition of Online Examination System of Navy 

Although Indian Navy decided to migrate to an online computer-based examination system in 
2004, flaws in the tendering process led to delay in awarding a contract and commencing the 
Indian Navy Online Examination System. As of June 2010, despite an expenditure of Rs 97.92 
lakh, the Indian Navy wi ll not be able to conduct all planned examinations online even by 2013. 

(Paragraph 4. 6) 

l XXIII Recoveries/savings at the instance of Audit 

An amount of Rs 3.40 crore was recovered I saved in two cases in respect of Air Force and 
Rs 2.30 crore in three cases in respect of Navy after having been pointed out by Audit. 

(Paragraph 3. 7, 4. 7 and 4.8) 

XI 
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Report No.16 of 2010-11 (Air Force aml Navy)' 

The office of the Pjcipal Director of Audit, Air Force and Navy (PDA/AFN) 

is responsible for au4iting the accom1ts and the financfal transactions related tcl 

Indian Air Force, Intlian Navy, Indian Coast Guard and associated Researc~ · 

and Development l~~D} undertake~. by the Defence _Research_ . and 
Development Orgamsat10n of the M1mstry of Defence, lmk:ed Md1ta1 

·Engineer Services I (MES) · offices and integrated Defence Accounts 

Departmei;i.t units dealing with these services. The audit·exercise is carried out 

on behalf of the Cmbptroller and Auditor General of India in accordance wittl 

Article 151 of the Cdnstitution of India. . : 

. . . I - . 
The audit effort can be classified under three distinct types of audits: Financial 

Audit, Compliance Audit and Performance Audit. : 
. I . . . . 

Fli.11112:ncia! Audit is the review of financial statements of an entity that seeks tq 
I '. . - . I· 

obtain an assurance that the financial statements are free from material 

· misstatements and ptesent a true and fair.picture. 
. - I -. / 

. I . . - i 

C . '° A ..ll. • • • l . . d" . . _ omp&1anc~ . ~~ll.ts scrutm1se_ transa~t~ons re atmg. to expen 1ture, re~e~ptst 
assets and ha_b1li.ties jof the _audited. entitles to ascertam whet~er the prov1s~onf 
of the Constltut10n of India, applicable laws, rules, regulations and vanouf 

orders and instructiohs issued by the competent authorities are being complied 

with. 

Perfo:rmalIJlce Amlftts are in-depth examinations of a program, function, 

operation br the- ~abagemerit system of entity to assess whether the entity if 

achieving . economyl efficiency. and effectiveness in the employment of 

available resources. 

1 
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Report No. 16 of WHJ-11 (Air Force and Navy) 

This report' is on matters· arising from the Compliance Audit of Indian Air 

Force; Indian Navy, Research_ a11dDevel6pment Organisation and associated 
activities and entities. The report contains findings pertaining to capital and 
revenue acquisition~, installatiolllupgradation of systems, blockage of funds 
and work services. Total financial value of cases commented upon in this 
report is Rs 5,698.40 crote. A brief financial analysis of the expenditure 

incurred on the Air Force, Navy, R&D (related to Air Force and Navy) and 
Coast Guard as a part of the over-all Defep.ce budget of the cou~try has also 
been included. 

. . 
Article 151 of the Constitution of India and Section B of the Comptroller and 

Auditor General's (Duties, Powers and Conditions of Service) Act, 1971 
govern the scope and extent of audit. Detailed methodology of audit and 

reporting formats are prescribed in the 'Regulations. of Audit and Accounts, 

2007'. 

Audit areas are prioritised through an analysis of ris~s so as to assess their . . . 

criticality in key operating units. Expenditure incurred, operational 

significance, past audit results and internal control issues are amongst the 
prime factors which determine the severity of the risks. This exercise in turn 

guides the formulat~ol1 of the annual-audit programme. The number of units 

selected for audit is determined by matching th.e high-risk areas with available 
resources. Besides, high-value capital acquisitions . and procurements are 
audited by specially constituted d~dicated teams under the personal 
supervision of senior officers. 

In general, inter~ction with the auditee is encouraged _[rom the initial stage in 
the auditing process. Audit findings are corinmmicated during discussions at 
the end of an audit ~xercise and followed up ·in. writing through Local Test 

Audit Reports I Statement of Cases. The ·· response from the auditee is 
c;onsidered and results in either settlement' of the audit observation or referral 
to the next audit cycle for compliance. Some of the more serious irregularities 
are processed for inclusion in the audit. reports which are submitted to the 
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Report No.16 · o/2010 '.:.1J (Air Force and Navy): 

' i 
President of India: under Article 151 of the Constitution of India, for laying 

I . . .- . : 
them before each House of Parhament. · · 1 

I I 

At present, the audit. universe· of the office. comprises 857 units. During 

2008-09, audit of 29

1

1

0 units/formatioµs was carried out by using 10,069 mad.: 

days. I: 

The Finance Divisidn of the Ministry of De~ence. is headed by the SecretaJ 
. (Defence/Finance)/ Pinancial Advisor (Defence ,Services). The SDF IF. ADS i~ 

· .. responsible for finJ.n.cial scrutiny, vetting, advice and concurrence of all 
. proposals of the. Mibistry of Defence. FADS is also responsible for internal~ 

audit and for accouJting of the Defence Expenditure. Internal financial advic~ 
· is provided both a{ the Headquarters level .. as·· also at levels of Cornman~ 
Headquarters and. other units.· Internal financial control is further aided bi 

periodic internal · af dit. by the Controller . General of Defence . Accoun1 
(CGDA), the Head ~f~he Defence :Accounts Department, who ~ct10ns unde[ 
the FADS. The Pnnc1pal Controllers of Defence Accounts, Air Force ani:l 
Navy functioning ·bider CGDA are located· at Dehradun and. Mumb~i 

. respectively. They 1re responsible for internal audit, financial advice at unlt 
.level and for scni:tJ.y, payments and accountillg of an personnel claims ~nh 
bi~ls for supplies 1 .. and serv:ices rende~ed, constnlction, ~epair work~, . 
miscellaneous charges etc. rece1v~d from Au Force and Navy umts. 

. .. . 1 · . . . I 

The intern~! audit niechani~m is expected to be ~ffec~ive in implementing t+ 
rules, procedures 1and regulations enunciated in the form of Defence 
Procurement Procedure, Manual, Codes, etc. The office of PDA/AFN active1~ 

. . I . . . . . I 

seek~ assistance an1 co.-operation from internal audit iI;l audit examination add 
scrutiny.· Internal auditors have to carry out 100 per c.ent checks. T~e 
external/statutory aydit bases its ~udit ~n sample I .test check. Th~ Insp~cti+ 
Reports (IR) generated by external audit on the basis of Local Audit are issued 

to · auditee units a~ well as their internal . aud~tors: i:e. Defence ~ccounf s 
Department. These !Rs - are pursued to their logical conclus10n after 

. as~~rtaining .the viers. of the internal auditors. ;Draft paragrap~s proposed ~o 
·be mcluded m the audit report are sent to• Defence. Secretary. Srmultaneously, 

, . ~ . . . . -I .. . .. / . - ~ 
3 
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a copy is also forwarded to CGDA. The Ministry furnishes its response only 
after vetting by the FADS. 

1.5.:n. Oirgairnftsatiion - Key :responsibliHii.tD.es 

Tlhte MliHRftstiry of Def eimce at the apex level ·frames policies on all defence 

related matters. The Ministry is divided into four departments, namely 

Department of Defence, Department of Defence Production, Department of 

Research.and Development and Department of Ex-Servicemen Welfare. Each 

department is headed by a Secretary. The Defence Secretary functions as the 

Head of the Department of Defence and is also responsible for coordinating 

the activities of other departments 

THne Jrnulliann Anr Fo:rce is headed by the Chief of Air. Staff. Air Headquarters 

(Air HQ) is the apex body and chief management organisation of the Indian 

Air Force. The ultimate and overall administrative, operational, financial, 

technical and maintenance control of IAF rests with Air HQ. Operational and 
maintenance units of IAF normaHy consist of Wings and Squadrons; Signal 

Units, Base Repair Depots and Equipment Depot. 

Tlbie i1I11.dftallll. Navy is headed by Chief of Naval Staff. Naval 

Headquarters.(NHQ) is the apex body and chief management organisation and 

is responsible for command, control and administration of the Indian-Navy. 

Operational and maintenance units of Indian Navy ~onsist of Warships and 

Submarines, Dockyard, Naval Ship Repair Yards, Equipment Depots and 

Material· Organisation. 

The Coast Gua:rd is the youngest service· of the armed forces of India and 
was created to protect the country's vast coastline and offshore wealth. The 

Director General, Coast Guard exercises general superintendence, direction 

and control of the Coast Guard. 

Mirnitary E1mginee:r Services (MES) 1s one of the largest Government 
construction agencies. Engineer-in-Chief is the head of the MES. The MES is 

responsible . for conclusion of contracts, execution of work services and 

· maintenance of existing b~ildings of the Armed Forces~- It works tinder the 
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ReportNo~16 of 2010 ·ll (Air Force and Navy) 
I -

·Engineer,.. in-Chief Branch of Army Headquarters. 

·. '·; '.· ' ' 1- ' ' .' '· ' ' ' -, ; 

--_ The Defence ;Reseairch amlDevelopment Oirganisation undertakes 1~esign . 
. and developm~nt of weapon systems and equipment in accordance with the 

expressed needs and the qualitative requirements laid down by the se'tvices. 

Certain laboratories ate dedicated ¢xclusi\rely to Air Force and Navy Ike the 
· . - . I -.- . . . . - · - I' 

Gas Turbine and Research Establishment (GTRE), Aeronautical Develqpment 

-J\gency (ADA), . Electronics_ ~nd Rad~r :Development Establishment (lRDE) 

an.d C~ntre fo~. Airborne Syste~ _(CABS) etc. These organisations- also lrender 

scientific· ad~ice __ to the Serv1c~ Headquarters. Th~y .. work undfr the 
Department ofiDefence Research and Development ofMimstry of Defence. 

·. The Def emce Lcoim~. Department is headed by the Controller Gen Lal of 

Defence Acc;oFnts, New Delhi who functions under the Financial A~visor, 
~inistry of Dyfen~e._Th~ Departmentpr~vides services to t~e Arme~ rorces .­
m terms of financial advice and. accountmg of Defence Services receipts and 

,- i i ,. . - ,· < •• •• - • • • 

expenditure asj well as Defence Pensions. 
'' • -1- -

~1-i6;ir-:,lt~Jgijf ait' 
- ---I - -

Audit has, o~er tP,e years, cotru:nented on many critical areas of ~efence 
Sector pertaintng. to Indian Air Force, Indfan Navy, Jndian Coast Guard.and 

· dedfoated -R&D projects. -The Ministry of D~fence, on its part, haJ! taken 

- sev~ral _ mea~ufes -i~ response, to the_se observations. _An ·impo.rtant steB taken 

to improve plocuren;ien~ procedures has_ been the mtroductlon of. ~1efence 
Procurement ~rocedure and Defence Procurement Manual and their regular 

updation. I .. . . . . · .. · .· . . .. I . 
The presentApdit Report points outsignificant deficiencies/ short cofilfngs in­

the procurement processes followed - both under Capital and RevenJ~ - by 
. Ministry of 'nbrence as well as -by th~ Services Organisation. fa twJ high­

value -capital ekpenditure · c~s,es the acquisition process was vitiated as Ministry 

I Se~ice Headquarters . violated . evaluation I. selection criteria. Fleet iankers 
·. - . I - - - · . · f 

contracted for the Indian Navy, are being constructed from a, steel 

-(Paragraph 2. ~) which does not meet the· spec;ifications of the Na~. Af aerial 

reconnaissance system contracted by IAF (Paragraph 3 .1) was not evalu~ted as 

per the laid d1wn procedures. IAF is, resultantly, devoid of this state-:of-the-

s ! 

~ - ' . 



Report No. 16 of WHJ-11 (Air Force aml Navy) 

art system for the last· decade. On the revenue side; Navy's decision to 

purchase a particular make of pump (Paragraph 4.3) which did not conform to 

the requited specification led to non utilisation of pumps costing 

Rs 4.56 crore. 

The report highlights cases involving substantial expenditure in which either . 
' . 

the procurement has.been delayed or has failed to achieve its objective .. fu the 

case of the Kaveri Engine Development Project (KEDP) (Paragraph 5J) the 

delay is attributed to· lag in indigenous research and development. fuspite of 

an expenditure of Rs 1,892 crore and two decades of developmental .effort, 

GTRE is yet to fully develop the Kaveri aero-engine. to power the Light 

Combat Aircraft. In another indigenous effort, Indian Navy purchased seven 

imported systems at a cost 9f Rs 472 crore (Paragraph 2.6) on the ground of 

'operational emergency' despite an on-going indigenous programme By the 

tir'ne they. were available and could be fitted onto the ships, the indigenous 

systems were also developed and productionised. Similarly, the Midlife 

Update (MLU) oflndian Navy's four minesweepers, sanctioned at a cost of 

Rs 517 crore, has been completed in the case of three ships after a delay of 

about .two years (Paragraph 4.4) without the fitment of the envisaged state-of­

the-art .Mine Counter Measure System Suite (MCMS). 

•\ 

Instances of violation of contractual terms and disregard of instructions have 

also been reported. BEL violated the terms of the contract (Paragraph 2.2) and 

supplied 60 per cent of the ordered number of radars by manufacturing them 

from imported CKD kits rather than indigenously manufacturing them. As a 

result, BEL earned Rs 10.14 crore over .and above the profit already allowed to 

it by IAF. Air Force authorities .not only flouted rules and regulations in 

managing the Santushti Shopping Complex established on Government land 

(Paragraph 2.3) but also did not accomplish the welfare objectives for which 

the Complex was set up. Further, revenue to the extent of Rs 9.75 crore was 

credited outside Government account to non public fund. The Government 

has .suffered losses on account of the inability of Ministry and IAF to ensure 

that the Fixed Price Qu?tation used by HAL to price goods and supplies is 

formulated in line with Government instructions. IAF reimbursed arrears 

(Paragraph 2.4) on account of wages and gratuity amounting to Rs 315 crore 

to HAL despite Government instructions to_ the contrary. Further, due to delay 
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Repmrt No.16 o/21/JW-:U (Ailr !Force anJ:l Navy) 

in ilie revision of the base year for adoption in fixed Price Quotaticm, IAF 

incurred an exka expenditure of Rs 400 crore. · 

This report 4 impresses upoh the need to strengthen work serv.ices pianning 

and managemfnt. _ Blade m~~mfactunng mfras~~tme created at a f ost of 
Rs 72 crore "jJLU be under-utJLhsed due to unrealistic assessment of thT actuall 
requirement (paragraph 3.3). Frequent changes in .Plans have delayed the 

commissiom_· n~, activation -and operationalisation of two IAF ai11

-
1 

bases 

(paragraph 2.T. _ _ _ i 
Several cases jhave been highlighted where more vigHance on the parl of the 

department was· required foir instance, excess procurement of two dJcrronic 
warfare systerll costing Rs 19.19 crore (paragraph4.2), incorrect classihcation 

of repair tli.+ of an aero engine under warranty leading to_ aioidable 
-expenditure of Rs 1.09 crore (paragraph 3.4), non-avaHing adlvan~age of 

'prompt p~y~ent' diisco1umtiinpmcurement of petroleum products resJlting in 
a foss of Rs 1!36.39 crore (paragraph 4.5) and lack of due diliigence in bassing 
daiims of a vehdor resulting in avoidable payment (par~graph 4.7). ' 

I~ 
fa!m: ! 

India's Defele Budget is broadly categorised under Revenue and iCapital 

Expendiiture. j While -Revenue expenditure indudes Pay and Anorances, 

Stores, Transportation and Work Services etc., Capitall expenditure'. covers 
expenditure Ion _acquisition of new weapons and ammuniitiiJn and 

replenishment of obsolete stores wiiili modem variety. 

- Indian Def~nL expenditure increased by 24.09per cent from Rs 95,0~4 crore 

in 2007-08 ·t~ Rs 1,18,006 crore i.n 2008-09 primarily due to pay reJfsion of 
the defence forces. The share of the Air Force and the Navy iin tpe total 

expenditure bn Defence Services '.in 2008-09 was Rs 29,842 crbre and 
' : Rs 17 ,406 crdre which together constituted approximatdy 40.04 per cd'nt. 

1.7.1 DerenL Expen<litwre · . · ; . 

1.7.2 The ~dian defence expenditme, _as depicted above, does not: include 
the expenditJ;e ~n the pensionary benefits of retired defence personnel and 

· I - _ - t 
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expenditure incurred on Defence civilian staff like Defence Accounts 

Organisation, Defence Estates Organisation, Secretariat of the Ministry of 

Defence, Defence Canteens and Coast Guard Organisation. Indian defence 

spending increased from Rs 88,675 crore in 2006-07 to Rs 1,18,006 crore in 

2008-09 with an average annual growth of 16.54 per cent. As a percentage of 

GDP, the Defence expenditure has shown a upward turn during this period 

from 2.07 per cent to 2.15 per cent. 

India's Defence Expenditure 

130000 
120000 

~-110000 
100000 
90000 

! 80000 e 70000 u 
.!: 60000 
• 50000 a: 40000 24elll! 211&12 

30000 24050 --20000 • • 
· ~ .. 1!062 • 10000 17406 

0 
2006-07 2007-08 2008-09 

Historically, revenue expenditure 

accounts for the bulk of the 

Defence Budget. Out of the total 

Defence expenditure, the share of 

revenue defence expenditure has 

gone up from 61.85 per cent in 

2006-07 to 65.32 per cent in 2008-

09 while the share of capital 

expenditure has gone down from 

38.15 per cent to 34.67 per cent 

during the same period. --Toi.IOtlence~1n --Ai'Fo.,.~ -+-Ntvy~ln 

Defence Expenditure 

Year Annual Expenditure 

REVENUE CAPITAL TOTAL 

2006-07 54,847 33,828 88,675 

2007-08 57,632 37,462 95,094 

2008-09 77,088 40,918 118,006 

Q - Quick Estimates 
CGE - Central Government Expenditure 
• Projected by CSO 

8 

Percentage 
increase 

over 
previous 

year 

5.99 

7.24 

24.09 

(Rs in crore) 

Expenditure Expend-
as iture as 

percentage percentage 
ofCGE of GDP 

14.64 2.07 

12.86 1.94 (Q) 

12.72 2.15• 
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ReportNo.16 o/2010-11 (AirForceandNa.t) 

1.7.2.1 Air Force and Navy Expenditure 
. I . - -

The total expendifure incurred. by the Indian Air Force and Navy d~g 
2006-09 ranged ·b6tweeri 46.26 and- 40.04 per cent of the total Def~n~e 

I - · · . . r · 
Budget. In the year 2008-09, while Air Force expenditure rose by 24.08 

~er cent from Rs ~4,050 crore to Rs 29,842 crore, the Navy expendimye 
mcreased by 8.44 ~er cent from Rs 16052 crore to Rs 17,406 crore. Tq.e 
distribution ofDefehce expenditure is depicted in· the following table: -

- .. I - . . . · (Rs in crore) 

·, ··-1· 

1.7.:i.2 Ail/Force-Expenditure 

A broad suinmacy JAirForce expenditure is given below. 

Air' Force Expenditure 

9 



Report No. 16 o/2010-11 (A ir Force and Navy) 

1.7.2.3 Capital Expenditure 

The capital expenditure on Air Force rose by nearly 23.02 per cent during 

2006 - 07 to 2008-09. In absolute terms, capital expenditure increased from 

Rs 14,627 crore in 2006 - 07 to Rs 16,598 crore in 2008-09. 

The capital expenditure of IAF was mainly incurred on acquisition of new 

aircrafts and modernisation/ upgradation of the existing aircrafts. The average 

annual distribution of expenditure over different categories for the last three 

years is depicted below: 

Aver•ge Annu•I Distribution of C•plt•I Expenditure 

5% 
1% 

1.7.2.4 Revenue Expenditure 

During the three year period under consideration, revenue expenditure 

increased by 31 .58 per cent from Rs 10,065 crore in 2006-07 to 

Rs 13,243 crore in 2008-09. The sudden jump in the revenue expenditure 

during 2008-09 was primarily due to the pay revision of the Air Force 

personnel on account of Sixth Pay Commission. Repairs and maintenance of 

aircrafts including procurement of airframe and aero-engines, aviation stores 

of spares and POL1 etc account for nearly 64.65 per cent of the revenue 

expenditure of the IAF. Besides, the pay and allowances of the IAF personnel 

POL = Petroleum, oil and lubricants 
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Report No.16 of 2010-11 (Air Force and !favy) 

are nearly 31.29 per cent of the IAF revenue expenditure. The remaining 
expenditure is adcounted for by transportation, works and other expenditute. 

1.7.2.5 1nJ·Navy Expenditure ' 

. A broad sunnri~ of Navy expenditure is given-below. 

Navy Expenditure 

I . 

1~7.2.6 Capital Expenditure 

The capital exinditure of Navy increased by 5.84 per cent primari(y on 
account of acqu~sition/construction/upgradation. · 

·- . 

Capital Expenditure. 

. 11 
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1.7.2.7 Revenue Expenditure 

Revenue expenditure increased by 16.28 per cent during the period 

2006 - 07 to 2008 - 09 from Rs 6,836 crore to Rs 7 ,949 crore. Repairs 

........ &10--. -
• 2008· 07 • 2007-08 0 2008·09 

and refits of aircraft carriers/ frigates/ destroyers/ corvettes /other warships 

including procurement of stores of spares and POL etc account for almost 

62.20 per cent of the revenue expenditure of the Navy. Besides, the pay and 

allowances of the Navy personnel constituted nearly 27.91 per cent of the 

Navy revenue expenditure. 

Coast Guard Organisation 

The budgetary allotments and expenditure incurred during the last three years 

are tabulated below: 

(Rs in crore) 
Year Budget Final Grant/ Expenditure Percentage of BE 

Estimates Appropriation which 
could not be 

utilised 

2006-07 1.075.00 820.19 704.48 34 

2007-08 1,150.00 852.37 668.62 42 

2008-09 1,468. 14 1,090.1 8 1,027.05 30 

12 
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- ' . -

· , Although the Ministry obtained. substantial hikes in the Budgetary Estimates 

f~r the Co~st ]Guard· in 2007~08 and · 200~~~9 from . the . Ministrf .. of · 
Fmahce/Parhament, about one-thrrd of the prov1s\ons approved could not be. 
spent. _ 

Major items of lapital Expenditure are enumerated below:-

It would be app~ent that the Coast Guard has not been able to utilise the bnds 

appr?ved in ihJ Brtdget Estimates during the. last three years. The ~non­
utilisation of tp~ BE provisions of Capital Expenditure has been substan~al in 
2007-08 (65percent) and 2008-09 (47 per cent). 

13 
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The details of receipts and recoveries pertaining to Air Force and Navy and 

Coast Guard during the fast. three years for. the services . that they have 
provided to other organisations I departments are given in thetable below: 

(Rs in crore) 

The summarised position of appropriation.and.expenditure during 2006-07 to 
2008 - 09 in respect of the Air Force and the Navy is reflected in the table 
below:. · 
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An analysis of th~ tppropriation Accounts, Defence Services for each of tht 

three years ha~ beef included in t~e·Repo~ of.the ·Comptroller and Auditof . 
General of India (or the relevant years, Umon Government - Accounts of th~ 

· UnionGovemme~t. 

·~J."';f" 'tdi> . ,;' 
!DP~! .. 

I 
1.11.1 Response:ofthe Ministry to DraftAuditParagraphs . 

On the rec6mmenda~ons of the Public Accounts Committee (PAC), Mini'trii 
. of Fmance (Department of Expenditure) issued drrectlons to all Mimstnes m 

~wie .~96~ to send:' ~eir resp~nse to the Draft Aud.it Paragraphs pro~ose~ f~~ 
mchls10n. m the Report of the Comptroller and Auditor General of India withi~ 
six weeks, 

The Draft Paragra~hf proposed for inclusion in this ~port were forwarded tol: 
the Secretary, Ministry of Defence between 14 May 2009 and 17 N ovemberi 
2009 through demi-clfficial letters drawing attention to the audit findings an~, 
req~esting for a resJ

1

onse within six weeks. Th7 Dra~ Paragraph on _Ka~ed1 
engme was, howev~r, forwarded through derm-official . letter to Scientific' 

Advisor to Raksha Mantri on 10 November 2008. 1 

. I 
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Report No.160/2010-11 (Air Force and Navy) 

Despite the instructions of the Ministry of Finance issued at the instance of the 

PAC, the Ministry did not send replies to 4 Draft Paragraphs out of 

252 Paragraphs included in this Report. Thus, the response of the Ministry 

could not be included in respect of these paragraphs. 

1.11.2 Action Taken Notes on Audit Paragraphs of earlier Reports 

With a view to enforce accountability of the executive in respect of all issues 

dealt with in various Audit Reports, the Public Accounts Committee desired 

that Action Taken Notes (ATNs) on all paragraphs pertaining to the Audit 

Reports for the year ended 31 March 1996 onwards be submitted to them, duly 

vetted by audit, within four months from the laying of the Report in 

Parliament. 

Review of outstanding ATNs on Audit Paragraph relating to the Air Force, 

Navy and Coast Guard as on 30 June 2010 showed that the Ministry had not 

submitted the initial A TN s in respect of 7 out of 64 paragraphs included in the 

Audit Reports up to and for the year ended March 2008 as shown in 

Annexure-I. 

1.U.3 Outcomes 

Findings of earlier reports have resulted in various procedural changes in 

Defence_ Procurement Procedure as well as systemic changes in operations of 

the audit entity .. In addition, each year's audit also results in savings and 

recoveries. Duririg last three years, recoveries to the extent of Rs 7 .34 crore 

(Rs 2.13 crore in respect of current Audit Report) and savings to the extent of 

Rs 12.45 crore (Rs 3.57 crore for current Audit Report) were effected at the 
· · instance of Audit. 

2 The introductory remarks included in Chapter I of this report were not forwarded 
to Ministry for their comments 
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i • 

I 
. i 

FReet tankeirs lbeiiln.g . constiructed by a foreigim vendrnr ·did! l!mt meet 
the s~ec~ficatio~s [of the st.eelas·_ellll.visagedl iiilll. tlhe RFP. Commerd.a~ 
negotiations wdlbi a fo:rellgn ve1mdor fot proc1l!lremellll.t oJf a :!t1!eet 
tank~r, '.·despite ' ~e.iimg proltiraded airnd . · deR~yed!, · did not ttatlke int? 
account . the q1uulllnfy ({)Jf steel offered by the vendloir. ·Excess 
p:rovisi1nnming oJf ~ spaires of Rs 30.414 ciroire and 1!llnder ireallftsatfom of 
offset benefnt '11:4 Indian indh.ll.stcy weire aRso 1motllced illn tl!u~ 
procurement olf it1*e tanker w@:rth Rs 936 Ciroire. [! 

. In order to maintaiJ its approved force levels, India~ Navy's Ship-buildin! 
. ' I ' . . I 

Plan envisaged addition of two fleet tankers (tanker) by 2008 and 2011 

respectively. Acc+dingly, a Request for Proposal (RFP) was .issued tf 
12 firms in Novenr-ber 2005. In response to the RFP, ~nly three firmr 
responded, namely Mis Rosoboronexport, Russia (ROE), Mis Hyundai Heavy 

.. I . . ' 
Industries Limite~ (HHIL) and Mis Fincantieri, Italy. 

' . .. i 
The RFP included a mandatory condition in the technical specifications for thb 

tanlrnrth~t DMR 2f9A I or equivalent ~ade ~teel be ~sed inthe constructiof 
of the hull of the vessel. DMR 249A is a high quality steel used for naval 
applications with sp~cific Weight and resilience qualities. The steel is almoJt ' . . . . J ' . . 
double the cost of 011diriary steel. · · , 

. I ' . ' 
. . 

Out of the three firms, only ROE offered a technical prop~sal. for using DMR. 
249A/ or equivaieclt steel. The ~ffer o:f HHIL was rejected due to noJ­
complia~ce with RPP provisions which included non-usage· of DMR 249+ 
steel. Fincantieri's I proposal was stated to be C()mpliant with the RFf 
condition~. However, the finnproposed_to use DH 36 steel in place of DMR 
249A steel. 

17 
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The Technical Evaluation Coinmi.ttee (TEC) asked Fincanti.eri to provide 

justification for se.lection of DH 36. grade steel. In its justification, the firm 

stated that (i) sourcing DMR 249A steel was a.problem, (ii) ordinary steel is 

nohnally used for tankers and (iii) high resilience performance of DMR 249A 

is not necessary for this ship. According to the firm's own admission, DH 36 

grade steel has less weight and lesSTesilience when compared to DMR 249A. 

The chemical compositions of DH-36 grade steel and DMR 249A steel are 

different and they cannot be treated as equivalent to each other. The prices of 

these two grades of steel are also different in as much as DMR 249 A grade is 

more expensive thanDH-36 grade steel. Incidentally, allthree bidders had, in 

their offers, stated that usage of DMR 249A was affected by high costs and 

restricted. sourcing but the usage could be considered subject to price 

adjustment. 

Nonetheless, the TEC opined that the DH 36 steel was equivalent to DMR 

249A grade steel and accepted the technical bid of Fincantieri without taking 

cognizance of the offer made by the other two bidders. The Technical 

Oversight Committee also recommended the offer ofFincantieri. 

Later, when the commercial bids were opened, Fincantieri emerged as 

Ll (lowest bid) with a quote of Rs 723 crore, The offer of ROE was rejected 

as it was costlier, being based upon: the prices of DMR 249A I or equivalent 

steeL The Commercial Negotiation Committee (CNC) used two models of 

costing to establish reasonableness of prices. In the. first, the Ll cost was 

compared with· that of a fleet tanker built indigenously between 1987 and 

2000. The CNC after taking into account various factors worked out a figure 

of Rs 733.55 crore. This mQdel used the prices of DMR 249A steel for 

estimating the cost of the vessel. The CNC also carried out an analysis of the 

break-up of costs provided by Fincantieri even though the break-down of the 

main elements of the cost of a vessel, i.e. labour and material, could not be 

used to· c9mpare the cost of the foreign-made vessel with the cost of the 

indigenous tanker The foreign vendor had high labour rates but used lesser . . . 

number of manhours on account of automation in construction. Also, cost of 

yard ~aterial, in~ludi~g DH-36 could.not be esti1Ilated. 

18 
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Report No. 16 of WW-11 (Air force aind Navy) 

In the sepond model, the CNC used a quotation from Hindustan Shipyard 

Limited (HSL) of .Rs[ 350 crore in 2004. The CNC after adding the escalatioJ~ 
factors decided on the reasonable price of Rs 730 crore and used it as ~ 
justification in favotlr of the bid of Fincantieri of Rs 723 crore. This model 

' I • . " ' I' 

e·scalated the HSL estimate based on DMR 249A steel although Fincantieri 
'. I . . . • I 

had based their corrtmercial bid on the cheaper DH 36 steel. The entire 

exercise was, thus, titiated since it was based upon two different grades ot 
steel. 

Notwithstanding . these flaws in the tendering process, in April 2008, 

Government sanctio~ed the acquisition of a fleet .tanker from Fincantieri, at , 

cost of Euro 159,326,750 (Rs 936.04 crore1
). The contract2, concluded in th1 

same month, with th~ shipyard envisaged delivery of the tanker by April 2010 

and also had provisidn for purchase ofone more tanker under an option clause! 
, · I , , · I 

_ A separ. ate contract for offset __ was also concluded in April 2008 ,_ fol 

Euro 41,563,500. I · . _ • 

. It was observed thatjthe cost of Base and Depot (B&D) spares was negotiated 

post-evaluation of the quotations received, thereby; passing an undue benefit 

, to the supplier sine~ the B&D cost was not made a part of the commercial 

offer. The quantum bfB&D spares was agreed at 15 per cent of the basic cost 

. of.the ship. While ~omputing this amount, the entire value of the ship, iet 

Euro 138,545,000 iriclusive of weapons and other services, was taken rathet 

than just the basic c6st -of the ship. As, a result, there was excess provisionin~, 
~fB&D 'spares to thf tune of E~o 5,181,750 (Rs 30.44 crore). Delinking tht 

B&D spares from th~ commercial offer had a fall-out on the offset contract al) 
' . ' . . ' I . ..· . . ' .. ' ' I· 

, well. The Defence Procurement Procedure (DPP) prescribes an offset clause· 

, at ~ miriimum of 30 ~er cent of the cost of the acquisition. However, MinistJ 
· . I , · • ·. -· , I 

concluded the offset contract for Euros 41,563,500 by taking 30 per cent of 
· , , , I , - ·_ · · · · · I 

the basic price of tile ship (Euros · B8,545,000) excluding the cost of B&p 
,. .. • , I· , . , .. . -.- .• 1. 

spares on the. grounds that offset "iS to be calculated on the commerci~1 

· proposal. Audit notJd that while taking the approval of the CF A, the total cosf · ' ' I . ,. . .. · ' ,.·. . ' ' > I' 
of acquisition was fade up of t~e basic cost of the vessels and the B8lP 

I 
1 1 Euro= Rs 58.75[ . . . 
2 Price of ship: Eurq 138,545,000; Base and Depot spares: Euro 20~781,750 . .· , I . . . . . . . 
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Report No. 16of2010 .:.11 (Air Force and Navy) 

spares. : Resultantly, it led to under realisation of offset benefits to Indian 

Industry. 

In March 2009, Government accorded another sarietion for acquisition of one 

mo,re fleet tanker froin the same. firm,. at. the . same price, under the option 

clause. The· RFP had envisaged that the option Clause would be valid for 18 

nio~ths post conclusion of contract. However, . because of the delay in 

negotiations and conclusion of contract, the CNC was forced to accept the 

vendor's proposal that the option clause be exercised 18 months from the date 

. of offer of the lowest firm; Thus, the opti~n clause which was to remain in 

force for 18 months frorri April 2068· came into force from September 2007. 

Hence, Navy was forced to e~ercise.the option asafait accompli and ordered 

another tanker even before receiving/evaluating 'the equipment originally 

contracted for; 

The Ministry stated in, October 2009, that the process of awarding contract for 

construction of the fleet tanker to the foreign vendor was carried out by 

providing a level playing field and within the provisions of RFP. The material 

Cleared for use on the tanker is not· inferior and 'is of a desired quality as 

required for a Navy tanker. Ministry defended the offset contract by stating 

that the DPP · speeifies that the offset percentage is to be based on the 

commercial proposal. 

The reply ofthe,Ministry is not tenable as the tankers being procured are not 

made from the requisite type of steel viz. DMR 249A as envisaged in the RFP 

but by using ·DH 36 grade steel suggested by Fincantieri. The equivalence of 

this steel was not established independently. Ministry's argument with respect 

to the offset is not acceptable as the RFP itself did not specify that B&D 
· · · spares should be quantified. 

·.· -.' .. . ;,. ' .· ... _: . 
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Approyaf oftb.~,.do}Illlpetent,Fin~ncia.A,A,ut!tlority was obtaiined by tl!ie 
·~foi~try;~~,r s~p_pJy ·~f,ii SRJt~ i!i}~el")i>hase,.I~ !§ IAF by BEL citi~,g 
nt_s capabllbfy. to 1mmufacture these :radars md1genously. H(])weve:ir, 

· · ·· · ·'B:Et viQikt~d the lintelll{~f CFA;by pr6cU:rnng 60 per cent radairs fu 
CKD'fof~.from'ftb.e'OE1VI··ata fower cost.As a result, BEL h~~­
unw~nranted: : ad~ifioiiial "returns . of Rs JFO · cto!re. Supplyiing CKlp 

· rad.airs instead ofl imlligenously · manufactmred _ones a~so .resulted•·~~ 
· · rematmre dellive 1 ·before finalisation of works.services. I, 

. . . ~stfy of~etenl (~inislry) conc;udOd a C<>uir:ct •with Bharat ElectroniL 
.·Limited· (BEL).· iii !March 2003• for·· procurement ·b( 20 Surveillance Rad~r 

' · Element (SRE radars) from· ari 'Italian firm (M/s 'SELEX), the Origin~l 
. ·Equipment Mamifabmrer (OEM)){ iii Phase lat a total cost of Rs 585 cro}e 

.·' 'exduding works sehrices. Unde{this' contract, BEL was to obtain 12 rada~s 
· · ··. · from the OEM andlsupply them tO Indian Air Force (IAF) sites. The balan~e 

eight radars were I to be indigenously manufactured (IM) after obtaini~g 
Transfer.of Techn0logy (ToT) of the equipment from the OEM. Delay in 

insfallhti.~n of the 1 · nidar against 2003 . , contract has been. commented ~n 
. ,. · paragraph2.l ofCt~'sReportN~. 5 of2007. '.. . . 

In Jlily 2007, the clmpetent FinancialAuthorify'·(CFA) approved procurement 
· I · I 

of 22 SRE radars in Phase U from BEL at the cost of Rs 870 crore. The total 

:' coktincluded thtwbtksservicescomponent of Rsl37 crore at the installatidn 

·sites. , In tum, · Mfuistry of Defence entered into a contract ·with BEL ln 

Sep~~1:1ber, 2007 f+ ~he sup~l~ of indigenous~y ~anufac~red radars. . BB~ 
· , was given th~ o.~de~· b~ the M1mstry- under special. dispensation of the ~efen1e 
· Procurement Proceaure 2005 {DPP) as the procurement was categonsc;:d as 

''MAKE'· iuid ~repJat'orderby theBefence Acquisition Council (DAC) on tUe 

: ~tern1s'e that BEL -lvould b~ able to niinitifactliie the radars indigenously !s 

they ha~ absorbed! the technology transferred· frorri the OEM in Ph~se i~· 
Though 1t was cherper for the Government to purchase the fully fum1sh~d 

radars from the OEM directly, it was a considered decision of the Governmebt 

to involve BEL in ~he procurement process in order to achieve self reliancb. 
. I . . . - . . . • . . ·. I" 

The cost of selfrehance endeavoured to be achieved was Rs 41.39 crore. BEL.,, 
I ·.·.,: · -. · 1

1 
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however, did not manufacture the radars indigenously under Phase II. Audit 

found that within three months of getting the Ministry's order, BEL placed a 

follow-on order on the OEM, in December 2007, for import of nearly 60 per 

cent of the radars (13 out of 22 ordered) in CKD3-form along with spares and . 

22 sets of assembly kits at a cost of Euro 52 million, in gross violation of its 

own co~itinent of manufacturing these r~dars indigenously. Not only was 

the sanctity of the Defence Procurement Procedure violated by BEL but the 

intent of the CF A approval was also flouted. 

The negotiated price for the Phase H supplies of SRE was based on the 

indigenised product OM modules) of 2003 supplies, whose cost was higher 

than those of imported products (Rs 0.78 crore per radar) whether in SKD4 or 

CKD form. Si.nee BEL purchased the CKD kits of radars in December 2007 

from the OEM at lower prices than the prices taken from the Government for 

indigenously manufacturing these radars, it earned greater returns than those 

negotiated and agreed with the Ministry. This enabled BEL to carry an 

additional amount of Rs 10.14 crore over and above the profit already allowed 

to it. 

It was also noticed in audit· that though five radars were delivered by BEL 

prematurely, _required work services to install the radars were not completed 

by them as of June 2010. As a result, the early delivery of radars did not yield 

any benefits to IAF. 

Ministry, in February 2010, accepted the audit observation that 13 SRE_ radars 

out of 22 are assembled from a CKD kit rather than manufactured 

indigenously and the issue was being examined. in consultation with the 

concenied administrative wing of Department of Defence Production. It also 

admitted a gap between the receipt of SREs and the works services. However, 

Ministry argued that the additional benefit ofRs 10.14 crore was not correct as 

·prices were based on material procurement by BEL in 2005-06-and their value 

addition in 2007-08. 

3 

4 
Completely Knocked Down 
Semi Knocked Down 
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Ministry's reply is not-accep~ble with reference to the linwarranted ben~fit as 

BEL purchased the €KD kits in 2007, at prices prevailing in 2003. Thus, thd 

base price used b.y (Ministry. was . a~eady higher by the original differenc~ 
betweenJM manufacture andCKD kits. , . . . . ·. I . . 

I 

. Delay .in reVJisnmn bf lncence fee and iiriregllllllar ·credittmg of!l'evenue.·:tJ 
non-public fond j by RAF a1l!ltlboll"it~es in vfoi:autfon. of . Miniistry'~ 
directives :anmd ~~verimmellllt orders lhlas dep!d.~ed 1the exclhle«.Jl1111er of 
!l"evenue amounting to Rs 9~75 crore ap1pnr@umatelly. Fuiurtlhler, th~ 
Ministry's 'decisudn tl!D. suspend the eviction p!l"oce§s Withmilt ttal!d.n~ 

. . ·I . .. . . . . . . , . .· , " 
any action foir more ttllnan two a!llldi , a half yeall"s has allowed 

· .. · . 1 · ·. . · · · • • . · · I' 
unauthorised occupants to Jretain possession of these sl!nops for In\].ore 
than 13 years. I .· · r 

·.The Santushti Shop~ing Complex (Complex) was established in .19.85 by thl 

Air Force Wives Welfare Association5 (AFWW A) at Air Force Statiob 

'(Station), Race Cou~se, New Delhi primarily to assist Service pe~sonnel b~ 
providing inco~e I !employment opp~rtuni~i~s through allotment of shops tf 
selected categones of personnel I. thelf fallllhes .. fo March 1998, managemen,t 

of the Complex was[ handed over by the ~inistry of Defence (Ministry) to thf 
Defence Estate Officer (DEO). ·However, m August 2006, management of the 

Complex ~~~erted td[ A~ Fon~e S~atio~ authoritie~. . . . · , . . . 1: 

ynauthons.ed ~onstnul ctlt?nl_ modrficat1on of a~ ex1stmg def:~ce buildmg. ~nf 
its .conversion mto a shoppmg complex by A.ir Force authontrns and cred1tmg 

substantial revenue into Non-Public Fund . (NPF) inter ~Zia was comme~tea 
upon'~in paragraph 18.5.l (a) of the Report of the Comptroller & Auditdr . . . . . . . . . . I 
General of India forlthe year ended 31 March 1996. Further, during the last 1? 

years, various,authorities like the CGDA~, Joint Secretary (APO&W7
) and~ . 

High Powered cothmittee . have through special . audits I enquiries founb 

va:riorts frregularitie~ being committed by Air Force authorities in the runnin~ 
J . .· I 

-5--. ----.----'-1 --'---. -.- .. ' . ·· .. · . 

A welfare organiz~tion set up. in October 1970 as a registered body for providing : 
· assistance to the families of deceased/disabled/retired/serving personnel of the ' 
• Indian Air Force. [ . · ... . . . . · . , . . . . · .·· 

6 Controller' General of Defence Accounts . ' . 
7 Joint Secretary (Almy Purchase Organisation and Works) 

I . . . 
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·of the Complex. One of the· issues· highlighted was the irregular commercial 

e_xploitation of the Complex tq . exclusive advantage ·of a non-government 

body, viz. AFWW A In response to CGDA's internal audit report, Ministry 

had directed (October 1995) that since allotment of land at concessional rates 

for exploitation for commercial purposes was illegal, the entire proceeds 

realized/realizable. by way of rent, rebate: etc. from the premises should be 

deposited into government account, no rebate .or any other dues realized from 

the premises should be deposited .in· any noii-govertnnent fund -and if the 

.. propertywas to beJet out to private persqn.~, it shcmld be on commercial rates, 

which were to be settled by competitive .bidding/auc;tion . 

The· Government issued orders in}anuary 2001 for crediting revenue realized 

. , from shopping complexes on Defence land to. the Government account. The 

Governmel).t ·further issued Rules of Management· of such complexes in 

November 2002 · and June 2006. · Despite these directives and orders, ·audit 

found that 50 per cent of the revenue earned during the period from August 

2006 to June 2009, amounting to Rs 2.56 crore, had been deposited by Air 

Force authorities with the Regimental Funds of the Air Force which is a non­

government fund; In comparison, during the period from March 1998 to 

. August 2Q06 when the management of the Coinplex was with the DEO, the 

amount earned was Rs 12.12 crore which.was deposited with the Government 

treasury. Incidentally, durrng this entire period (March 1998 to June 2009), 

Rs 4.88 crore was spent· on maintenance of the· Complex by deducting this 

amount from the revenue earned. 

The Complex houses 43 shops, which are leased out to various allottees at a 

specified rate oflicense fe~, As per the Rules of Management framed in 2002 

and 2006; 60 per cent of the shops were to be reserved for (i) war 

.widows/widows of defence personnel killed while on duty, (ii) disabled 

soldier, (iii) ex.:.servicemen and (iv) spouses/widows of ex-servicemen, and the 

remaining 40 per cent of the• shops could be allocated to Government agencies 

including ·Public Sector Units and civilians whose spouse or dependent family 

members do not own any shqps in the Complex/ Military station/ Cantonment. 

It was noted that as of February 2007, out of the 37 shops which were allotted 

· .. on thafdate, only. 11 shops \\fete ~llotted to. the defence category. This 

amounted to 30 per cent as against the requirement of 60 per cent. Four shops 

did not qctually fall iri the cafogC:iries enumerated above as three shops were 
. . - . . . . . . .·- \ 

24 

,-

= 

-

·'= 

,_ 



:_ - -· 

'··-- -. ·:: + -i:: 

__ ,.:, 1 

!. ====- i" 

.... • 

.·:· _·. 

~ --~ -

~- .i 

-

I 

. ·,... . . . .. .. . . I 
Report No. 16of2010.;.11 (Air Force and Navy)i 

I 

I 
1 · 

: ~Hotted to' felativesl :of ex.:servicemari arid one shop to AFWW A. . The! 
· · · temaihing 22 shops ~efo also allotted -to-. high.::profile civilians mentioned id. 

:Artne~~e-IL: ·After[ the-:aHotnient of ~e. ~six .:;aca~t shops i~ 2008, thd! 
·percentage of shops allotted to.persons· with defence background mcreased tol, 

· : 1: 3 Tper c~ni although ~2 shops c_<;mtinue fo beleased to'civilians. ·· 1 

-: ~- ·. . : . . ._. .. · .. . . . . · I 1 • • : .. : .•• - ~ . .. . . . ...... > , , .-. -·-' - . 

]J)iti_al allo!ments m.~qe :by .Af:WWA.were through annual agreements whic~' 
were renewed annually with or without -rev,isiog oflease rent. In March 1998,li 

.· • :;:~i~~°!ht~:t~e.f;:jf e:;:r;}dtt.~ 9~~6~~he ~~?:;:1 
.. wh~n the· manageclent .reverted t() the :.A~ ':Force Station, the StatioJi .. ,_, .. /. _ ... - :_.· .. : . :.. . .. . ::-: I · .. . ·.: .·-. . ....... .- . :· ·.:-".' . . , s t 

Authodti~s)J?. pursu'n~e .of Rules. of Mauagelll~rft 'of 2002 and 2006 . issue~~ 

... eviction noti,ces, (Se~tem,?er .2006)_ after m()re than a . decade to e~ery sh~~: 

.• 9'?epo<v~cate the sf OP~: ,Further, :t~e 9c~up~nt~ we~e gran~ed a ~enod ofs1j: 
_ moil~h~ to v~cate t.he[ ... pr~lllises ... Dunng this six·I!lonths penod, licence fee at: 

the existing rates was. to be charged. In .the·.· meanwhile, Santusht~' 
.. ·, ~ .:.. . . .. •. . . •. . .·': .. .. ·.:· . . . . [1 

E~tr~prenem:s Assocfation (SEA); howe~ef, ga:e·arFpresent~tion against thej! 
eviction. no~ices. ·to 

1

the ~aksha Mann:·. (RM).· _· Mrmstry, m. March 2007 ,
1 

. cony~yed drrectrnils. ~hat tiU a fm_al _ cle<:;i_si~n _on th~ ,r(!presentat10n was takenJ 

the ~xistin$:0CCU~ll*s.'were not.to ~~-di:sturbed. ;Audit noted t~at the. S~~ 
. , ·. made ~e.pi:~sentat1?nr to the RM four times

9 
'. qn ~l1Ch occasion, ev1ctio1 

.Proceeding~··:were kept.in ab~yance .. This has all.o~.ed .. unauthorised occupants 

to,re:t~i.11. ~o~sessio~ [of: these :shops for: mote .th~~{tJ:iifteen years since 199~ 
. :d~sp~te ev_ictl()n noti~esand w1thout~~vmgvahd ~~eements. _ ' 

-Meanwhile, the Sfatibn Authorities· also Initiated aetion for revising the license. 

· '" · : ·. •fee for: ' <shops by f on.sJifiitirig a-Board of Dffic~rs.'(Board) frrst ~. Octobe~ 
2006 and subsequently m November 2007.· The hcence fees prevaiht?-g were . 

. . _. " \Vi~~?ut ~Pr~ifo1TI11~~teri~ an?, '7a~e~ at Rs 5?
10

'. !ls)20
11 

and Rs 170
12 pe~ 

square feet per mon:th. The Board of November· 2007 adopted a rate o~ •. 

Rs 85 per square feet after adding 10 per 'cint iiiil~tiOn for two years to a rate! · · 

8 
. As per these rules.I unauthorized occupants, wh~se allotment period/license had 

already expired on )or before the date the management of the shopping. complex 
was transferred to the Military authority, might be allowed, on request, six months; 
to vacate the premises. - · 

9 7 December2006,]3.1January2007, 17 August 2007 and February 2008 
10 

- 28 shops paid Rs 50 from 1991onwards 
11 06 shops paid Rs 120.trom 1997 onward. s 
12. 

02 shops paid Rs 1, 70 from 1998 onwards 
... -· ... _. -__ ._ .. _ .. _ .. ____ 1_. __ ... _. __ ... _ .. ___ -· ·-·~--------------
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given by the New Delhi Municipal Authority (NDMC) for the year 2005. 

The Hoard ignored a i:ate·given by the.CPWD.(Rs 124.84 p~r sq. ft), which 
' . ' 

had been framed as per the Rules of Management 2o02, on the grounds that 

the CPWD rate was muchhigher. 'fhis also implied t4.at even the eight shops 

which had been paying rates of Rs 120 and Rs 170 would be paying lower 
' ' 

rates infuture. Though the complex is located in a prime area, surrounded by 
. . . . ' . 

five star hotels, none ofthe agencies preferred to can for competitive bids fot 

the shops to determine the market rent. 

The Board further recomrriended that the existing rate be maintained for the 

cUrrent occupants till a decision ori their tenancy was taken by the Ministry. 

This was because any increase in the licence fee would have involved a fresh 

agreement; which would· legitimise their possession. of the shops. . Thus, as a 

result of delay in revising the licence fee coupled with non-adoption of CPWD 

rates and the Board's recon:rinendation. to maintain the.- existing rate pending 

Ministry's ·decision, the exchequer has suffered a· revenue loss of 

Rs_ 1.19 crore approximately during the period 2003 to September 2009 in the 

case of 3 7 shops .. 

Scrutiny of the income earned by the Complex on account of rent etc., showed 

that despite many of the shop-owners being defaulters, they were allowed to 

continue operating from the preffiises. There were long outstanding dues 

amounting to Rs "46.991*11 against th~ shop owners of Santushti Complex ·on 

account of charges for damage of shop occupation and electricity charges 

during the period 1998 to 2006 which were communiCated by the Station 

authorities to 25 shop owners in September 2006. However, only three shops 
' . 

paid their arrears and arrears remain outstanding for more than three years in 

case of the remaining shops. 

The matter was referred to Ministry in October 2009; their reply was awaited 

as ofJune 2010. 
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Notwithstandhng !Government illll.stJructfollll.s to the effect that no 
b1Uidgetacy suppo~t for wages increase W@1lllld be provided separatelt 
and that Jresources for fonding tl!ne il!llcreased cost onn acl!!o1mmt of 
wage revisiolffi ba~e to be generated! by the compaimy llimternalrny, I~ 
reimllniursed arre~rs Ollll accmnnt of wag~s a!llld. ~ratuity to the extent 
of Rs 3].5 croreo rmurthe.r a:hl!e to dlefay m JreVJ!Sl!Ol!l of the base yea.iii? 
IAF suffered allll edra expeHll.dihiure ([J)f Rs 4l«Jl@ Clt"Olt"eo 

Hindustan Aeronauics Limited (HAL) provides a wide range of supplies and 
seni'ices to the Indian Air Force (IAF) which includes manufacture/ majJr 

repair/overh~ml of 1aircraft/helicopters and its aero-engines and supply df 

maintenance/overhahl spares. From August 1995, HAL follows a Fixed Pride 
Quotation (FPQ) Pf licy for the pricing of the supplies and serviCes made tb 

IAF. As per the FPQ policy, the base year prices were to be escalate~ 
annually up to l 9~9-00 at a pre-determined rate and 2000-01 was to ~:e 
considered as the n~w base year.• This was subsequently extended to 2001-0~ 
on HAL's·request. ill August 2001, Ministry set up a P~icing Policy.Revier 

Committee (PPRC) to finalise, within three months, the standard terms add 

conditions of contr~ctS, man-hour availability, labour efficiency I productivify 

lev~ls at .various HALI Divisions and overall cost reduction etc. The Report ~f 
-the committee was submitted in June 2006 and approved in August 20ok 
Government sancti6~s were issued in October/November 2007 approving t~e 
base year price of 1.004-05 for aJl the divisions with annual escalations to ~e 

. I . . . • 

applicable up to 2008-09. . . - . 

I ExtJra expe~i!llibnre d!Ulle to defay nrni revnsfoim of lb>ase ye;R1r 

The delay in settin~ up. of the PPRC and inordinate delay in finalisation of its 

rep,ort by more thaf four and a h~lf years as against the pres.cribed period ~f 
three months, resulted in change of base year from 2000-01 to 2004-05; thJs, 

. . I • · .·. • 1, 

allowmg .HAL to rlia1m payments up to the year 2003-04 through s1mp~e 

escaiation since qovernment sanction for approved prices for base year 

2004-05 was issued.only in October/November 2007. The delay i.n revision bf 

base y~ar by four ~ears, t~us, resulted in exfr~1 expenditure of Rs 400 cro~e 
approximately at tHe rate of Rs 100 crore annually to IAF for the year 2000-(]) 1 

to 2003-04. . I · . . . . · . . . · I 
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Jn their reply to audit, Ministry stated (!\fay 2009) that no undue benefit had 

been given to HAL on account of delay in finalisation of the base year review 

·and finalisation of the PPRC report. Ministry's replyis not acceptable to audit 

as the benefit of increased productivity by way of improved 'yieid' (3 .20 per 
cent) and 'efficiency'. (6.89 per cent) was passed onto IAF from 2003-.04 due 

. to delay in r~vision of base· year. The monetary value of this increased 

. . productivity .was app!OXi1Ilately Rs 100 crore per annum. Further, IAF paid a 

h~gher Man Hour Rate froin2000-01, with the increase ranging from 15.92 to 

17.62 per cent. It was noted that the delay in revision of base year was due to 

HAL' s reneging on the agreement for review of base year and ilot making data 

available even after the decisions were taken by the PPRC. In fact, HAL was 

in favour of continuing the existing base price escalation with moderate 

escalation rates. However, audit noted that IAF had opposed HAL's view­

point since, irt their opinion; there was a strong case for revision of base year 

in view of the adverse financial implications for IAF. IAF also felt that HAL 

should be subjected to detailed verification of records. The fact remains that 

there has been inordinate delay in finalisation of the report because of HAL, 

resulting in change of base year from 2000-01 to 2004-05 which lead to extra · 

expenditure for IAF /Government. 

U · Paymelllltmn accountofwage irevisfol!l 

As per a Memorandum of Understanding . approved by the Government 

between the workmen aI1d the management ofth.e HAL, resources to· meet the 

increased. cost which would arise on account of the Wage Agreement had to be 

generated by (i) ensuring uniform production by all.divisions of HAL and (ii) 

by. improving productivity, in conformity_ with conditions laid down by 

· Goverb.rnent in 1999 to the effect that any inc~ease in wages ·after negotiations 

would not result in any increase in administered prices of their goods and 

. services and in labour· cost· per ·physical unit of output. Despite these 

· provisions, IAF contributed Rs 219. 7 6 crore to HAL towards payment of wage 

revision arrears and Rs 95.17 crore on account of revision in gratuity for the 

period 1997-98 to 1999-2000. IAF also accepted an increase ranging between 

15.92 to 17.62 per cent in the Man Hour Rate for the year 2000-01. 

Incidentally, IAF has not made any payment on account of wage revision to 

other Defence PSUs. 
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Ministry stated in !December 2009 that payment of wage revision separate!~ . 
should not" be vielveci as budgetary support from Gove~ent but co~t 
recoverable. through. customer which• happens. to be IAF. Ministry's reply 

contradicts. (;ioverruhent's 9rder. thaMhe wage revisions would be subject tp 

the c~mdition thaf t~ere ~hould be no in~rease An Jabour cost per physical unlt 
of output. Theref~re, 1J1Creasedcost. 011 account of the Wage Agreement 

should not. have bet passed on to the IAF ... 

10_·.yjj .. ,· .. · •.• '.~."~·-:_·.·.·;:;Y ·.·.~·'4'··.···.··.~.· :.·.~·~.~ .. ·t.'u:.Lm .. ·.>,...iiiffi_'~.-' •. ·" . ·•· .. ,,.,~,·· ,, 
vt%4 ~: ~u1 ~.. ··~ ~~f~~U.i(Y:L,£.: 

11 

Inm~dina_te deiayf in c,ommll.SS}!Ollling the lndfallll Navy sull:mnarin~ 
rescue .. fadlity, due to lack of adequate need assessment, poo1r 
pla!lmfog and th~ absence of a condusive time bound agreeme~t 
witlhithe United States Nary, ns llikeHyto· f'emlleii- the facility unvfab!~ 
arid expenditure ~f USif7 44,3413 tlmereollll unfnllitfut . ·. f· 

' ' I ·. '. ·,. ·.· ' . . . . . .· . I' 

. ·?ov~IDlllent ofln~if in ~arch 1997 sanctioned_USP288,008 fora subma~ri.f 
mtenm re~cue fac1hty tie up petween the Indian Navy (IN) and the Umtef 

States Navy (USN)! The Indian. Navy accordingly accepted (April 1997) a 
Letter of Off~r and k.cceptance (LOA) o_f USN ~or site survey for Submar~nf 
Rescue . Service to !enable supply and mstaHatwn by the USN of holdmg 

devices· required fot mating the Deep. Submergence·.· Rescue.· Vessel . (DSR 'i . 
anq Submarine. Res9ue Chamber (SRC) of the USN with JN submarines. Al~ 

per the LOA the ca~~ for rescue was recommended in two phases. The fir~t 
phase was to cover la site survey, analysis of th~ submarines and facilities Jf 
IN to ensure rescJe operation success and the second phase to indude 

I . . : · . 1 

developing a separate case to support the actual rescue operation. : 
. I . . . , 

The ~SNo su~mitt~d I its initial report of survey in January 1998. Certain min°f' 
deficienc1t<s identlfifd by the USN were to be oodertaken by the IN, aftef 

. which the USN would give the final certification. The IN submitted the statu~ 
report after four yeats in January 20Q2, intimating non availability of material~ 
and techn.ology for ttnient and weldirtg: of· Padeyes13 

. on escape hatch of th~ 
subiiiariiles. 

13 Holding device tor[ securing the DSRV to t~e submarine 
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Subsequently in February 2004, an additional amount of USD 446,435 was 
sanctioned by the Government of India expanding the scope of first Phase of 

· LOA to include fitting and installation of supply support items. The LOA of 

Apri.l 1997 was, thus, amended and validated in March 2004 increasing the 
cost of the project to USD 734,443. The payments were to be made on a 
quarterly basis with the final payment of USD 113,853 scheduled for March 
2005. Though the ][N was aware of the poor progress·and need to link at least 

futlire payments with proper milestones, the entire amount was paid by April 

2005. 

After a meeting µeld between IN and USN in October 2006, the USN agreed 
to provide its qualified techriical team to install Padeyes on the first submarine 
and to train the IN welders to install Padeyes on the rest of the submarines. 

The IN welders were accordingly trained in November 2006. In June 2007, 
the ][N sought requirement of welding rods to complete the fitment process for 

which an additional amount of USD 9,900 was paid to the USN. The 
additional rods were received by IN in August 2008. However, as of 

November 2009, the fitment of the Padeyes was in various stages of 
installation. Thus the. first phase of the LOA for submarine rescue was yet to 

be concluded (December 2009). 

Despite the expenditure of USD 744,343 14 (Rs 3.35 crore) incurred so far; on 
. the project, which is yet to be comple~ed even after 6 years of its signing, the 

utility of the project is questionable for the following reasons: 

@ 75 per cent submarines in the IN fleet have already completed three 
fourths of their estimated operational life. In fact the IN envisaged the 
project without clearly identifying deadlines for completing the 

project. H is pertinent to mention that only 7 out. of 16 submarines in · 
IN are operational and 9 submarines are under refit/repair as of 
October 2009. As of November 2009, Padeyes fitment has been 
completed in 11 out of 16 submarines out of which only 4 SSK15 

submarines have been certified by USN for mating with US. DSRV for 
a period of three years effective from 20 December 2007 and of which .· 

14 ·. 1 USO = Rs 45.05 
15 

· SSK is a Russian acronym which means "Diesel Electric Attack submarines". 
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' 
.at least 2 ary presently under refit. Two of the serving Foxtrot 

1 

I . . 

submarines, on which Padeyes were fitted, INS Vela and INS Vagli, 
would be de-+mmissioned in 2010 and 2011 respectively. • 

.0 . The DSRV is[ to perfonntescue· operations on submerged or disabled; 
submarines. ilt will remain stationed with the US ~avy and in the 
event . of an accident will be transported to the nearest seaport or

1

. 

·airport, then to a mother ship to reach the rescue sit~.. The nomina~· 
response tirriJ is 72 hours from the time the DSRV is lifted from itd 
location to re~ch the tesc~e site and with the capability of r~scuing up!' 
to a depth of 610 meters. Such time and depth restrictions furthe~ 
dilutes · the effectiveness of a rescue facility which in ·any case iJ; 

nowh~re clos~ to completion .. · 

The matter was t~kJn up by .audit with the Ministry of Defence (Ministry): 
Government of Indir, New Delhi ·(May 2009). The Ministry in their repl~ 
(December 2009), while conceding to the point raised by Audit regardin~ 
delays in meeting th~ deadlines of the contract, attributed the delays mainly tJ 
imposition of sanctidns, amendment of LOA in view of change in the scope ot 

• work, interpretatioii of contract differently by USN and ~ther aspect~ 
concerning technolok and operational incompatibility issues between IN an~ 
USN. The fact re~ains that despite the project having been envisaged Ji 
1997, it is yet ~o be fully operationalised. There· were flaws ib 
conceptualisation an'd execution of the project in so far as time schedules wer~ 
not laid down and ~ayments not linked to work completed. Moreover, whilb 
the initial work of fitting of Padeyes and certification of IN submarines rdr 
mating with USN,/ DSRV was. no where close to completion, a separatb 
agreement with .US,N to enable DSRV to lindertake rescue operations anh 

' 
further recertification of submarines is yet to be concluded. I . 

I 
I . 

Thus, lack of adequate need assessment, poor planning and the absence of a 
conclusive time boJnd agreement with the USN led to extensive delays in tH~ 
timely commissionbg of the essential and life saving submarine rescJ~ 
facility. I 

' 

I 
I 
j. 

I 

I 

' 
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Expenditure of Rs 472 crore l!lln import l!llf seven Elect.1rm1ic Warfare 
Systems, considered! cll"itical foir opeiratfon.al purposes, did not yieidl 
anticipated results due to delay at each stage of procmrement. 

Ministry concluded a contract in September 2003 with Mis Rafael, Israel for 

procurement of seven SEWS-V5 ·systems at a cost of USD 102,500,000 

(Rs 472 crore16
) with the first system to be delivered within 18 months from 

the date of contract and the remaining systems were to be delivered in another 

18 months after successful completion of Sea Acceptance Tests17 (SAT), 

which were expected to take about 3 months. Audit examination of the above 

procurement indicated the following: 

.@ In August 1999, in order to overcome serious operational handicaps 

and enhan~e the El~ctronic Warfare (EW) capability of its ships, Navy 

proposed the priority procurement of ten Shipborne Electronic Warfare 

Systems (V5) (SEWS-V5) subsequently reduced to seven systems 

(February 2000) with a delivery schedule of 12 to 23 months. It was 

envisaged with the approval of the Raksha Mantri (April 2000) that the 
. . . 

acquisition process from issue of Request for Proposal (RFP) to 

conclusion of contract would be completed in nine weeks. However, 

the competent financ~al authority (CF A) accorded approval for the 

foreign acquisition in August 2003. 

e The process was delayed at each stage of procµrement in general and, 

particularly, during the evalu~tion of commerci.al offers by the Price 

Negotiation Committee (PNC) as.indicated below. The timeline of nine 

weeks given by RM was over-shot considerably and it took 176 weeks 

to finalise this contract as shown in the table: 

16 1 USO = Rs 46.05 
17 Sea Acceptance Test means the tests to be carried out on the systems, while the 

ships are sailing on the sea 
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TIME PERIOD 
ENVISAGED 

1 week 3wem 
Receipt of technical and 4 weeks lw°'*8 
CCJ11•11•..aal offers 

2 weeks 6weeb 

Eftluatian of commercial offers, 2 weeks 1S9 weeks 
WOik Of PNC and finalisation of 
CODtllCt 

Ministry took 17 months in concluding the contract after finalisation of 

price. Thus, the urgency shown in the procurement of the system did 
not seem to be reflected in the procurement process. 

• Despite the urgent requirement, IN opted for the SEWS-VS which had 
a Large developmental portion and was not proven on the date of 

contract. Ironically, Navy, in 2000, while arguing for a single-tender 

procurement from Rafael had stated that the SEWS-VS was an 

upgraded version of the 'C-Pearl' system already in service with the 
Navy and, thus, could be considered as a proven system. Nonetheless, 

the contract finally concluded was conditional as the vendor would 
supply the first system, prove its performance in respect of prescribed 

Qualitative Requirement (QR) parameters and only then would 'Go 

Ahead' be given for the supply of remaining six systems. 

• Against the delivery period of 18 months, the first system was 
delivered in 2S months in November 2006. The Sea Acceptance Tests 

(SAT) of the first set was completed in December 2006, and the linked 
'Go-ahead' for the remaining six systems was accorded in March 
2007. The SAT of four systems was completed between April 2008 

and November 2008. As on date (September 2009), the sixth and 
seventh systems are yet to be installed since the ships are under refit. 
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Incidentally, even while seeking the approval of the CF A for the . 

acquisition Ministry had ass~ed that the entire deli.very18 would be 

completed within 3919 months as against which the supplier took 64 

months. Thus, the equipment was actually commissioned and installed 

after a gap of four to six years from the planned date leaving the 
- . -

frontline ships of Navy vulnerable. 

® At the time of conclusion of contract in September 2003, Ministry was 

aware of the fact that the indigenous system for which sanction was 

accorded in June 1995 for undertaking an EW programme ''Ellora" 

would be available by 2004. A contract for manufacture and supply of 

four system was concluded with BEL-Hyderabad in March 2004 at a 

cost of Rs 262 crore. Th.fee systems were installed between September 

2005 and December 2007 while the fourth is under installation. 

Ministry, in February 2010, stated that the time Hne of nihe weeks for the 

acquisition process from the· issu~ of RFP to the conclusion of contract were 

not 'approved' but only 'envisaged'. Ministry also defended the delay by 

explaining that . there was no benchmark available within the country to 

compare and assess the system, its price and other aspects. Further, payment 

terms, guarantees etc had to be deliberated and examined.· Audit found the 

reply unacceptable as the nine weeks time was an explicit decision taken at a 

meeting chaired by the RM and attended by the Chief of Naval Staff and 

Defence _Secretary. 

To sum up, despite an on=going indigenous programme for development of 

EW systems, Indian Navy purchased seven imported systems at a cost of 

Rs 472 crore on the grounds of 'operational emergency'. Due to delay in 

procurement at each stage, these systems could not be made available to 

Indian. Navy urgently, thereby, defeating the very purpose for which the 
priority procurement was proposed. By the time they were available and 

could be fitted onto the ships the indigenous systems were also developed and 
productionised. 

18 From issue of RFP to complete delivery ofsystems 
19 18 months for delivery of first system, 3 months for Installation arid trial. 

evaluation and 18 months for delivery of the remaining six systems . 
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. . I 

! 

Despite saimctionftllllg al!ll additional Rs 25.17 crore fol!" speedi 
completion of tlhe: prnject @im fast tl!"a~k basis, flr~quellllt changes hi 
pfalllls led! to a dell.a~ o:f !aver two decades in commissimnftllllg a s1l:ra1l:egit 
forwall"d base airfield. Iirn the second! case·, an aihrbase cmd.d not b~ 
activated! alllld o~eiratirnrnaliseidl, · eveIDl 25 . years after olbltainin~ 
governm.e11111t approval!, for llllse by fighter ailrcraftt. Ii 

I 

. . . . 1· 

Th. ·i· . . . d . hr 1 d JlAF b . ! e preva11mg secunty scenano an emergmg t eats 1e · to o tam 
approval for develclping two air bases at Phalodi and Thanjavur. . AudA 

I . I' 
reviewed the execution of the two decisions and found considerable delay · ,1 

their establishment aha activation. Each case is discussed in briefbefow. 
·.. . I .· . .. I 

Case JI: Devefopmennt of ann M:rfield att JPlhl.afodli 
· I .. · ·. · 1 

C. . h . . i.. f . fi ld . . hi.. . . M h1 itmg t e mcreasmg numlJer o air- ie s ma ne1g IJOunng country, m arc 

1985, the competerlt financial authority (CFA) approved construction of ~ 
Forward Base Sup~ort Unit (FBSU), in Phalodi (Rajasthan), at a cqst o~ 
Rs 29.33 crore. Although the land for the FBSU was acquired in Octobe~ 

I • . . . ·. 11 

1986 at a cost of Rs 0.67 ctore, actual construction could not commence as the 

~udgetary sup~ort2° [earmarked was utilised for other urgent a_nd operationant 
nnportant reqmrements. After a gap of more than a decade, in January 2004, 

the proposal was o~ce again put, up to the ~FA who accorded a revise~ 
approval for constrdctiono.f a foll-fled. ged· airfield, instead. of a. ~~,.8~ 
As a result of the Jcrease in scope of work, the cost increased t~ Rs 4 
crore. Th~ Ministry[ I IAF als~ identified 23 works which were to ~e execute.cf,~~ 
over a penod of fouf years. Given the delays and urgency of the au-field, th+ 
cost included Rs 25.17 crore for undertaking the project on fast track basis. 
Nonetheless, despit~ approval in 2002, initial funds were released only ih 

August 2004, i.e a~er a delay of 31 · months: thereby defeating the veJ, 
purpose of sanctionihg the project on a fast track mode . 

I 20 1985~86: Rs 29.33 crore 
1988-89: Rs 78 crbre . I 
1989~90: Rs 2.28 frore 
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As of September 2009, only 15 sanctions worth Rs 123.88 crore have been 

accorded against the originally identified works services. Though certain 

facilities were essentiaHor the development of an Air Force Station, no works 

have been sanctioned for them. Thus, important. works, viz. OTM for Tropo 

·Communication Unit and Mobile Observation Hight, provision of bomb 

dumps, Blast pens, etc are yet to b~ sanctioned. 

Audit noted that, as of September 2009, expenditure of only Rs 85.86 crore 

. has been incurred and the progress of the various works ranged between 45 

and 100 per cent. The airfield runway has achieved a progress Of 71 per cent. 
- . 

Tardiness in the completion of work was initially due to the location. of the 

mn-way not being finalised leading to a: delay of two years in commencement 

of work although works services for construction of the .runway were 

sanctioned in October 2005. In addition, frequent changes in the Master Plan 

necessitated revision of five a:drrtlnistr~tive approvals.·· Besides,. the delay has 

Jed to. cost revisions. a:s ·well .. · In eight out of the 15 sanctions,· there has been a 

cost escalation amounting to Rs 25.38 crore. 

Further, IAF, in March 2005, decided to exploit the existing bases with surplus 

. infra8tructure rather than incre-asing the number of air bases .. It was, therefore, 

decided fo slow dowir the rate of buiid up at Phalodi. Audit, however, found 

that although till March 2005 only five sanctions to the tune of Rs 23.35 crore 

had been issued, between Jurie 2005 and December 2008 Air HQ accorded 

approvalto ten sanctions worth Rs 100.53 crore including non-priority works. 

Less critical infrastructure like Officers Institi.ite, Mess;· shopping centre, bank, 

RO plant and guest-house were given priority over t~e main works required 

for ·creation of an airfield. -- Officers' Institute was also being constructed · 

although the station did not qualify for the Officers Institute owing to 

inadequate strength of officers. 

In the meanwhile, audit found that the IAF, iri. March 2007, was contemplating 

operations of helicopters ·only at Phalodi and. no fighter aircraft were 

envisaged to operate from the base at present. As the proposal, initially 

mooted, was for the operation of fighter aircraft from the FBSU, the 

infrastructure created at a. cost of ·Rs 22,12 .cn)re, in keeping with the 

tequirern:ents of a fighter squadron, would remain largely under-utilised by the 

helicopter unit. 
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· 1 

I . . , 
Thu!); despite the fact that the air-field at Phal~di was sanctioned about 2f 
years a~o~ i_t is dou~tful whether it will be c~mm~s~io~ed as ~e~ the o~jective~s 
for which 1t was proposed. As on date, its ut1hty 1s neghg1ble, given t e 

constantly vacillatJg position ofthe 1AF on its future use. · · i 

. . . I .. ·. . . 
Case III: · Del!!y in ~stablishment of an. Air Base · 

. I .. 

In ·June 1984, the! CFA gave its approval for an Air Force station at 

Chofa.varam near Cherinai by inducting a squadron of combat aircraft from t~e 
authoris~g force leyel. The Base was meant to provide air defence cover ~o 
certain sensitive :installations of national importance. As the State Governme~t 
was r~luctant to giv~ deara~ce for an airfield at Cholavaram, Air H?, withoyt 
revertmg to the CFA, decided {October 1987) to relocate the arr base to 

Thanjavtir (Tamil jNadu),. where two runways. of 1942 vintage existed. 

· Thereafter,. Ministr}r in· December 1989 Sanctioned the· establishment of l:a 

Wing at Thanjavut. ill spite ·of forming the Wing (November 1990) and 
. . ·· .. ·. - • . . .. I . . . .· . .. . . . . . . . j: 

spending Rs 35 laldi to improve the condition ofthe runway, the runways were 

not fi(fol" operatiorl of fighter aircraft. As a result, operations were restrictdd. 

to a few transport ~h-craft and unscheduled civil flights. _Till·· date, no fightbr 

aircraft operation ~as._taken place. By .November 1993, IAF had changed As 

stance· about the Jature and priority of the . base and ·once again, witho~t 
obtaining the apprJval of the CFA, Air HQ. downgraded and converted ttle 

Base into a Care ana Maintenance Unit, thereby, restricting its role to care aJd 

. maintenance of the ~ew aircraft that visited. the base. . ; 
. . . · 1 . . . . . . ! . . . . 

In 1999, while keeping the project on priority, a development plan for tlie 

Wing was revived f and a proposal was sent to Air HQ by HQ Southern 1ir . 
. Command (SAC). jon .t~e basis of a Boar~ of ?ffice~s recommendatio~s, Hp 

SAC proposed that m1mmum work services mcludmg the strengthenmg of . 

. . runway and operationalfaciHties like hangar, etc. be taken up on priority to 

make the existing Jirfield suitable• for fighter aircraft operation during Phasd I 

at an estimated cdst of Rs 49.78 crore and other activities :i.n subsequeht 

·phases. However, kir HQ truncated (June 2002) the recommended works 

services and apprdved creation of facilities worth Rs 25.69 crore omittiJg 

provision for hanga~, storage accommodation arid other ope~ational facilities. 1 

... ·.. 1 · . . . ·. : 

. I 

. I . : 1· 

I 
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In March 2003, Ministry suggested that estimates for the whole project be 
prepared before seeking administrative approval and expenditure sanction. 

Later (April 2004), HQ Southern Air Command also advised that the 

development of the air-field be taken up as a Special Project21 and not under 

the general Capital Works Plan (CWP). In March 2006, Ministry, while 
remarking on the inadequate planning, again advised Air HQ to complete the 
land acquisition process, Board Proceedings and issues related to Local Flying 

Area (LF A) before approaching the competent authority for development of 

infrastructure for the Wing. Ignoring this advice, Air HQ split the expenditure 

to be incurred into small works programmes as shown below. 

Date Entity Amount Remarks 

December 2003 Air HQ Rs 7 .59 crore Approved CWP-
2003-04 

February 2004 AirHQ Rs 7 .59 crore --

June 2006 Air HQ Rs4.J7 CRR --
March 2006 to May HQ SAC Rs 10.04 crore 18 sanctions in total 
2007 

Besides the recurring annual expenditure of Rs 4.47 crore on manpower, Air 
Force, till date, has invested Rs 42 crore on the acquisition of land and 
execution of civil works, yet the Air Base is far from fully operational as 
between January 2002 and June 2007, only 51 service aircraft/microlite/ 
helicopter visited the base. Thus, the intended air cover over sensitive 
installations remains elusive even after 25 years of government approval for 
activation of an air base. 

The matter was referred to the Ministry in August 2009; their reply was 
awaited as of June 2010. 

21 In April 2004, It was decided to earmark separate funds from the total allocation of 
IAF for major projects under the code head 'Special Projects'. A new accounting 
head was to be opened for each project. 
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Funding. for .the ·Military World Games 2007, rnrgannsed by the1i 
· Services . Sports Co.rmtr«Pl lfoard, · violated financial ll"\lllles allll.dl, 

regufatimms. The.· approvan ·of the competent fillllanda[ aunthori~t 
(CFA) was falk.en for Rs 50 cirore as against an estimate ({]If Rs 138

1

: 

crnre. Tll:ne :ffiinarlcial a:rn1t1111gements have reslll!lll:ed in mmspenti; 
balances·lying ount~ide l[])f Gove.irnment account, foireg@ing @Jf revenue

1

1 

and divernirnm to nbn=pulb>lk funds. : 

The Military World hames (MWG) is a multi-sport event for military sports!: 

people organi~ed un1er the aegis of the International Military. Sports Councd; 

(CISM). Indian Afilned Forces are a member of CISM smce 1999. I~ 
September 2003, th~ Services Sports Control Board (SSCB) submitted a:1 

proposal to host the 4th Edition of the·. MWG at Hyderabad and; 

Visakhapatl1am. T~e competent financial authority (CFA), i.e the Raksh~ 
Mantri (RM), accorred .· in-principl.e approval to the proposal in the sa~~.· 
month at an estimated cost of Rs 20.32 crore. In November 2005, CISi_vj 

; ~::~:; 2~;7 )V!WG L 2007 to Indian Armed Forces for organising them inj: 

In June 2006, the Ministry of Defence (Ministry) sanctioned Rs 4-0 crore fo ! 
. the MWG22

, which {as to be equaUy shared by the three Services out of thei5 

Sports Funds. In afdi~ion, the Ministry sanctioned, in March 2007, Rs lOf 
crore for making pay;ment to the Andhra Pradesh (AP) G~vem~ent23 • Further,f 
on the request of SSCB, Department of Defence Production directed Defence 

I .. . . .. . I: 

Public Sector Units to contribute for the games. Accordingly, DPSUs 

contributed Rs 19 cr6re to SSCB by October 2007. Audit noted the followinJ · 
I . 

financial irregularitie:s in the management of project funds: 
• I • . . . . i . . . . ·. . . 

~ Projects exceeding Rs 100 crore require the approval of the Cabinet.; 

Although the ss:cB (January 2006) required funds in excess of Rs tod 
:crorefor the con~uct of MWG, a.proposalomitting work services was pu~ 

22 For incurring expertditure on hospitality, reception, transport, IT infrastructure etc .. 
23 For provision of inftastructure facilities, supply of electricity and water etc. · · 

. . . ..l . . .. . . . . . . . . . .. 
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up to the Ministry for only Rs 40 crore. Interestingly, sanctions amounting 

to Rs 138 crore in total ~ere issued for the MWG. . 

El It was decided to undertake the works services through the Capital Head 

· all~catio_ns of the respective Ser\rices as per existing works procedures. 

The works services were sanctioned by according 37 piece-meal sanctions 

costing Rs 78 crore from 2006 onwards. 

!!!I An amount of Rs 4.76 crore received on account of charges realised from 

extra CISM contingents was diverted to non-public fund between 

September 2007 and June 2008. 

El The money .received from the sponsors totalling Rs 0.84 crore was spent 

by SSCB without the sanction of the Ministry. 

" Additionally, unspent money to the tune of Rs 7.21 crore was not 

deposited into Government account. The principal amount and the interest 

thereon (Rs 28.14 lakh) is still held by SSCB in private. banks without any 

authority. 

1:1 · Entire amount of Rs 10 crore was paid as advance to AP Government in 

July 2007. However, no formal agreement was concluded with the AP 

Government for the Services to be provided by them. As a result, the AP 

Government did not furnish any contingent bills/ details bills to SSCB for 

the services provided by them. Audit also noticed that the electricity 

charges were estimated at the rate of Rs 16 per unit for 16 hours utilisation 

per day; against a rate of Rs 6.30 per unit which is the cmmnercial rate 

.. applicable in Andhra Pradesh. 

Thus, SSCB organised the 4th edition of MWG without obtaining the approval 

of the competent authority for the entire expenditure. Ministry failed to 

monitor the expenses incurred on MWG and the unspent amount has not yet 

been credited to Government account. 

The matter was referred to the Ministry in s·eptember 2009; their reply was 

awaited as of June 2010. 
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I . 

Reece pods, prncu~ed. by IAF, were llllo1l: selected rnr eva!uaitedl as pell" 
Defence Pir«Dcllllremrnent Procedurre~ The Pods lb.ave not met!: 
perforrmance par~metten iiim tJrials nirn: India. WlhliRe itllle IAJWs 
operati~nall need is yet fo be fulfnll!ed even afte:r a!most a decade, 
fa!l"ge ]plJl"l[])J[Mll!l"ti.((])Illl I o:ff the con.tractuaR payment, am@until!llg to 
Rs 611-tcrnre, has ~Hready been made to the vellll.dlo:rr. 

I 
A reconnaissance (Reece) system is used to collect intelligence data for• 

I . 
'operational needs. Ah aerial Reece system comprises (a) Synthetic Aperture 

. I . . . . . 
Radar (SAR) pods, (p) Electro Optic/Infra Red (EO/IR) pods and ( c) Ground, 

Exploitatio~ Stations/ (GESs). The EO/IR pod possess dual band capability in
1 

both visible and infr~ red bands with a data link for real time processing 0£ 

informatio~ whereas fheS~ Of:ers.real time, all wea~er day and night stand-I 
off strategic Reece capab1hty with sub-meter resolution. The SAR pods use 

. . I. . . . . ' . . I 
radar. for imagmg w?1le the EO I IR pods use a camera. EO/IR offers bette1 

picture qu~lity but ~hiey are f~~ weather systems that are adversely affected b~ 
adverse chmatolog1cal cond1t1ons. The GESs are the control centres for the 
.. · I ' 
pods on the ground and are criticai for information processing. · 

I . 
In November 1996, the IAF. contracted for 50 Sukhoi 30 MK1 (Su-30) aircraft; 

. of which ten aircraft/were expected to undertake a reconnaissance role. ThesJ 

ten Sukhoi aircraft were to be delivered, as per contract, without Reece Pod~ 
b~t in a condition I ready for installation of Pod in conformity with th~ 
submitted interfacesf. The Ministry of Defence (Ministry) issu~d a Request 

I 
' 

•Audit had commented upon the non-synchronisation in integration of th~ 
Reconnaissance ;system with the delivery of the last batch of ten Su-30 aircraft 

. . . . ..• I 
in Paragraph 1.4].1.2 of the Report of the Comptroller and Auditor General of 
India, No.4 of 20q6 (Performance Audit). · · · 

I . 
i 
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for Proposal for this equipment to seven vendors in 2002. Responses were 

received from only two vendors? Mis Thales, France and Mis !AI, Elta, Israel. 

Despite having finalised and categorised the Staff Qualitative Requirements 

(SQRs) I Operational Requirements (0Rs)2 between 'essential'3 and 

'desirable'4 performance parameters in August 2002, IAF re-classified six 

parameters during evaluation thereby reducing the transparency of the process. 

In 2003, the Technical Evaluation Committee 1Tiodified the parameter of 

"Electronically . Steered Antenna" from essential to desirable: Thereafter, 

during the on-site evaluation at IAI, Elta Israel, IAF re-classified another four 

· parameters5 as 'essential' on the grounds that these features were not available 

I mature at the time of issue of the RFP. Incidentally, when the second 

. vendor, Mis Thales was asked to provide all these features, the firm could not 

do so. Finally, just before eoncludirig the contract with the OEM in 2004, the 

IAF deleted an 'essential' parameter6 stating thatit was no longer required by 

the IAF. Although these changes were approv~d by the competent authority, 

the frequent changes were made to facilitate the procurement. of Reece pods 

offered by IAI, Elta as· it became the only vendor capable of meeting these 

ORs. Incidentally, the same TEC in 2003 had held that the performance of 

Thales EOIIR pod was superior due to newer technology but the 

developmental risks for the.French Reece system were greater. 

Further, while the Defence Procurement Procedure 2002 stipulates that field 

evaluation trials be conducted for any new equipment proposed for induction 

into Services, the IAF I Ministry instead opted for 'on-site' evaluations of the 

Reece Pods because the systems as specified in the ORs were not available 

and were still under development. The technical evaluation was of the IAI El ta 

system available on the F-16 aircraft and the Thales system on the Mirage 

aircraft. This was done despite IAF being fully aware t~at crucial elements of 

2 

3 

4 

The technical characteristics required in the equipment . 
Minimum e.ssential military requirements corresponding to the priority task or 
tasks to be. performed by the system, resulting from an in-depth critical analysis of 
the necessity of requirement 
All parameters other than 'Essential'. No vendor can be rejected if the equipment 
offered by him does not meet a 'Desirable' parameter. 

5 .·In flight con_trol and display facility, Synthetic Aperture Radar Mode enhancement 
.. package, Electro-optic/Infra-red modes enhancement, Synthetic Aperture Radar 

Interpreters Advanced Training. · 
6 Cockpit control and display system· 
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any such system, like the Man Machine Interface and Control logic, are 
designed exclusively ·for each platform. Hence, even though the on-s+ 
evaluation committbe did not have the means to assess the compatibility dr 
otherwise of the sys~e:rn: on the Su-30 aircraft, it accepted both systems for thb 
Su-30 ~ircraft. The ~AF, in support of its decision for 'on-site evaluation' haa 

.. stated that the Reccb system is not an off-the-shelf item which can be instane6 

on-a~y aircraft and [the platform wou~d require .extensiv_e modificati~n befo+ 
the system can b9 fitted, Accordmgly, while seeking approval for t~~ 

procurement of these systems, IAF had also assured the competent financial 
authority (CFA) tha~ suitable cJauses would be incorporated in the contract tb 
ensure compliance io performance parameters envisaged through 'Acceptande · 
I Flight' testing: 

Notwithstanding the above, the Ministry concluded a contract with Mis IAI, 
I . I 

Elta, ISrael (~EM) j in December 2004. for procurement of an aerial Rece:e 
sy.st~m, to be mte~ated on the Su..:30 aircraft, at a total cost of USD 136.6fl 
m1lhon (Rs 640.79 crore7

). The first lot of the Reece system was to H
1
e 

delivered by the O~M in March 2007. Most of the supplies were made 
between December 2007 and March 2009. 

Audit scrutiny revjled that while integration and flight trials of the SAR po~s 
were undertaken in !2008 and the same has been cleared for operational use ib 
January 2009, the Afnctionality of.the EO/IR is stiH to be proven by IAF due lo 
large number of pr~blems persisting in the system. Although the IAF foudd 
the system 'acceptlble' during_ Factory Acceptance Trials under laboratmlJ 

. conditions simulateh at the. OEM premises, it discovered that the pod desi~ 
had not matured aft~r conducting flight trials in India. It was also noticed ~~ 
audit that basic opef a ting software testing for Eb/IR pod was not conducted At 
OEM's premises de~pite contractual provisions for th~ same. As on date, evd'n 
though the IAF haJ conducted 24 out of the 30 flight trials stipulated in ttle 
contraet, the basic bperating software stili requires extensive testing and t~e 

I . ·. · · · II 
EO/IR has both hardware and software bugs. As on date (June 2010), tn;e 
On-Site Acceptanc~ Test to verify and demonstrate complete. functionality Jf 
the system in Indi~ is yet to be done. However, by August 2008, paymeAt 

7 

- I . 

I 
I 

1 USO = Rs 46.90-
1 
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· totaling to US$ 130,340,000 representing 95 per cent of the contracted cost 

had already been made. 

The progress of the projeet, with respect to creation of necessary infrastnicture 

for.GES at three stations has also been tardy. Works services, amounting to 

. Rs nine crore, were sanctioned by the. CF A to be. completed by 2007.. As on 

date (June 2010), the. cost of these works had increased to Rs 10. 71 crore. 

While civil works at one station were completed in 2009, the civil works at the 

·remaining two stations are expected fo be completed only by 2010-11. . 

Ministry stated in, November 2009, that the induction of any avionics system 

requires extensive laboratory integration and flight testing. A complex system 

like Reece Pod is no exception. Checks of operational compliance require 

checks of imaging capabilities. This particular aspect requires a large. window 

of fair weather conditions. Delay in the actual induction of the Reece assets 

can therefore be attributable to the availability of a good window with ideal 

weather conditions for flight trials. The reply furnished by Ministry is not · 

tenable as the project has been delayed by over three years from the originally 

scheduled delivery date. . Thus, adequate time was available with IAF for 

undertaking operational compliance for imaging capabilities in a large 

window 9f fair weather conditions. Besides, the requirement of fair weather 

conditions ought to have been factored iri at the contracting stage. Further, the 

delay is primarily attributable to non-maturity of design. 

To sum up, IAF adopted an approach in formulating its Operational 

Requirements in such a manner that they were aligned to the system offered 

by Mis IAI Elta. By deviating· from the prescribed procedure of field.trials, 

the IAF has accepted a system which has exhibited several hardware and 

software problems in inconclusive trials in India and is yet to be proven fully. 

The IAF did not ensure that critical integration was successful at OEM 

premises and· failed to safeguard Goverrinient ·interest as assured to· CF A, 

before authorising stage wise payments to the foreign vendor. Further, delay in 

provision of works servl.ces has lead to non-installation of vital imported 
. . 

equipment costing Rs 65.46 crore. Thus, despite spending Rs 611 crore and 

delay of over three years from the originally scheduled dates, the IAF remains 

devoid of a state-of-the-art strategi~ Reece system. 
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Aftlf Headquarrteirs procirnred the CTSW Microlight .Mrcraft't imi an 
unicom.petitive aimtl non-tram~pmrent m.anlllleiro There werre serfou~ 
fillllanciailiiriregunllatnties whille processiimg the prmiposali like release of 
advance ,pirio:r toj pfacing the supplly oJrdlerr, makinng bill paymeni _ 
before ireceipt of tlble aircraft, constitutioim of PNC after pfacement l!J)f 
order etco _ J - -' j: 

As a partof its Plalum Jubilee (75fu year) celebrations, the Indian Air Foj 
planned a ~Rormd t~e World'_ (RTW) Microlight Expedition. In Februa~ 
2007, Air Headquarters placed a purchase order on Mis Flight Design GmbH~ 
Germany for suppty , of one - CTSW8 Microlight Aircraft at a cost ot 

_- I ' ' - ' - I' 
Euro 95,7449 (Rs_ 56.40 lakhs10

). At the time of placement of order, the 

appr~val of the· co+p~~ent autho~ty, the Vice Chi,ef _of Air Staff, was no~ 
obtamed. The acq~1s1tion was given post facto approval by the competen~ 
authority in May 20(i)7. · - ' 

The !AF did not sho~-list I select the vendor or aircraft through either an opey 
bid or Limited Tender system despite comparable aircrafts being available, ill 
violation of Defencle Procurement Manual (DPM)11 provisions. Instead, ~ 
comparaii.v~ study 6r leading contemporary microlight aircrafts was pu~ ob 
record.-_ , The .!AF ~lso granted the firm -a Proprietary Article certificatd, 

thereby, processing f t~e procurement ~s a single _tender. F~er, ][AF. b~­
passed the DPM requirement of fortmng a Techmcal Evaluatwn Committee 

for scrutinising the b~oposal to 'ensure compl:i.~nce with technical parameter~ 
prescribed12• , 

Th~ DPM prescribes' that' commercial negotiations be conducted through a 
duly·-. constituted Pfice Neg, otiation Committee (PNC) which ~ould alsb ' ' l ' '' - -
8 Co~posite Technblogy Short Wing_ 

Cost of the microlight aircraft is Euro 90, 143 and air freight charges 
s,soo I , . -

9 

-~~ 1 Euro = Rs 58 .. 9q _ 
_ Para 4,9 and 4.10, of DPM 

12 
. P~ra 4, 11 and 4.1

1

2 of DPM 

I 
I 

I 
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determine the reasonableness of the price13
. Audit, however, found that a 

PNC was constituted after the order was placed and initial advance released. 
The vendor, even, trained the Indian pilots. At the insistence of Defence 

Finance, the PNC met on 14 March 2007, ill the absence of the vendor as the 
vendor declined to attend the meeting and recommended that the CTSW 
Microlight be procured. 

IAF sanctioned an advance amounting to Euro 21,000 (Rs 12.58 lakh14
) to the 

vendor on 5 December 2006 from outside Government funds and prior to 

order being placed. Interestingly, even the Request for Quotation itself was 
issued to the supplier on 12· January 2007. The competent authority 
sanctioned release of funds in March 2007 and the entire contracted amount 

was released as an advance 15 prior to delivery of the aircraft in April 2007. 
Ultimq.tely, IAF, on the advice of Defence Finance, sought the approval of the 

Raksha Mantri for exemption from DPM provisions regarding release of 
advance. IAF also obtained waiver of the Performance ·Bank Guarantee 

Clause. 

Ministry, in their reply (December 2009), stated that the aim was to set a 

world record in global circum-navigation, hence, all possible sources were 
exploited and then finally narrowed down to one particular type of aircraft 

which would suit the requirement. They stressed that the CTSW was a PAC 
item and inviting quotations from earlier suppliers did not arise. The Ministry 
added that the vendor had quoted the fixed global price for the Microlight and 

the same was verified and put on record . .As regards, the absence of the vendor 

in the PNC, Ministry stated that the vendor was invited by e-mail but declined 
to attend. Ministry also claimed that the advance of Euro 21,000 was made 
from funds outside Government account as the vendor insisted upon the same, 
without which the order could not have been placed. The advance was, thus, 
released after due deliberations to expedite the procurement with the intention 
that the same would be reimbursed from public funds after sanction by the 
Ministry of Defence: 

13 Para 5.6 of DPM 
14 1 Euro = Rs 59.90 
15 Balance amount of Euro 74,744 (Rs 44 lakh) was released on 19 March 2007, 

thereby, making 100 per cent payment to the firm 
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Ministry's arguments do not address the core issue as to why the IAF chose 
not to adhere to the procedures prescribed for tendering, price negotiation and 

1 

. .. I . . . . . . : 
release of funds artq instead got these actions and decisions regularised i 

. . . I 

subsequent to placement of the orderc . . . . I . . . 
Thus,· the proclirement · of the CTSW Microlight Aircraft by . Air Force : 
Headquarters did not hdhere to the canons of financial propriety, which would i 
set an undesirable pre~edent for futtire procurements. . · 

I 
. I . 

Cmm tir21ct I\t1fat!l1lagem:eimt 
. , I . 

I 3.3 u Jllldeir utHi~atfon of in.frastirlidrutre created IJ. 
I ~ 

JEsfablishment of la blade mammfadunJriimg facility? at a cost taf 
Rs 72 ciroire? has been dlefayed· on accouH11t of over=optftmistic 
assessment of tlhle existing capalbi.Riitnes. The facilities so cJreatedl 
WOWdl iremaftn laJrge~y Ul!lldlell"=Utilised due to Illlllflated estlimatimn O:f 
.reqUJJ.iJrement§. D1lll~ to absence of a foirmal contirad? the vendo.r has 
not been penali!Sled for the dellay. · 

. I I 

In August 2002, Ministry of Defence (Ministr")'} ac~orded sanction, for setting : 
up ofa Blade Manufabturing Unit (BMU) at a tot~l costofRs 71.9916 crore, at; 
Hindustan Aeronautic1s Limited (HAL), Koraput for indigenous manufacture i 

of turb~e/compress?rllb.liades of aer. o~engines of Mi-8./ Mi-17 helicopters and i 

AN-32 aircraft. The facilities were t.o be established by August 2007 and :
1 

would have potential (or effective use.till 2017-18. TillMay 2009, Indian Air i 
. . ' I··: ·. . .. . . ' 

Force QLAf}h~d releared a sum ofRs 53.76 crore (i.e. 75 per cent of project : 
costs) to HALfqr the project. . . 

J[ Tllne project, las based Ollll umreal!isti.c assessmellllt oJf 1re«J1111lilrementt 

. of bla~~s . . ,1 . · ' . ·. . . 

The sanction for the project was b~sed on the assumption that the IAF woulid 
. . requrre 53,290 blades annually ·for the· Mi-:-8, Mi-17 and AN-32 . . . I . .. . 

helicopters/aircraft ... rhis_ projection was based upon the consumption levels 

. I . . .. 
16 

· Inclusive of Rs 60.3p crore for machinery ahd civil work and Deferred Revenue 
expenditure of Rs 11.66 crore for des;ign, tooling and trials etc. 

. I . . ... ... . .. . · ... 
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of 1999-2000 without taking into account actual force levels which would 
prevail at the time when the BMU would be cmerational. Audit noted that, 

majority of the Mi-8 helicopters, which accounted for approximately 62 per 

cent of the demand, would be phased-out in stages by 2016. fu fact, by June 

2009, the actual requirement for these blades had come down to 26,978 
annually (i.e. 50.62 per cent of the original projection). 

. . . 
Incidentally, in March 2004, the Directorate of Indigenisation had suggested 

alterations in the project well before the tooling stage on account of phasing­
out of the Mi-8 helicopters so that both public money could be saved and the 

facility could be more productively diverted to enhance similar capacity for 

other type of bla~es. 

Although the benefits of indigenisation cannot be quantified, yet it is pertinent 

to note that, as per the proposal submitted to the competent financial authority 

for approval, the BMU was expected to start generating profits from 2013 if 
the originally scheduled milestones had been achieved. These profits were 

largely based upon the sales of the Mi-8 helicopters. However, as 20 per cent 

of the Mi-8 fleet would be phased out by 2013 and majority by 2016, the 

investment made in the project may not be able to yield enough profits to 
compensate for the original cost. 

lIT The project is also delayed 

As on date (June 2010), the project is far behind schedule and is likely to 

become operational only by September 2010. HAL, in February 2008, stated 
that the delay is attributable to the fact that a project of this nature was being 
developed for the first time by HAL, there was no Transfer of Technology 

available and the blades were to be manufactured by reverse engineering 
processes. 

JIU No formal contract was signed with HAL 

It was also observed that despite the Financial Advisor's advice to the 
contrary, Ministry sanctioned the project without any formal contract with 
HAL. Thus, the rights and responsibilities of the contracting parties remained 
undefined thereby creating a project environment with little accountability. 
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I 

This betamO eviden1 as after the. initial sanction of August 2002, two rnvis°'J 
sanctions were issued altenng the payment milestones and extendmg th¢ 

I · . · r 
expected date of co,pletion. The usefulness of the_ facility, already restricteq 

by.the reduced demand, has been further undermined by the delay. · : 

The Ministry, ~ DJember 2009, defend~d tlie sanction for the project on the 

grounds that there w~s a need to deyelop indigenous capability so as to reducJ 

dependenc~ on foreikn suppliers and ~o ~ountry was willing to part with thiJ 

criti~al technoiogy. [ Ministry, agree? that the initi~l projectio~ for blad~ 
reqmrement was made based on the actual consumpt10n record till the year 

I ; • - . II 
-1999-2000. They; nowever,. added that the views of the Dlfectorate of 

Indigenisation were hot disregarded and the utilisation of the excess capacid­

of the Biade Manuf~cturing Unit is under active consideration of Air HQ i1 
consultation with H6adquarters Maintenance Command. Ministry also state4 

h h . . I . d hr h G . 1 · . · f Ii t at t e project was sanctione t oug a overnment etter smce it was o a 

development nature. 

'Ministry's reply is ~ot_tenable as IAF .. and Ministry were well-aware ofthT 

phasing-out schedule of the helicopters. Even now (June 2010), three years 
. • - . I . . . ~ 

after the . f~cility waf supposed to hav_e commenced production, IAF has nof 

been ~ble_ to put forth a concrete p~oposal for utilising the excess capacity of . 

almost 50 per cent. I Incidentally, in June 2009_, afurther extension has beeID. 

sought till September 2010. As regards Ministry's contention th~t no countJ 

was ~illing to part 
1

!with this techriology; the argument is not Gonvincirig ak 

HAL (Koraput) had
1 
ifl:digenised the aero-engine blades of the MiG 21 an~ 

. . , . . . . . I 
MiG 29 under transfer of tecluiology. In fact, HAL's lack of expertise in this . .. . . - I . . . . . . . . . . . ' 
area has been a critical factor in delaying the project. · · ' 
' ' ' '·_ ' .I ' ' ' -. ·:_ I 

' '' 

In brief, the blade manufacturing facility at HAL, Koraput was planned on 
. . . . I .. - . . . -. - . 1 

wrong assessment of requirements. The project has also been undermined by 

a lack of honest ap~raisal of the capabilities ()f HAL. To blame 'inadequatf 

knowledge base in the country' is a fait accompli as this factor shoulid, 

· howeve~,' have been known both to Ministry and the Company. The lack dr 
·. . - ·.. . I: 

capabilities was borne out by the fact that HAL itself admitted that the ris~ 

' would be high. t~e absence of a formal c~ntract further compounded thb 
· problem leading, toj delay and grant of repeat~d extensions. Despite + 

expenditure of Rs 54 crore, the IAF has_ not ga111ed commensurate benefits. 

- I - . . -- ~ 
49 



i 

Report No. 16of2010-11 (.Air Force and Navy) 

Since the facility is likely to be completed only by September 2010, its utility 

would be limited in view of phasing out of the aircraft for which this facility 

has been created. 

Failure of an IAF Equipment Depot to conectly classify the repair 
task of a damagec!l aero-engine Ul!Hllder wa:inrallllfy fted to an avoidalblle 
expenditure of Rs 1.09 c:rore . 

. The Ministry of Defence, in March 2006 concluded a contract with Hindustan 

Aeronautics Ltd (HAL), at a total cost of Rs 1,710 crore, for supply of Jaguar 

Twin Seater aircraft, spares and TTGE17
. The aircraft and spares carried a 

warranty of 12 months or 150 operational hours from the date of acceptance or 

date of installation and commissioning whichever is earlier. The contract also, 

·inter alia, stipulated that the warrant)' for the unserviceable equipment would 

be extended by the period of down time: 

""' 

Against this contract, HAL supplied, in October 2005, an aircraft to IAF, 

which· was allotted to an· Air Force St~tion in Bangalore. The aircraft 

remained with· the AF Station for about a year, during which it was available 

for flying for only four and a half months. In October 2006, the aircraft was 

transferred to an Indian. Air Force Wing located in Pune. A month later, the 

aero-engine fitted on the aircraft developed a snag and the engine RPM18 

dropped below the permissible limits, although it had completed only 70. hours 

of operation against a Time Between Overhaul (TBO) of 1,200 hours. The 

concerned Wing,· therefore, rejected the engine and sent it to the designated 

Equipment Depot (ED) of the Indian Air Force,' which in tum allotted the 

engine to HAL for repair in March 2007, Audit scrutiny of the case revealed 
the following: 

.~ The contract concluded in March · 2006 . provided . that . if within the 

warranty period the goods are reported by the Buyer to be 

uns~rviceable and not available for flying, then the Seller would either 

17 Tools, Testers and Ground Equipment , · 
18 

· Revofutions per minute · · . 
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replace or ~ectify them free of charge. Although, the aero-engine .as 
I ·· ·' I: 

under warr~nty when it developed snag on 17 November 2006, the ~D 

allotted thd aero.,engine fo HAL against the regular task rather ~1an 
clas_sifying I itas 'under ';'arranty repair'. As a result, the repair !of 

engme wa~ not done free-of-charge . and IAF made a payment !of 
Rs 1.09 crore for the same to HAL m. August 2006 and Novemoer 

2007. . I · · . . .. · . . ·. . . ·. ~ 
)';;> . HAL agreef in :.l)ecember 2008, that· the. ~ngirie 'Yas re_ceive~ agai,st 

regular task:. They added that warranty· claims for the said engme were 

not received through proper authorities,· with prescribed documentati~n 
I · · 1, 

in the specified. format and hence, the engine repair could not pe 

. claimed ·1~t warranty claim. 

The Ministry state1, in February 2010, disagreed with audit and stated that !fe 

engine was not underwarranty on 17 November 2006 when it developed *e 

snag as the aircra~ was inducted in Air Force on 17 October 2005 and, thds, 

carried warranty o~ly up till 16 October 2006. Reply of the Ministry is 5;ot 

tenable as IAF failfd to take cognizance of the fact that between 17 Octoo
1

:er 

2005 and 16 October 2006, the aircraft was not available for flying to ~ir 

Force for 51 days 1ror the reasons attributable to HAL. As noted above, tbe 

contract explicitly [provided that if·the goods were not available for flyi~g · 

within the period ofwarranty then the warranty period would be extended iy 
I . · . . i 

such period of down time. Thus, the warranty for the aircraft as well as tl).e 
- .· I ·. . . . 
aero-engine stood extended by 51 days to 4 December 2006: 

I: 
. The 'ED fail~d to ~xercise the contractual terms and conditions and thus, 

1 
a 

repair task which Jas to· be tindertaken under warranty free-of-cost was taken 

up as a regular task on payment basis. This resulted in ~ avoidab e 
expenditure of Rs 11,.09 crore by IAF. · 
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Miscellaneous 

3.5 Foregoing of revenue due to non-rev1s1on of licence fee 
rates for residential accommodation 

By not reVIsmg the License Fee rates in respect of residential 
accommodation every three years, Ministry continued to make 
recovery at older rates resulting in foregoing of revenue totalling 
Rs 13 crore. 

The Government of India provides residential accommodation to a number of 

its eligible employees with the Ministry of Urban Development (MUD) being 

responsible for the administration and management of such residential 

accommodation. The Government also recovers a license fee (LF) from the 

Government servant for the use of such accommodation. The license fee is 

required 19 to be revised every three years and the MUD has been adhering to 

the prescribed interval for revision of LF. 

Ministry of Defence also provides residential accommodation to serving 

officers. This Defence Pool Accommodation refers to such accommodation 

constructed or hired by the Ministry of Defence and accommodation 

constructed by Ministry of Urban Development but included in the Defence 

Pool. A Group of Ministers (GoM) in, May 1987, inter alia set out that the 

Ministry of Defence may fix a package of suitable rates (License fee) for the 

accommodation under their jurisdiction on the basis of principles laid down by 

the Ministry of Urban Development. The GoM also approved the recovery of 

LF from service officers @ 50 per cent of the rates notified by MUD, owing to 

trans-India location and varying condition(s) of the dwelling units. 

Accordingly, the Ministry of Defence, in January 1988 notified the LF 

chargeable from servic~ officers for Standard and Classified Defence Pool 

Accommodation. These rates were made effective from 1st July 1987 and 

were subject to review after a period of three years. 

19 In terms of Supplementary Rules 
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Audit scrutiny of documents leading to the revision of license fee by ti\e 
Ministry ofDeferic~ revealed the following:- . . . . i 

)- The Minis~ of Defence did not review/revi~e the rates of license f~e 
every third !year, :~s prescribed. Post 1999, the revision of license fit~e 
was required to be made effective from April 2001, however, t. e 
Mini~try .ofiDefence revised the rates with effect fro~ September 20 1

, 4 
• . . . I 

only. ; 
I 

·C·~.. . . . I 
As of Ap~H 2001, the. Defenc_:e _§.~JfV~~-Lh~<:L_JLJotal QL35,6f 

. residential dwelling units. The non-revision of LF for the period from 

A. pril 2?011 · t() S. epte~b~r 2004 led to · foregoing of revenue worl:.! h 
Rs 12.44 crore20 at a m1mmum. 1 

Further, ari.Lher revision of license fee was required to be made with 

effect froml_July 2o07, ho~ever, it was revised from May 2010. T~e 
non-revisioh ofLF for the period from Juliy 2001 to April 2010 alsO'lbd 

to a min:i.mJm foregoing ofrevenue worth Rs 56 lakh. I 
.· I . ·. . . , 

To sum, Ministry has not followed the prescribed procedure for revising tee 

license fee rates. [for the residential accommodation occupied by serv~pe 
.personnel every thl:ee. years. The foss of revenue due to this delay, on a v~ry 

conservative estimhte, is about R~ 13 crore. · J: 
The matter was Jferred to the Ministry in September 2009; their reply 

1

as 

awaited as of June 2010. 

' 

20 · Computed aft~r applying a 10 per cent redU1;:tion .. to the total holdings of dwelllng 
units to cater lfor disuse/. non-allot~ent et?. The lowest slab of LF rates j:e . 
Type 'D' and 'E1' has been applied to calculate the loss to the Excheq1:1er 
assuming that 5.0% of the hou~~~ falLin th_e category of 59 to 75 sq.mt. andliup 
to 130 sq. mt and remaining 50% are upto and above 159.5 sq .mt. ·I 

. I . . • ···'·". . . .I 
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Ministry off IDe:tfeJrn.ce authorised overseas t:ransporfati(})Jlll of 
cm~fainers in excess of that presc.ribed by the United Nations 
Peacekeeping Force for the- p1111rpose of claiming reimbunirsememnt As 
a .. resultt, the Jindfan .Gove.:rn~ent incuned avoidable extra 
expenditure to tlhte extent of Rs 38.96 fakl!n. 

Irtdian Airfield Services _Unit EIASU) was deployed in September 2004 in 
~Kindu;-:Demo.cratic/Republic of Congo (Co~go) as- part of anfudian Air Force 

Uriited Nations (UN) Mission (MONUC)~ The Mission was deployed for one 
- . ' ' 21 

·year for which the cost of deployment of equipment and personnel , cost of 

maintenance and services and. the cost of repatriation to fudia on termination 

of the Mission, were to be reimbursed as per the MOU22 entered between 

UNDPK023 and the Indian Government. Though the initial deployment was 

for a period of one-year; however, the deployment was continued till 2008 

through three; rotations. The Mission tenure was terminated with the UN 

Mandated repatriation of the IASU-lfV contingent after end-September 2008. 

The Indian Air Force transports.Mission-specific material through containers. 

As per .the MOU, the IA-.SU was authorised 16.5 containers24 for which the 
United Nations.would bear the cost of transportation to the Mission area and 

back to India consequent on repatriation of the contingent. 

It was observed that the Mission on termination ·possessed 38 serviceable 

containers, an excess of 21.5 containers against the prescribed authori~ation. 

Air HQ stated in, October 2009, that self sustenance of the contingent was the 

responsibility of the Government of India and for self sustenance, upkeep and 

maintenance of vehicles equipm~nt, the Government had sertt an additional 15 

containers. Audit, however, noted that the fudian Air Force was able to 
negotiate with UN re-imburse,ment for 23 containers during induction. Thus, 

15 containers during induction were transported at a cost of Rs 38.96 lakh, 

21 As mandated by the UN 
22 

· Memorandum of Understanding' 
23 United Nations.:... United Nations-Department,of Peace Keeping Organisation 
24 Containers are of different types viz; 20 feet Sea Containers and 10 Feet Yak 

Containers -
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borne by the Government of India. During de-induction25
, the IAF was able to 

claim re-imbursement for the costs of transportation of 2726 containers which 

returned to India . 

Ministry stated in May 20 l 0 that MOU was only for one year initially but at 

the request of UN three rotations took place each requiring additional 

containers to be taken to Missions area. Further, Ministry stated that IAF could 

not have claimed reimbursement for the extra containers as self sustenance 

was the responsibil ity of Troop Contributing Country. Ministry's reply is not 

tenable as the period of deployment of the Mission was increased from one 

year to three years and the Government should have re-negotiated and 

obtained prior approval of the UN for shipment of the additional 15 

containers before deployment as per UN manual. Further, the fact remains that 

IAF was able to obtain reimbursement for the additional containers at the time 

of de-induction. This would also have been in line with the principle of cost 

neutrality, i.e the cost of deployment incurred should be equal to the 

reimbursement being received from the UN over a given period of time. 

Thus, due to inability of Government to negotiate and obtain prior UN 

approval towards transport of additional containers, resulted in a fait accompli 

situation causing an avoidable expenditure of Rs 38.96 lakh. 

I 3. 7 Savings at the instance of Audit 

An amount of Rs 3.40 crore was saved in two cases after having 
been pointed out by Audit. 

During the audit of Administrative Approvals (A/As) for works services 

accorded by Air HQ and HQ Western Air Command, following instances of 

lapses were noticed. Acting upon the advice of audit, the auditee initiated 

25 UN inspectors in the Mission Terminal Inspection found ten of the available 
containers with the Mission as no longer seaworthy for the purpose of 
repatriation. However, as these containers were in excess of the authorised 
serviceable containers for the purpose of repatriation, no reimbursement by way 
of forced loss could be claimed and the containers were gifted away as charity to 
another country's (Bolivian) Mission. 

26 One yak container was put inside a sea container to cut down on space, making 
total number of containers returned to India as 28. 
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necessary action resulting in savings of Rs 3 .40 crore to the exchequer in two 

cases, Each case is discussed below; 

Case lI 

Air HQ, in December 2006, accorded an Administrative Approval (A/A), at an 

estimated cost of Rs 3 .30 crore, for construction of 72 quarters for civilians at 

an Equipment Depot (ED). 

Audit scrutiny revealed that: 

s ., Despite the fact that the ED already possessed the authorised number 

of quarters for civilians, vis-a-vis that authorised in the Scales of 

Accommodation for Defence Ser-vices 1983, the A/A was accorded in 

December 2006 for construction of additional 72 quarters. 

® Certain Type-I quarters were vacant and there was no waiting list for 

occupying them. 

On this being pointed out m , audit (April 2008), the Al A accorded in 

December 2006, was cancelled in August 2009, thereby, resulting in a saving 

of Rs 3.30 crore. 

The matter was referred to the Ministry in September 2009; their reply was 

awaited as ofJune 2010. 

Case ll 

Headquarters Western Arr Coillmand (HQ WAC) accorded Administrative 

Approval (A/A) in September 2007 for additions i .alterations at a cost of 

Rs 9.70 lakh, to a building at an AF Station, housing a Unit-run Canteen 

(canteen). In October 2008, audit scrutiny revealed that the Al A was irregular 

since the canteen was a Non-Public Fund venture and Government funds are 

to be utilised for bonafide Government activities only. The Station 

Commander accepted the error in November 2008, leading to the cancellation 

of the A/A by HQ WAC in December 2008. 

.· - .·• .- ... 1· ,· ·-

The Ministry accepted the facts in February 2010. 
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Procll.llirement 

Despite the fact th~t two Kam({)V 25 lbte!k({)pteirs.witlb. the Navy wet$ 
l!llnd ~md in a poot material state witlhl virtuailly nilD prnd1!1lct supprnrf, 
Minisfry of Defehce condundl.ed a contirad with a foireign fiirm fo~ 
their oveirhaud at! a cost of Rs ll@.~8 cnn-~. Not .([mly was the quali+ 
of tlhte overlhlat~R ~Ol!)Jl" b~t expelllldll~UJ!"e amoruumting to ~s 8.14 crorr 
became unfrmt:fuR as Jtlymg opeir:mti@ns mm these two hebcopteirs weir

1
e . 

diiscoJ!lltinued dilll!~ tl!Jl seveire defects in their engines. Renate~ 
procmrement of ~pare KA 25 engines al!iio beicame wasteful ats tlh~ 
engines coulld not( be 1llltillised. •· · .-· Ii 

Indian Navy acquir~d in 1980 seven Kamov 25 (KA 25) helicopters from l 
Russian Company (Kamov Co) which were fitted on board the Rajput class df 
ships. With the- losJ of one helicopter at sea, IN was left with an inventory df 

six such helicopters.: By 1986, it also stopped production of GTD-3M engine~, 
which powered these heH<;:opters. By 1997-:98, the OEM also ceased a~l 

product support 'ices for these helicopters. . 

1 

In February ~005, Headquarters Naval Area, Goa proposed the overhaul ~f 
two helicopters b~ _M/s Spetstechnoexport Ukraine (Mis STE). Produ1f 
support for these I helicopters was available only from this Compan~. 
Integrated Headqujrters (Navy) advised in April/May 2005 against sucp 
overhaul on the ~ounds that (a) these helicopters were already too old, 
(b) maintenance, evfn after the overhaul would be difficult, as engines, mai~ 
gear box and rotor rlades would be only refurbished and they woulidnot b~ 
new, and (c) proposed overhaul of these helicopters would not b~ 
econotnically viable\proposition. . i · 

Notwithstanding su~h reservations, the case WaS processed and Ministry <jr 
Defence in Deceiber 2005 issued . the Request for Proposal (RFP) to 
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- -

Mis STK The coritract was finally concluded in May 2006 for an amount of 

US $ 2.32 million (Rs: 10~38 crore1
). The overhatiL~as to be completed by 

- - . 

Janua{Y and March 2007 with a post overhaul life of 5~0 hours/five years. An 

agreem.ent for some additional works wa:s concluded in January 2007 _ for 

another\us $ 606,450 (Rs. 2.73 _ cro~e2). Delivery schedule of both the 

helicopters W?s later revised to May2007 ,' 

.· .. · - -· . 

The helicopters -were received .in April 2007. but could be accepted. only by 

-- June 2007 as several defects_ found by the Test Team had to be rectified. 

Finally, the Test Team found that (a) the material state of the helfoopter ·after 

the overhaul was satisfactory (b) all other structural fittings and state of on 

board equipment were . satisfactory -and . ( c ) husbandry state: of the helicopter 

was found to b~ satisfactory. However, due to the presence of minor defects 

detected during the assembly and acceptance, the test team recommended a 

requirement for improvement in quality of overhaul. The IndianNavy also 

. observed in another correspcinde~ce a conspicuous deterioration in obse:rvance 

- of quality standards by the Ukrainian c;ompany: ·In fact; in l~ss than orw month 

of its acceptance, the parts of engine exhaust of one helicopter shroud 'blew 

off. Both the engines were replaced, one of which' again developed defects in 

July 2007. The engine was repaired again .. In July 2008;_ engine· of the other 

overhauled helicopter caught fire: In September 2008, merely within a year of 

the overhaul, all flying ope:rations of the Kamov fleet were discontinued. 

Indian.Navy had separately procured four refurbished GTD-3M engines with a 

minimum residuaUife of 500 hours froni Mis Hazel VK Ltd, l.!Jaaine at a cost 

of US $373,440 (Rs.L74 crore3
). Ofthe_se four, two were fitted in one.of the 

overhauled helicopters. The other two engines had never been put to use. 

Thus, the decision of the Indian Navy and Ministry of Defence to uv_erhaul 

two helicopters despite their 1970 vintage and lack of facilities for such 

overhauling led to an expenditure of Rs 13.11 · crore without any commensurate 

benefits. 

Ministry of Defence stated, -in J~muary 2010, that the KA helicopters were 

procured as an integral part of the first three Kashin class destroyers and it was 

· 1 . 
1 USO= Rs44.74 

2 1 USO = Rs '45.02 
1 USO = Rs46.59· 3 
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·. . . . . I . . . . ·. . . . . . . . . . . /: 
· envisaged that the hJlicopters would be in operation till the. ships were in ; 

·, .. · I . . . .· .· .· 
opet~ti_on. Further, t~e shelf life. of the operation .of one of the ships has been • 

extended .to 2018 and similar extensions were being planned for other two , 

ships. It w~s; therefdre, decided to keep the helicopters in operation till such 
. . . . I .· . . .· 

time· the ships ·were pecommissioned. The ·Ministry -also confirmed that the ' 

· flying operations of KA 25 fleet had to be stopped ·due to sudden spurt in' 

defects in the engines! due to ageing of internal components~ . . · 
. . I - . - - . . • I . 

i . . .. 
Ministry's intention that the helicopters should be kept in operation as long as. 

the Rajput class of sliips were· in operation should have had a reahfy check as/ 

by the time it took the decision to overhaulthe last tWo helicopters, the· OEM 

had stopped production and support. Th~ decision also ignored the opiniorl 

that suchoverhaulin~ was not eco~omically viable. Indian Navy. and Minis~ 
-were also aware that the overhaulmg would be done. by refurbished parts a~ 

new parts w~re not ~vailable.. An expenditure of more than Rs. 13 .1 i crorJ 

thus did not bring ani)r benefit whatsoever to Indian Navy. . 
I 
i 

Miinistcy il!llcuned al!I\ ii.IID.fn.llctu.mns expenditure of Rs 19.19 crnre oiln 
procu:reme!lllt l[Jlf ,E!ed.ronic Warfare Systems .foir non-exiistent l[JI~ 
already phasei!ll out aircraft· Besides, given the phase oUllt sclhle~udb 
of the afrciraft Jfl!e~t, two AES-21@ systems and three HOMI system!§ · 

· I I• 
procured for Tu-'142 M. ·aiirciraft would be exploited fo.r' Iless tlbl.al!ll 50 
per cent of their useful life. . . ' . /, 

. I . I' I ·.· . . . . . 
As a part of the Naval Integrated Electromc Warfare Programme (NIEWP~, 

the Indian Navy ~as to induct and fit Electronic Warfare (EW) System~, 
during 1994-2003, bn eight Tu-142M, its maritime patrol aircraft.· The plJn 

involved indigenou~ development of EW systems. In. June 1995, Ministry bf 

Defence (Minis~) sanctioned Project Sangraha for the. indigenois · 
development of EW systems by DRD04 for various platforms ·of the Indian 

. Navy .. The project! inter. alia, included development of the airborne ES~-
. . I · · · · I 

HOMI (Homi) system for fitment on the Tu-142M. The system was to be 
- · 1 · . ·. · · I 

4 1)ef~nce Resea~ch and Development Organisation, an entity under the Ministry. 
·o.f Defence / · · · 1· 

. I . . . . 
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productionised by Bharat Electronics Limited, Hyderabad (BEL). Under the 
project, five Homi systems were to be made available to Navy by June 2000. 

Prior to this, in October 1994, in order to bridge the gap between the 
operational requirement and indigenous devefopment, Navy proposed the 
procurement. of six EW systems through import. Owing to the liµrited 

inventory of the Tu-142M aircraft with Navy and the on-going indigenous 
development of the Homi system, DRDO in February 1996 recommended 
procurement of only two imported systems. Consequently, Ministry in 1998 
assured that any import of EW systems in excess of these two or after 2000· 

would be undertaken only after consulta.tion with DRDO. Thereafter, Ministry 
(August 1999) concluded a contract with Mis Elisra Electronics Systems Ltd, 

Israel (Elisra) at a cost of USD 4,562,150 (Rs 19.92 crore5
) for the .supply of 

two AES 210 ESM I ELUNT systems.and associated modifi.cation of four Tu-

. 142M aircraft on the ground that the two systems could be removed and 

refitted on the four aircraft on an .'as-required' basis. The mo~ification also 
implied that these Tu-142M aircraft would be compatible only with the AES · 

210 ESM I ELHNT systems and hence, would not be able tO carry the 
indigenous Honu system. 

- . -

Despite the assurance given to DRDO, the Ministry, in January 2006, 
concluded an~ther contract with Elisra for proclire~ent of two more AES 210 
systems and spares for supporting all the four originally modified aircraft at a 
total cost of USD 4,150,000 (Rs 19.09 crore6

), ~n the plea that the frequent 
r~moval and re-fitment adversely affected the efficiency of the systems. This 

. was done despite the fact that IN had drawn-down one aircraft in 2006 and 
was holding only three Tu-142M aircraft which were compatible with the 

AES-210 system. Resultantly, Navy was left with one AES-210 system in 
excess of the requirement -leading to an infructuous expenditure of 

Rs 9.55 crore. 

Ministry, ID.- their reply, of October 2009 stated that the decision to 'draw 
down' on'e aircraft was taken much later than the decision for installation of 

EW systems an:d that the 'drawn down' aircraft had not been :removed from 
the inventory and should there be need in future, it would be recovered and 

5 

6 
1 USO = Rs 43.66 
1 USO = Rs 46.00 
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I 
.exploited .• The reply. is not Jenab le as· the life of the aircraft was not extended 

after 2003 which indidates that the possibility of bringingthe aircraft back into ' 
I . , 

service is remote. I . · 
I 

Meanwhiie, the devel~pment and installation of the Homi system, which was ' 

to have been comple~ed by 2000 was also delayed. Ministry could conclude 1 

I 

the contract with· B~L for five systems only in October 2002 at a cost of_ 

Rs48.21 crore. Ho\,\\ever, the system was proven successful in flight trials in 

January 2005 and, th~reafter, in August 2006 Navy placed a supply order at a 

cost of Rs 3.11 crorb for installation of the Homi systems on four Tu-142: . . . I . 
aircraft. Thus, as N~vy held only f~ur aircraft for which five Homi systems, 

were ordered, the prbcurement resulted in excess procurement of one Homi' 
. I . 

system costing Rs 9 .64 crore. ' 
I .· . 
I 

IHQ MOD (Navy) ~tated, in April 2009, that. one Homi system would bef 

maintained as a 'hot ~pare'. The reply is not tenable as the concept of holding" 

a 'hot spare' was neier deliberated at the time ~f conclusion of the contract.[ 

Besides, the secoJd contract concluded for installation material and' 

commissioning incluhed charges for five systems. Moreover, it was noted thai 

the ·first system deli~ered by BEL wa~ used for trials and was planned to bcl . 

removed and sent fo~ training purpose to Naval Aircraft Yard while the fift~ 
I . . •. 

and last system would be installed later on the same aircraft. I . . . 
I . . .· , 

Audit also,observed}hat the systems (AES-210 and fJomi) both have a usefuf 

life of 12 Y2 years. lfhe utility of the systems procured in 2006 and instaUed 

after 2006 would bb restricted in: view of the ·limited residual life of thJ I . . I 
Tu-142M_aircraft asrthe three Tu-1.42M aircraft compatible with the AES-219 

systems are schedul~d to be 'drawn-down' by 2010-11. As regards the aircraft 
. . . . . . ' . . . . . ! 

on which the Homi is installed, the life of one aircraft is till 2010, up to 2011 ·I . . . . . . . I 

for another aircra~ apd upto 2017 for the remaining two aircraft. 
I . 

In brief, Mi~istry. ihcurred an infru~tuous expendihrre of Rs 19 .19 crore ~n 
I " . I' 

procurement of two !systems in excess of requirement.. Besides, two AES-210 

systems and three ~omi systems will be exploited for less than 50 per cent o~ 
the foll span of their/ useful life. . . 

i 
! 
I 
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Naval authoriities igllll.ored cilear evidence that pllllmps off~red by a 
vencfor were 1lllllli.S11l!itable and_ instead purchased 4141 such pumps 
worth Rs 4.56. crnre Jf.rom the vendor. Subsequel!llt to dellivery, the 
pumps coulld! llllot be insfalllled on-bmurdl the ships they were meant 
for: due fo fitment problems. Thus, these ships, even six yean afteir 
many of the pumps being dledated ABER7

, conti.llllu.e t([)) «11perate with 
the old pumps. 

: The Veer and Ab hay class of ships, _of Russian origin and _commissioned in the 

Indian Navy (IN) since 1988, have on-board different types of pumps. 

Replacement of these pumps by the Original Equipment Manufacturer (OEM) 
- . . 

-has not been possible due to their obsolescence and difficulty in procurement. 

In 2003, Integrated Headquarters .(IHQ) Navy directed Headquarters Western 

Naval Comm.and ·(HQWNC) that a board of officers .(board) may be 

_ constituted _to examine the feasibility of installing indigenous pumps as 

replacement for the Russian-made pumps. Accordingly, HQWNC constituted 

a Board of Officers (Board 'I') in July 2003 to carry out a study. to identify a 

- suitable indigenous substitute. out of the -offers received from three firms, 

namely, Mis BE Pump, M/s SehraEngineering and Mis Johnson Limited. 

In respect of a critical auxiliary-pump, i.e. the Fire Main Pump, the Board ('I') 

found that the technical specifications of the pumps offered by all three fimis 

matched those of the ~xisting pump, however, pumps offered by Mis Johnson 

required modifications to be made on the ship by the Navy while the pumps 

offered by the other firms were one-to-orie replacements. Therefore, the 

Board ('I') recommended (February2004) that the pumps be trial evaluated by 

installing on-board an operational platform for six months for performance 

monitoring and evaluation._ HQWNC, while concurring (Feb~ary 2004) with. 

the Board CI') findhigs recommended that the firm offering a one., to-one 

replacement and willing to undertake replacement oh a tum-key basis be given. -

J_Jreference. 

Though, one-to-one replacements were available, in May 2004, IHQ Navy, 

citing reasons of 'standardisation', directed HQWNC to carry out another 

7 
- Anticipated Beyond Economical Repair 
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feasibility study. ofl the pump offe.red by-.1\,f/s .. Johnson o!!ily. Jn Septemb.~r. 
2004,l!QWNC conlfirmed the suitability oftheJolrmson-nia:kepump and IH«Q •. 

Navy also gave ap~roval for its installation; .However, as' ~us study had n~t . 

considered the feasibility of actual fitment on-boar4 the Veer andAbhay cfad~. 
of ships~ in F ebruar} 2005, HQwNC issued ditectives and co11stituted artothdr 

Board ofOfficers(~oard.'U') for certifyingthesuitabiHty ofil)lstaUation·ofthb . 
. ·: I· . ' .· . . . . •· . 11 

Johllson.::make:pumps; .. The Board'('H') re-confifll1ed the'findi.ngs of the first 

.··.Board (2004) that the pump was not a one-:to:;-oneireplacement and opserve~ 
·that th_e p~mps werf di.m~nsionally big~er_ thiui_Jhe. existing, pumps 'fitted. 0¥ 
the ships m all respects (Le. length, he1glit and breadth): The Boarq ('H'),. . 

. however; statOO that~stalliition would be possible with certam limitati6~. . i • 

While the· Board. Proceedings were yet to be approved, Material Orgal[lisatiori, . 

Mumbai (MOM) _Rlaced a supply order in: May 2006 on the. fmrn fo . 
... - . I . .. ... , .. : •. -: .. -.... . .... ,..... . .·f ...... 

procurell1eht of 23 jpumps at a co_st of Rs 2.;33 crore. In September ?00 
1
: •. 

however, HQWNC mformed the.Board ('Il')that the Johnson.i.make pump haa 

- no.t been assessed a~ per technical drawings ~d suggested that the suitabmtt 

. of the pump. be re:..:a~sessed. In contradiction. of their. earlier recommendationJ, 

· in--October 2006, th~ Board ('II') through an addendum to the orlginal Boara 

' proceedings stated that the replacement ~f existing pmnps with the Johnso~ 
mii;ke, primps was a j final solution, .. Consequently, M~M pfa~ed ~o furthl . 
supply orders for 211 pumps at a cost of Rs 2.23 crore m.F ebruary. 2007. Thy 

. ·entire q}lantity,. agaibst an the orders,. was. received·during August 2007 "' Mat 
. • . . I .·· . . . .· ·.. . . i, 

200~. Out ~f 44 pu~ps, 18 ~ere is~ued between August 2007 and March 2008 
for mstallation on-board vanous ships. · · · 

. . . . . . . 
I 

. . . 

In the. context of the Board fmdings, audit obsexyed =that~ atthe time of · 
. • I . . . . . . . . . . . . ·. ~ 

· installation, Naval Dockyard, Mumbai intimated· (Februa_ry 2008} HQ· WNG: 

th~t ~hysical dimen~ions. of the supplied p~ps were much bigger tfam thy 
ex1stmg · pumps and would have adverse impact on the fitment and thf 
·maintenance of othe~ equipment.fitted in the vicinity. ·'fhe Dockyard.sfresse4 

that in "terms of na~al specifications regardi.rig. design and instaHatlo~ fot 

, maintainability, adekuate space would not be available for :fitment . of th! 

· pumps even after ikajor ·modifications. . As such, there would be -futurJ 
problems and ~efayf . eac~ · time the pump ~e~uired . over. ~~~uling. Hen.ce~ 
HQWNC const1~t~1 a third Board ('HI') m !U9e 2008 to re'."evaluate an1 
reassess the feas1b1hty of pumps as ABER replacement-on· platfonns .. ot!rreHj 

. ;· ·. . I . ·. . ·. ·. - . . ·• ... ··. ... .·· .· i. 
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than the Abhay and Veer ships. The Board (' Ill') found that the pumps could 

not be fitted on-board any other ship based at Mumbai as they were suitable 

for replacement for fire pumps only on the Abhay class of ship. 

The matter was referred to Ministry of Defence (September 2009). In reply, 

Ministry stated (December 2009) that the Board had overlooked certain areas 

of installation/integration leading to difficulty in installing the pumps onboard 

the Veer class and the same was under examination by HQWNC. The 

Ministry defended HQWNC's decision not to insist upon user trials as user 

trials of a similar pump had been performed on-board the INS Ajay and 

anticipated that the pumps would be installed during the next refit of the ships, 

possibly during their Medium Refits in 2010-12. 

The fact remains that Navy over-looked the recommendation regarding one­

to-one replacement pumps. Also, Navy did not exercise due diligence by 

performing subsequent user trials on-board the ships for which the pumps 

were meant (Veer class) and instead relied upon user trials held for a pump 

with different dimensions on-board a different class of ships (Abbay class) 

even though there was a vast difference in the dimension between the existing 

pump and the Johnson pumps. Ministry's assertion that these pumps will be 

utilised is in contradiction of Board ('III') findings regarding non­

compatibility of these pumps with other ships and Dockyard observation that 

there will be maintainability problems in case the pumps are installed on­

board the Veer class of ships. Incidentally, the guarantee of the pumps also 

expired in November 2009. 

Thus, Navy' s decision to purchase a particular make of pump despite the 

selected pumps not conforming to the required specifications in terms of 

dimensions has led to non-utilisation of 40 pumps costing Rs 4.15 crore. Out 

of the 44 pumps procured, two pumps have been installed on-board Abbay 

class of ships and the two on the LST class of ships as a fait accompli, while 

the Veer class of ships continue to function with the ABER pumps. 
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· Contiract M:anmagemeIDlt . . . I .· . .· - ' 

Upgirad.ation of I~diaim Navy's .fouir millllesweep~ll" ships, s2Il1lctil!llnnedl 
· att ·a cost .of Rs 5117 crore, has been c«Dmpleted mm ttl'me case of tlhlire~; 
ships without fntl!jl1ent of vital MCM s11dte and wempon. system~/ 
valuing Rs 1 '70 CW([])Jre •. · Advanfages accJr11l!ii\mg Jfirom the s\llllhlsequne!lll~ 

illllstall.atfon. of tllD.el equnpment wm !be of. f-s.et by 11:lbl.e limiited Jl"esildua~ 
llife of the shJips. . . . . . i 

I . ~ 
In January 2004, Ministry accorded approval for the Mid Life Upgradatio~ 
(MLU) of four.mine 1sweepers, inducted in Indian Navy between October 1987 

. and December 198~, at a total cost of Rs 516.67 crore (Foreign Exchangt 

· Rs 400.14 crore) t9 be carried out at Naval Dockyard, Visakhapatnam Ji 

Hindustan Shipyard Limited (HSI;,), Visakhapatnam. 'f~e ML~ proje~i 
. schedul.e~ betwee~ I December 2004 and Ju~~ 2009, en~1~aged inter , alz1 
upgradat10n of Mme Counter Measure capabd1ty. by prov1dmg them with a 

state-of-the-art Mini Counter Measure System Suite
8 

{MCMS). . 
1 

'fhe Naval Staff Quahtat1ve Reqmrements (NSQRs) for the MCMS Smte were. 

formulat~·d.in Februky ·2004 and the equipment was prioritised as operationdl 
. I . . . . . . ~ 

and immediate. Despite ;that, the contract for procurement of the MCMs could, 

however, be finaHse~ in January 2008, by which time, mid life up gradation d1~ 
three ships out of fohr was completed. While the bid for MCMs were receiveh 

in Nove~ber 2004, /Technical an~ ~ield Eval~ation could be ~ompleted ~nlr 
by March 2006. The Cost Negotlatwn Comnnttee conducted 1ts proceedmgs 

only from Novemb~r 2006 and approval of RM was obtained in Septemb~r 
2007. ..· . • . . l' . . I 

. . . . . I 
The contract for supply of four MCM suites was conduded finaUy, wit 

Mis Thales, in Jarluary 2008 at a cost of Euros 30.50 million (Rs 170 ·cror~) 
with delivery scbed.h1e between N. oyember 2. 009 and April 2011. Thus, NaVrY

1
I~ 

. I · · 1 

8
· Mine Counter M~asure System Suite consists of a package ofthree eq1.1ipmert 

viz. a Mine Hunting Sonar (MHS) to detect the mines,· a MeM Command and 
. . . . . . .. ". '· n 

Control System qv1CM C2 System) as the nerve centre fo~ the )Vl,9)\11 operatio~s 
and the expendab~e Mine identification and Disposal System (MIDS) meant to 
identify and destrby the mines~ ·· . · 

1 

. ..· I . I 

GS 
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. .. .. 
. .: .; :. . . 

took almost four years i.e48 months (February 2004 to January 2008) against 

the time frame of 29 months provided in fuulfr-vendor cases in Defence 

.Procurement Prd'cedure 2006, for. ·completion·· .of .·different procur.ement 

activities . . ,.. . . .. . ' .·-· .. 

Navy, while submitting their propo~al for the MLlJ (December 2003), had 

darified that the commencement of the MLU would coi~cide with the Normal 

Refit (NR) I Medium R~fit ~(MR) of these 'ships. Due .to inordinate delay in 
. . . 

acquisition process of the MCM suite, ;Navy was ·forced to reschedule the 

NR/MLU of the ships as shown in the table: 

Name of IPilauaumed!/ Acmal! JPlieirfoidl olfNWMLU JExpedeidl 
· tl:l!ne silllilJPl Oriigiillllail · idla11:e olf i!llate o1f 

comme!lllcemellilt· . «llelliivecy' 9ft' 
MCMsllitll.te 

· Cannanore December 2004 .. March 2006 to April2010 

November 2006 

.Konk'an November 2005 Dece111ber 2006 to October 

September 2007 2010 
-

Kozhlkode · December 2006 May 2007 to January 2008 April 2011 .. 

' Gud.d~lore . October 2009* to July 2010 October 2008 November 
(likely) 2009 

~ 

· * The NR / MLU was postponed to coincide with delivery of the MCM suite. 

Despite the reschedufoig, tlie MLU was comp~eted on:. the first three ships 

. without the MCM equipment: Na\ry; was, therefore, forced (October 2007} to 

· de-:Hnk the scope of fi.tment of the MCM suite on the first three ships from the 

:MLU at!d planned to instaH it during the next extended Short Refit {ESR). 

Navy alsowouldbe forced to incur an estimated extra expenditure of Rs 20.40 

.. · crore on illstalhttion · of MCM · equipment on· the ships ·due to delay. By this 

. · time, in the case of the first three ships, at least two years out of the extended 
· 1ifeofeight/ ten years would be over. 

Apart froni the MCMs, sanction for the MLU provided Rs 65 crore for 

equipment I weaponry for eath ship .which .were to consti~te the core. of the 

up gradation programme and \Vere critical to the role the ship plays. Out of 3 8 

equipmentrequi.red to be fitted on each ships, onlly 23, is and 25 equipments 

66 . 

1" ,.· 

,:= 

I .• 

I 

1= 

·I.-
I, 

1~.-

' 
: \~ 



--_i 
·1 

--1 

=i 

-~:i 

I 
-I 
;I 

-=~; 

l! 
__:,~. 

-. 
--l,_i 

;1 

__ , 
111' 

-~').,! 

-r 
--! 

I 
------;1 

ii 

' I 
Reporl No. 16of2010-11 (Air Force and Navy): 

' 
were actually fitted on the thre~ ships whose MLU was completed while six,: 

- five and five equipthent were fitted subs~quent. to the MLU. Again, thei 

AK 630 Gun Mountsfand Operational Director System, sanctioned at a cost ofl: 

Rs 8.60 crore per shi~ were delinked from the MLU package as the guns were! 

not supplied in time. jin the case of the IGLA Surface to Air missile, although! 

Rs 3 crore was provided, even the Request for Proposal has not been issued. ' 
- I - -

Thus, major weapons I equipment constituting 50 per cent of the total cost i 

have not been installed. Audit also noted that the reduction in scope of the i 
MLU work was donJ without the approval of Competent Financial Authority: 

-even though, critical :capabilities were not added during the MLU. The delay; 

in fitmeilt of the envisaged equipment will not only adversely affect their, 

operational capabilitif s but also Significantly reduce the benefit~ to be reaped i 

from extension of their service life by eight to ten years. 
- I - - -- -- - -

Accepting the facts, Ministry stated in November 2009 that as per DPP time i 

taken to finalise the ICNC report is 24-1/2 months. The time taken was on\ 

account _of resolution jof various issu~s raised during processing of the case. _ i 

:'':·~n prof ''forfi~ir · imcf 
I 1

1 

Ffaws illll the rate Font1rnd cm.!!pliedl with _lackadaisical_ approach. in! 
deairing the bms .o:f IOC-resulted in foss o:lf Rs 136.39 crore to Indna!lll ; 
Navy. -J - · -- i 

Indian Navy (IN)- uJs eight types of primary fuels for running various ships, ! 

machinery and equip~ents and has been procuring these petroleum products i 

· from fudian Oil -Cotporation Limited (IOC) si~ce 1992-93 through Rate· 

Contract. Of the eig~t types of primary fuels; Low Sulphur High_ Flash High ' 

Speed Diesel _(LSHF-f:ISD) accounts for more than_ three fourths of the total _ 

petroleum products cbnsumed by IN. Navy has an estimated annual financial 
I • . I 

out go of approxima,ly Rs 760 crore on purchases of petroleum products. 

The Administered Price Mechanism (APM) for petroleum products was I 

deregufated over a p~riod of four/five years commencing from 1998. In the i 

APM deregulated era; IN entered into rate contracts-with IOC in 2000 and i _ 

2005. In terms ofthejconditions of the rate contract for the period 2005-2008, 
1 
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IN was entitled to claim 'prompt payment discount' ranging from Rs 10 per 

KL/MT to Rs 20 per KL/MT. Audit noticed that, IN failed to claim 'prompt 

payment discount' to the full extent due to -delays in processing then 

bills/making payments to IOC timely. Resultantly, IN failed to realize Rs 0.'79 

crore on this account from IOC. 

. ·. - . . 

Audit further observed that the rate contracts concluded by Indian Railways 

with IOC between 2004 -05 ·and 2008;.:09 contained a provision for discount in 

the cost of High Speed Diesel (HSD) for the 'volum~ sales'. However, the 

rate contracts concluded by IN with· IOC did not provide for this condition. 

Resultantly, IN lost an opportunity to realise Rs 135.60 crore from IOC on the 

purchases of LSHFHS:b made between 2004-05 -~md 2008-09. ; 

Accepting the facts, the Ministry intimated, in December 2009 that it has not 

always possible to avail 'prompt payment discount'_ due to the limitations or 

the operational requirements of the system'. Ministry further confipned that 

· the Price Negotiation Committee of the Ministry has been able to _extract a 

comniitment from IOC, for giving discount 'equivalent to 3~ per cent of the 

discount offered by them to Indian Railways, on the volume sales of 

LSHFHSD and HSD comniendng from the next rate contract. 

Miscemmeou.s. 

Faulty d1rn:f1ting o:f tender documents, fint time in 20q]l4 and again in 
2007, for award of a c@ntract to devefop the Indian Navy Online 
JExamftnatioHll System led to defay .iim _ c@mp11terftsing the examinatfon 
system pirevaiiling iin the IN. Despite am expendftture of Rs 97.92 
faklh, the IN will not be abRe fo conul!uct all .12 examinatirnrns onUne 
even !by 2013. 

The Directorate of Naval Education (DNE) is the nodal agency .of the Indian 

Navy (IN) for conductin{ a number of examinations for recruitment ./ 

promotion purposes. Indian Navy in 2004, decided to migrate from the 
existing - system to an 'online computer-based examination system. After 
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/ 

. I 
procedural delays resulting in the re-tendering of the contract twice, Integrated 

. I 
Headquarters (IHQ), (Nf!vy) could conclude a contract only in February 2007; 

. . I . 

with Mis Sankhaya Infotech Ltd., Secunderabad, at a total cost of Rs 1.26 . 

crore9
, for developmetlt of the Indian Navy Online Examination System 

I 

(INOES). While the c9ntract was to be completed by August 2007, the firm 

was able to deliver the !NOES by July 2008 only. 
I . . 

. / 
The system·was to be ~tnplemented at 18 ·1ocations·across length and breadth 

of India at ·Designated Examination Centres (DEC). · After delivery and 
. I . 

acceptance testing of tlie software in July 2008, six mock examinations were 
. . . I . . . . 
conducted between September 2008 and June 2009 .. Dunng these mock 

examinations, . the sys~em exhibite.d a number of problems." The software 

problems were priniarify attributable to large number of candidates and large 

size of files. By Oct9ber 2008, the system was non-operational and found to ' 

be unreliable as. the DECs had been giving repeated defect lists. Nonetheless, 
. I 

·the last payment milestone:@ 60 per cent of the cost- of software contracted, 

valuing Rs 24.45 lakh, ~as released to the firm in the saine month. To remedy 

the problem, each time a problem arose, the firm provided software patch to 

be installed/updated ib the main software. It was seen that this approach 

resulted in more probl~ms 10 • 
I 
I • 

Audit noted that the delay in delivery of the Software was also due to lapse on 

the part of DNE to ihform the vendor· of a particular condition regarding 
. . I 
hosting of all IN systems on NIC11 servers to ensure IT12 related security and : 

robustness. Despite bbin:g aware ofthi~ dearrequireinent, the same was not 

clarified in the ReqJest for Proposal (April 2006). Subsequently, during 
I 

System Requirement. Study Acceptance, in May 2007 the vendor was told to 

provide software that could be uploaded on NIC servers. As per NIC · · 

requirements the sottJare was to be subjected to a third party 'external audit' : 
. . . / ·. . . . . ! 

I , 

Inclusive of Rs 28.12 lakh for Annual Maintenance for three years, to be paid 9 

later. · I · 
10 More proplems relating. to - (a) Download/t,Jpload of files through dial up mode , 

.(b) Problems in the registration modules at the INOES website thus denying 
candidate. ' Opportu,hity to Register for an exam (C) Difficulty in feeding 

1 

mathematical/scientific · 
Questions in the Qubstion paper and (d) Source code of software 

11 National. Informatics/ Centre, a government body < 
12 Information Technology · 

! 

I 

I 
I 
I 
! 
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to ensure stringent technical audit prior to hosting the portal. This resulted in a 
delay of seven months. 

The firm was thus, ultimately able to deliver a modified sofuvare in August 
2009, more than one year after the formal acceptanc;e and delivery of the 

initial INOES software. However, the .INOES could be put to use for the first -
Pilot Examination only by January 2010. Audit noted that despite the fact 
that the original goal was to switch over to an online system for 12 different 
examinations, the saine has not been achieved since the Pilot Examination was 

held for only one subject. As on date (April 2010), a second subject I 
examination is scheduled to go online in October 2010, five other 

examinations during 2011 and 2012 while the remaining examinations are 
proposed to go online at an indefinite date after 2013. 

The Ministry explained (January 2010) that the registration and conduct of 
examination were two different processes and that no problems were noticed 
with the registration. -Ministry further stated that hosting the website on a 
server owned. by the NIC required an 'external audit'. Dependence on an 

external agency for conduct of audit was, thus, the primary cause of delay. 
Ministry clarified that Mock Examinations have been helpful in training the 

<t 

-users, administrators and fine tuning of online examination SOPs, etc. 

Ministry added that the delays and rectifications have been cost neutral. 

The Ministry's reply does not take into cognizance the fact that the tender 
action initially initiated in 2004 was flawed. as -the Tender Enquiry did not 
confain all the relevant clauses necessary for successful· execution of the 

project. The Chairman NLC13 accepted this fact in November 2006 and 
emphasised the need for preparation of tender documents in complete de.tail 
and thereafter incorporation of all relevant/necessary clauses in the ·contract 
·documents. However, IN again erred in this respect in the fresh tender and the 
contract concluded. 

Audit appreciates Ministry's view that registration and conduct of 
examinations are two different processes. However, as the size of files for an 

' - -
13 Naval Logistics Committee, empowered to negotiate the terms and conditions of 

contract with a vendor 
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on-line system would determine the technical specifications in terms of band­

width required, speed of transfer etc, it is felt that greater due di ligence in 

evaluating requirements and testing the system would have helped in 

curtailing the delay and increasing confidence levels in migrating to an on-line 

system. Incidentally, the original warranty of the system expired in July 

2009. Though the system was delivered in 2008, all 12 examinations will not 

be online even by 2013 

To sum, although the need for a modem online computerised system for 12 

examinations was felt in 2004, as on date, even after an expenditure of 

Rs 97.92 lakh Indian Navy has been able to uti lise the INOES (April 2010) for 

on ly one Pilot Examination. 

I 4.7 Lack of due care in passing claims of vendors 

Naval officials did not exercise required care in passing claims of 
vendors or in availing the benefit of exemption from excise duty. As 
a result, Indian Navy incurred an expenditure of Rs 1.61 crore, out 
which Rs 1.40 crore could be recovered at the instance of Audit. 

Effective handling of procurement cases requires knowledge of applicable 

taxes, duties, etc and exemptions from the said taxes, duties, etc. Similarly, 

monitoring of claims raised against contractual payments requires thorough 

fami liarity with relevant terms and conditions. Test check of the tendering 

process and bills raised at various naval establishments revealed that 

concerned officials did not perform their duties as expected leading to 

avoidable expenditure of Rs l.61 crore. Two cases illustrating the same are 

narrated below: 

Case I : A voidable payment of management fee amounting to 
Rs 1.40 crore 

In January 2004, Ministry of Defence issued a work order on Cochin Shipyard 

Limited for the design, development and pre-production activities of the Air 

Defence Ship (ADS). The work order stipulated that cost of design and other 

related additional work in accordance with the scope of work would be 

reimbursed on the basis of actual expenditure plus a 5 per cent management 
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fee. However, it also clarified that ~frh respect to taxes, duties and levies, if 

payable, reimbursement would be limited to actual expenditure. Audit scrutiny 

of the bills submitted by the shipyard for the construction of ADS revealed 

that the shipyard was charging management fee @ 5 per cent on income tax, 
~ - . . . . 
service fax and bank charges for _the · design work executed under three 

separate contracts concluded with two foreign firms. Despite the clear-cut 

contractual clause governing payment. of . management fee, the Warship 

· Overseeing Team (WOT) admitted cfaims amounting to Rs 1.40 crore made 

by the shipyard dilling the period March 2006 to November 2008, which were 
' ' ' 

later cleared for payment by the Controller of Defence Accounts disclosing 

inadequate concern for internal control both at the level of the WOT and the 

accounting authorities. 

As a follow up to audit observation, 'WOT on the directives of 

IHQ (MOD) (N)/DND, recovered in August 2009 an amount of Rs 1.40 crore 

towards excess 'management fee paid on external design contracts, from the 

adjusnrtent voucher/ biils sub~tted by the shipyard. 

. Ministry accepted the facts in May 2010. 

Case ll: lllllcorirect tl!'eatmel!llt of Excise Dunty resuRtillllg hnto avoidable .. 

paymel!llts 

In May 2007, Controller- of Procurement, Mumbai (CPRO, MB) floated 

tenders to nine firms on Limited Tender Enquiry basis for procurement of 

. copper ingot, zinc ingot, aluminium ingot and ingot antimony. The quote, for 

· supply of copper ingot, by Mis Mehta Tubes .LiJJ:iited @ Rs 450 per Kg 

(exclusive of ED), was considered as lowest: 

Audit scrutiny of the evaluation of _bids,rec:eived for procurement of copper 

ingots revealed the following flaws: 

);>· Mis Mehta Tubes Ltd. had not inciuded ED in their quoted price. They 

had categorically specified thatthe ED would be applicable as extra. 

Another vendor Mis Hind Metal S:Yndicate Pvt. Ltd. had quoted for 
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I 
I 

_copperingots @Rs 487 per Kg (inclus;ve of.MODVAT14
). The quote ' 

of Ws Hind Metal Sy~dicate Pvt. Ltd.; works out to Rs 42915 per Kg ' 
excludillg EDJ However, this quote was not declared as the lowest , 
since the rates[quoted i.e Rs 487 per Kg were assumed by CPRO to be' 
exclusive of ED. · · ·· · · ·. •. ·· ' · · ' · · . . I . . 

· );:>- CPRO MB al~o failed to take cognizance of the fact that the excise • 
duty.exemptio~ was available'to the Indian Navy since 1995. CPRO, 

. I . . . . . . . 
thus, made t~e payment to the firm i.e Mis Mehta Tubes Ltd.· @ : 

Rs 535.48 pd Kg (inclusive of Eb @ 14 per cent, Educational cess, · 
... : I . . . .. , 

Secondary ahd Higher Education cess and Central Sales Ta)( @ 4 per 
cent). I . . . 

);:>-. Rejection of tp.~ lowest ciuote. of Mis Hind Metal Syndicate Pvt. Ltd. 
resulted in undue benefit to Mis Mehta Tubes Ltd. of Rs 15.17 lakh in· 

. procurement tjf 16,982 Kg copper. ingots. 
I . , 

Accepting the facts, Ministry stated, in May 2010, that the error was due to' 
oversight and withou~ any malafide intention .. ·It further added that the total 

· 1o~s was Rs 3 .57 lakh/ and not Rs 15.17 lakh as worked out by audit in respect' 
of copper ingots as lhe, rates for taxes like· VAT and ED are same for an · 

. . . I . .. . 
vendors. Ministry's r~ply is not tenable as Ministry has not taken into account 
the payment of ED at· the time of calculation of loss for which Navy was 

I . . . 
exempted ·since 199~. Audit contention is further strengthened as Ministry 
itself admitted that excise authorities. a:re being approached for refund of ED1 
paid. . I 

Additionally, audit nbticed that ther~ ~~s. a similar error in determining the' 

_lowest quote for pr~curement of zinc ingots and aluminium ingots. The: 
.·procurement was m~de from Mis Max Steel, even though, Mis Hind Metal~ · 

·. Syndicate Pyt, .1~~d.'I had quot~d th~' lowe~t. This resulted in an extr ' . 

exp~nditiire of Rs ,5:15 lakh in procurerp.ent of zinc and aluminium ingots. · 

In sum, an avoidablf expenditure of _Rs 2,0.82 lakh was incurred owing to
1 

. incorrect treatment-of ED .. . . . . I . . 
· ..... ,.. 1 · . . :· . . ·,. ' 

14
. MODVAT stands for Modified Value Added Tax. It is a scheme for allowing reliefi 
.. to ·the final manuf~cturer ·an excise duty borne by their suppliers in respect otf 

goods manufacture.Ci by them. 
-~ . I 

15 Rate quoted by M/~ Hind Metal~yndicate Pvt. ltd_, : Rs 487 per Kg (inclusive at· 
. MODVAJ R~ 58). E:ffective quote \Nithout MODVATRs 429 pe"r Kg .. ·. . ... I : .· . . . : . . . 

I. 

I 
I 
I 

I 
I 
I 

I 
I 



Report No. 16 of WW -11 (.Air Force and Navy) 

An am({)unt ofRs 90.07 lakh was recovered I saved in two cases after 
llllavin been . ointed out lb Audit. 

During the course of audit, several instances of financial irregularities and 

lapses were noticed in different units and establishments. Acting upon the 

advice of . audit, the auditee initiated necessary action resulting in 

recovery/saving of Rs 90.07 lakh to the exchequer in two cases. Each case is 

. discussed below: 

Case I: Amennidlmrnellllt iillll the totan cost of SUJPIJPlilY oJridleJr 

Material Organisation (MO), Mumbai, in August 2008, placed two orders on 

Mis BHEL for supply of the same item, namely Cam Roller, for different 

quantities (10 and 50 numbers). Audit, in January2009, pointed out that there 

was a wide variation in the per unit price in the two orders, i.e. Rs 4,801 and 

Rs 38,263, respectively. Accordingly, MO took up the matter with 

Mis BHEL and amended. the total cost of the order in April 2009, which 

resulted in a saving of Rs 16.74 lakh. 

The Ministry accepted the.facts in December 2009. 

Case II: Excess Jlllayment 

Ministry of Defence accorded sanction for the acquisition of three Landing 

Ship- Tanks (LST) for the Indian Navy through indigenous design and 

construction at·Garden Reach Shipbuilding and Engineering, Kolkata.(GRSE) 

at a total cost of Rs 699.60 crore inclusive of Base & Depot16 spares (Rs 63.60 

crore). As per the Letter of Indent (LOI), payment in respect of B&D spares 

was to be made in four stages. Audit scrutiny of relevant d9cuments revealed 

that an amoll!lt of Rs 73.33 -lakh was paid in excess to GRSE during the 

second and third stage paymenffor the supply ofB&D spares due to erroneous 

16 B&D spares constitute the spare equipment and spare parts estimated as 
· required to maintain a ship during the first five years of commission. 

74 

,-

i ;:::== 
I • 

I 
.· 
··-,-
,I_ 
I , 

1-: 
,1-, -

[ 
.I -

.,I\: 
·--

1== 
1--



I 

., 

--: i 

_____:. I 

==-·i 

' 
I 

~I 

~r" ,[ • 

~-!. 
--.:: 

~ : 
=i 

-.I 
L 

•i __ , 
., 
! 

:I 

J 
___j 

Report No.16 ofiOJ0-11 (Air Force andNavyJi 
I 

calculation. 'on this being pointed out in a~dit, Warship Overseeing Team,!· 
. . .··I.,. ·, . . .. ·. · I 

Kolkata recovered the excess amount from the subsequent bills of GRSE. ' 

Tho Ministry accopJd tho facts in Novombor 2009. · . . 
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Despite . al!most two decades of devefopment . effoJrt · with an 
expellullitu.re of Rs 1,892 c1ri1me, GT.RE is yet to fo.lily develop an aero­
engine whkllll meets tlhte sped:fic needs of the LCA. · The silllccessfol 
cu.~milrmtion of the projed to·. ·devefop an aierG-engine thrmngh . 
indigenous efforts is now dependent upoirn a Joint Velllltmre with a 
foJreign vend.or. 

In order to overcome the attrition of combat aircraft in the Indian Air Force 

(IAF) during the 1990s and beyond, the Government sanctioned in August 
1983 the development of .a multi-role Light Combat Aircraft (LCA), at an 

estimated cost of Rs 560 crore. Accordingly, there was a corresponding 

demand for .a suitable engine for powering the LCA. Feasibility studies 
carried out in India and abroad revealed that there was no suitable engine 

available anywhere in the. world, though Rolls Royce RB-1989 stage D and 
GEF404-F2J engines, by and large, metthe requirement, provided certain 
concessions were granted in the Air Staff Requirements (ASR). At this point 
of time, the Gas Turbine Research Laboratory was already. working upon an 
aero-engine project, the GTX 371engine, since 1982. 

In August 1986, a feasibility study was carried out jointly by Aeronautical 
Development Agency (ADA), Hindustan Aeronautics Limited (HAL) and Gas 
Turbine Research Establishment (GTRE) for evaluating the GTX-37 engine. 
The feasibility study indicated that the,GTX-37 engine would, after certain 
rescheduling, meet the requirements of the LCA. GTRE accordingly, in 

A.Research and Development project for building a gas turbine engine which was 
expected to find application in future indigenous combat aircraft programmes. 
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December 1986, submitted a project proposal for the development of the 

Kaveri engine. GTRE further proposed that it would be desirable to prove the 

newly designed airframe of the LCA with a proven engine first. Subsequently, 

the prototypes would be flown with the GTX-352 engine, as soon as this 

engine was type certified and cleared for the flight. Based on the above 

proposal, Government sanctioned a project in March 1989 at a cost of 

Rs 382.81 crore with the probable date of completion (PDC) as December 
1996, for the design and development of Kaveri engine. 

The Kaveri Engine Project was sanctioned with the following basic objectives: 

};> Designing and developing the GTX-35 engine to meet the specific 

needs of the LCA. 

};> To create a full fledged indigenous base to design and develop any 

advanced technology engine for future mjlitary aviation programmes. 

};> The engine so developed was to establish its performance integrity in 

various categories of tests prescribed by the aero-engine industry world 

over. 

Given that the development of the Kaveri engine is critical to the 

establishment of indigenous expertise in the field of aerospace engineering, 

audit examined the Kaveri Engine Development Project (KEDP) from the 

initiation of the project till date (with emphasis on the period 2002-08), and 

the achievement of the goals and objectives set in the project, with reference to 

economy, efficiency and effectiveness. The audit findings were forwarded to 

the Ministry in November 2008; their reply was received in January 2009 and 

has been taken into account while finalising the audit findings. Findings of the 

audjt study follow: 

I Time and cost over-run 

In developing an aero-engine for the LCA, GTRE faced a multi-dimensional 

challenge of developing a highly sophisticated and complex deliverable from a 

background which was significantly deficient in the required expertise and 

2 Later renamed as Kaveri engine 
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experience . in the area. Audit scrutiny reveal.ed that in so far as turbo . fan 

technology of engines, GTRE had only a very limited experience of the GTX 

engine behind it. · At the . time of sanctioning of the project, GTRE had to 

nearly double its sanctioned strength of trained manpower to cope with the 

target.· .Even today, the. institute is beset by shortages in the scientific and 

technical branch personnel whi~h are affecting the progress of the project. 

Owing to inadequate planning, many elements ofthe project viz. Flight Test 

Bed Trials and altitude testing were not conceptualised /included in the initial 

project proposal and were added later only at the insistence of the IAF. 

In the absence of realistic planning and ]Jrogramme formulation which took 

into account constraints of scope, time and· money, the development of the 

Kaveri engine has been beset by delays in almost all vital components of the 

engine. When the original completion date of December 1996 could not be 

met, GTRE secured an extension till March 2000 based on the 
recommendations of a · peer review by foreign engine houses, delayed 

deliveries of material like castings·, difficulties in manufacturing of specific 

alloys, introduction of certain test like the Exploratory Altitude Test and Flight 

Test Bed Trials. However, GTRE was unable to meet this extended target 

date also due to changes in design and material flowing from (a) design 

review, (b) flaws in design of a particular part like the compressor or (c) 

. failure in performance. Although a revised PDC, i.e. December 2004 was 

approved, ultimately, the PDC was further postponed to December 2009. The 

justification. for extension was the same once again as GTRE was unable to 

freeze a· design as per requirements and further refinements were required. 

Besides non-availability of certain systems from vendors, indigenous 

. development of accompanying systems was also not successful as a result of 

which there were delays. 
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\lilt•,tom· Ori:.!inall~ ( ·om pkt ion Rt•\ iwd Po,ition :" Dl'la~ 
planm·d dall' Pl>C Oil 08/fll) 

dall' 

Core Engine 12/90 3/95 - Achieved 4 yrs plus 
demonstration 

Full Engine 6/92 9195 - Achieved 3 yrs plus 
demonstration 

High Altitude 6/94 - 12/06 Not 15 yrs 
tests achieved 

Preliminary 12/95 - 12/07 Not 14 yrs 
Flight Rating achieved 
Test 

Type test 6196 - 6/08 Not 13 yrs 
achieved 

FTB 9/98 - 5/07 Not 11 yrs 
achieved 

Production 12/96 - 12/09 Not 13 yrs 
clearance achieved 

All in all, only two out of six milestones prescribed could be achieved and 
those too, with delays ranging from 3 to 15 years. Over all, the project has 

been already delayed by over 12 years. 

Financially also, the project has witnessed steep cost increases. The initial 
sanction of the Government stipulated that the KEDP was to be executed at a 
cost of Rs 382.81 crore {Foreign Exchange (FE) Rs 155.39 crore}. 

Subsequently, there were five revisions in the cost of the project, whereby, the 

project cost was revised to Rs 2,839 crore (FE Rs 1,730 crore). As of March 
20 l 0, there has been a 642 per cent increase in project costs and 1,013 per 
cent rise in foreign exchange element since inception. 
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Accepting the facts, the Ministry of Defence (Ministry)' stated, in January 

2009, manpower was an· iSs~e, and that· the depleti11g ~trength of skilled and 
e~pert manpower c~uld not be replenished~at the same rate .• the Ministry 
sought to ··explain that,.the ·'KEPP ··w~s 'a.ri' extremely complex technological 

' effort and dW'ing to . fu~dequafo . knowledge .. and ·~vailable data: the cost 

projections were not· appropriate.in the beginning. The Ministry, however, 

·defended the development effort by asserting that the experience gained has 

made GTRE realise that such development work is reaHy costly and time 

con~uming manifold in comparison to the estimates projected. Ministry 

further stated that no engine· house was. wining to part with their devefopment 

experience for the benefit of GTRE as they viewed GTRE as a competitor. 

Tardy }ll!['l[])gress liim F1111ll-desigllll intellllt. 

The engine development was to address all assodated issues of design, 

manufacturing, development test4ig, material development, airworthiness 

certification and production. This technology intensive programme sought to 

demonstrate technologies component-Wise m the core engine (C series) and 

the full engine (K series)'. As the development of the engine has progressed, 

· ·. -. ··~· .· ,. t4e,engine has been rebuilt may times .. Thus, though the project started with 

the presumption that 10 prototypes would be built, this was fater modified to 

42. At present, GTRE has developed seven Kaver:i. engines and three core 

engines along with necessary spares manufactured mostly in mdia and 

assembled at GTRE. 

KEDP has been re~ewed twiCe·in.2000.and 2004; since its inception by the 

competent financial authority (CF A). The latest approval granted by CF A :i.n 
. . November 2004 . prescribed ~get dates . for critical. activities in order to 

.. . ~chiev~ lcey. ~iestones ~f flighf tnals ~f the Kaveri engine. A primary goal 

was. conversion qf five existing Kaveri engines (K5 to K9 series) to K9+ 
- - - . ·.; , - -· . 

standax:d so as to realize KW, which is the fuU design intent of Kaveri engine. 

However by August 2009, only two engines ,haye been upgraded to K9+ 
· stan,dard as against the scheduled date of May 2005. The detail.s ofimportant 

. . . .. - -. : . -. : •, 

milestones are indicated in the chart. 
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Audit scrutiny revealed that despite being unable to achieve primary goals, 

GTRE made new commitments to the CF A. Rather than highlighting actual 
outcomes, both in 2000 and 2004, GTRE focused more on activities 
undertaken like infrastructure created, conduct of various trials and partial 

successes in attaining associated goals as illustrated below. 

Illustration 1: It was claimed in 2000 that five prototypes of the engine had 
been manufactured and tested, however, these tests revealed several 
deficiencies necessitating large modifications. It was further claimed that the 
designed engine was marginally short of the full design which would be 
realized by 2004. In 2004 again, the proposal stated that the full design intent, 
i.e a flight worthy Kl 0 engine, would be realised by the revised PDC of 
December 2009. 

Illustration 2: The main proposal of 2004 claimed that the programme had 
reached a reasonable level of maturity and, therefore, suggested that at this 
stage possibilities of combining with modules of other proven engine builders 
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could be exploited to expedite development. The annexures to this main 
proposal, however, showed that almost all critical components like 
compressor, combustor and turbine needed re-designing. The non­
achievement of goals is illustrated below: 

GOALS APPROVED BY CFA AND 
ACHIEVEMENT THEREOF 

af-61135 .... 
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Ministry stated, in January 2009, that the revisions in cost and extensions in 

time were sought based on the situation for sustainfug the project and were 
inescapable. They further stated that GTRE provided all facts and figures to 

the CF A for cost/PDC revisions with proper technical and financial 
justification. Ministry added that though GTRE has not been able to deliver 

the engine for LCA, however, they have reached a stage where two leading 

engine houses have come forward to collaborate in the project. 

Audit, however, reiterates that the actual status of development of the engine 

was not clearly intimated to the CF A as is brought out above. 

III Shortcomings in the engine developed 

Despite incurring an expenditure of Rs 1,892 crore (Annexure-III) as of March 
2010, the engine developed has many problems. 

X The weight of Kaveri engine required to fly the LCA should not 
exceed 1100 Kg. The first assembled Kaveri Kl engine weighed 

around 1423.78 Kg. Therefore, GTRE embarked on a weight 
reduction plan as early as July 1993. However, due to delay in 

development of the component assemblies/modules, polymer 

composites, design and freezing, GTRE has not been able to achieve 
the derived weight in the engine and, as of January 2009, the engine 

weighs 1235 Kg. 

X Certain critical and crucial activities for successful development of 

Kaveri, viz. development of Compressor, Turbine and Engine Control 
System, have been lagging behind despite increase in cost by 

Rs 186.61 crore. 

X GTRE has been unable to freeze the design of the turbine blades, the 

compressor has witnessed mechanical failure in performance and the 
engine control system is not flight-worthy. 
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Ministry stated, in January 2009, that the target of reducing engine weight by 
135 Kg is expected to fructify only around production phase. 

Testing of the existing engines has also indicated short-comings; Various tests 

have to be undertaken at stages in order to test the different modules of the 
Kaveri engine for quality, efficiency and.endurance. Audit.found that" critical 

· tests for components have not been carried out owing to the absence of 
facilities. More significantly, tests carried out to evaluate the engine itself 

have revealed the following deficiencies: 

~ 

SL. Natunre oftest Cost Sta tuns 

No. 

1. 

2. 

3. 

4. 

Component Testing Rs 142 crore Despite lapse of nine years since original 

. sanction, most of the tests, including EAT, 

OAT, PFRT, QT have not been completed. -·, .. 
Kaveri Coziipressor Drum Rs 6 crore The test delayed was completed only in 

Test September 2009. The test is mandatory for 

.. proving airworthiness and only after its 
i 

successful completion can components be 

cleared for fitment into engine. 

Altitude test Rs 127 crore Not even a single altitude test, which is 

essential for assessing whether an engine 

can actually fly an aircraft, could be 

completed on Kaveri engine. 
-··· 

Flight Test Bed trials Rs 39.60 crore No FTB trials on Kaveri engine could be 

conducted (as ofJuly 2009) due to delay in 

manufacture of critical components of the 

engine. 

Accepting the facts, the Ministry stated that delays in tests like EAT3
, OAT'\ 

PFRT5 and QT6 have increased· the project cost quite substantially and that 
GTRE is putting all efforts to bridge the gap as early as possible. The 

3 

4 

5 

6 

EAT 
OAT 
PFRT 
QT 

Exploratory Altitude Test 
Official Altitude Test. 
Preliminary Flight Rating Test 
Qualification Test· .·· ' 
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I 

. Minisl;ry added that. ~e Altitude test on KS engine is slated for 2009, however, 

FTB trials cannot commence till the performance of engine modules are 
I 

proven. to the desired }evel. 
. ! . 

: 

IV Inadequate ionitoring of the Project 

The KEDP is monitdred by a· tlbree-tier-:structure which has the Aero-lEng:i.ne 

Development Board/ (AEDB) at .the top, followed by the Programme' 
I t . 

Management Board ~PMB) and the Project Management Board (PJMB). Thei' 

boards consist of mdmbers drawn from the DRDO, Ministry of Defenc~ and 

Indian Air Force. A~1qit noted that meetings. of AEDBs were not held ~s pe~ 
the pre~cribed schedJle of once in six months and- there were delays in holding 

the meetings rangink from 3-12 months. ,Considering that AEDB was th~ 
highest level of monttoring mechanism and was responsible for monitoring thJ 

activities of KEDP, /the fact that there were significant gaps in between it~ 
meetings is indicativ,e of inadequate control. . i . I . · 

The Minisl;ry stated Lt there had been some dela~ in holding the meetings of 

the Apex Board wh~ch was beyond the control of GTRE since the members df 
the Board were froJ various Ministries and Departments. . 
. . I . . . 

V . Indige:nollls bbjecttive not achieved. 

While l;rying to Jhieve long-term objective of self-reliance, establishin:g 

expertise in defenc~ acquisitions, there· is a need to achieve a realistic baliande 

between the existilig .capacities in the country with the urgency/timeHn~s 
involved in the pIJnned acquisition. Alternative paths of development H~e 
entering into ajoinl :venture with an established engine house with transfer ~f 
technology were n6t explored before. embarking on this ambitious period. In 
general, GTRE ha~ sought technical opinion on various aspects bf desigh, 

manufacturing anq testing from various foreign agencies. For instan~e, 
· Snecma of France/ has been involved in thti Project since very inception /in 

various Critical Design Reviews (CDR) and have been paid Rs 4.07 crore tl.U. 

September 2001. /in June 2000, the project suffered a major setback due/to 

mechanical failure
1 

of the new ~ompressors rotor blade. This necessitate4 a 

CDR and the review .conducted in September 2001 led to a number of useful I . . . . I 
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design inputs. Snecma, was extended an invitation to participate in either joint 

development or in providing design assistance, which was declined. Instead, 

. Snecma proposed a joint development partnership for Kaveri in· September · · 

200 L However, GTRE did not accept the offer on .the plea that this would 

necessitate the abandonment of all the indigenous efforts made so far. 

Notwithstanding the stand taken by th.em in September 2001_, GTRE, seven 

years later (2008) is seeking a proposal from-Snecma for a Joint Venture (JV) 

involving co-de~ign and co~development of an aircraft engme. Ironically, 

though GTRE obtained .the approval of the CF A in 2004 for extension of the 
. ' .. 

PDC of indigenous development of Kaveri engine to December 2009, it 

started the process of entetjng into a JV with an established foreign engine 

manufacturer in 2005 itself. Given that the Request.for Proposal floated for 

· this purpose clearly states that the vendor would be in a lead role for 
. . . i . 

development of combustor, ·compressor and turbines and. GTRE would be only 

in an assist role, it is evident that GTRE is not.adhenng to the original 

sanctioned goals regarding indigenisation: 

The Ministry stated, in January.2009; .that since the original performance of 

Kaveri engine is not adequate, Joint Vennire engine was propo~ed. Besides, in 

order to meet the enhanced perfqrmarn;e of :{.,CA, Gt.RE had to seek help from 

foreign engine houses and finally chose Snecma asthe partner; Through this, 

. higher level technologies would be available though the core wiU al.so be used 

fodmpioving the remaining modules of GTRE. 

V1[ · LCA wm llllOt fly with Kaveri . 

. The prime objective has not been achieved and GTRE has not been able to 

deliver an engine that could power the LCA. Meanwhile, 41 .GE engines for 

the LCA have been proctired at a·total cost of Rs 883 crore. HAL P1e 

manufacturer oftheLCA, has ah option.for purchasing 98 more engines from 
· General Electric, USA · · · · · . .·· ··· 

1. 
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The Kaveri Engine ·Development Project is an ambitious project aimed at 
indigenisation of the pro~ulsion sy~tem for LCA. However, the primb 

. obj~ctive of the proJect has not been achieved and GTR£ ha~ been unablie tb 
deliver an engine thkt could power the LCA despite a cost ovemm of 642 pe~ 
cent and delay of abbut 13 years. The project is now faced with the ahemativ~ 
'of ente~g into a jo+t venture with _a. foreign h~use ~or furth~r devefopment or 
the engme. Even after about two decades, . s:mce its sanction, the probable 

. outcome of the projJct vis-a-vis its objectives in near future cannot be foresee~ 
clearly. 

NewDelill!.i 
Dated.: 7 August 201 O 

{GAUTAM GUBA) 
Dlill"edor Geneir1d!H o1f Aun~iit,I, 

· De:lfeHllce §ern~es 

,· 
. \. 

New Delhi (VINOD RAI) 
Dated: ?.August 201 o' Comptroller and Auditor Generali off Indlfa 
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~ 

List of Action Taken Notes not received as of 30 June 2010 
m 

Sil. Report Chapter Para Pertains Brief Subject 
N®. No. and of the No. to I= 

Year Report 
1. CA5of HI 3.2 MOD Procurement of sub-standard .. e===s 

2008 components for a helicopter 1-, 

2. CA5of Ill 3.6 MOD Non-recovery of interest due on 
2008 ad-hoc advance 

3. CA5 of III 3.9 MOD Unauthorised erection of. 
2008 antennae on a defence building 

4. PA5 of IH CH-Ill MOD Operational availability and 
2008 maintenance of submarine in 

-

,_ 
! 

the Indian Navy I 

5. . CA 18 of n 2.8 ·MOD Inept execution of 'D' Level 
2008-09 repair facilities 

I~ 
I -

6. CA 18 of IV 4.7 MOD Failure to have unsuitable 
2008-09 equipment replaced promptly 

7. CA 18 of v 5.1 MOD· Procurement of spares at a 
2008-09 higher cost by the Coast Guard ,J_ 

l-
.1-
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_j 
I 

· (Refers to Para No. 2.3) 

Details of shops allotted to civilians, Defence Persmu:llel aJiil.d l!lltlhlers 
' 

' Category : Civiliaims ! 
j 
I 

; 

SL. Name ofthe/Shop Name oHllne owneJr ofthe shop JR.efatfiorrn 
I No. 

L Diamate Expor~s Shri. Rupinder Anand Self 
r I 

2. JPictmre Que 
I 

Smt. Kavita Singh Self I, 

3. - _ OggaHll 
I 

Smt. Kavita Baritya Self 
J: ---:-~ -'-------

4. Anokhi-ll 
I 

Mr. JP Singh Self 
f 

5. Anokllui-II 
I 

Mr. JP Singh Self ~ 
6. Shalmaj Herbal! · Smt Shahnaj Hussain Self Ii . I __../-. . 

' ' 
7. Women World) __§Jnt.-8nahnaj Hussain Self i In¢ernationali I -

8, Christina 
I 

Smt Neelam Khanna Self I ............ 

9. Shayama Allmjr Mrs Soni Berl Self 
)1 

IO: . Basil. and Thyme- Mr. Susil Chandra .self j . . . . . . I 
11. Sanskriti. Cireation Mrs. Saroj Jain Self i I -
12. Lotus EateJrs 

I· 
Mrs. Usha Amla Self I 

13. Good Earth 
I 

Mrs. Anita Lal Self I -
14. Tuisii 

r 
Mrs. Neeru Kumar Self.· i / 

15. Noorjeban 
< I . 

Smf. Praveel Behal seir '• 

16. Fizzaro 
I 

Mr. Mohit Gujral Self 
1 -· - -< --17. Mandil!"a 

I 
Mrs. Geeta Dixit · Self I 

· 18. •' Kapoor m Hatti Mr. BrijKapoor Self 
1 I 

19. Young Fasllniion Smt. Anita Beri Self i I 
20. MoonPri 

I 
Mrs. Chand Balbir Singh Self 

Ii 

21. Carvilllg and Gilding Mrs. Geeta Chandok Self I . I 

22. Mamta Swmika Mrs.Mamta Swaika Self 
/! I 

! 
' '! 
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Category : Defonnce JPiersonumeil alllld others 

1. Jimage lIJlesiigllll Mrs. Minni Sodhi Wife of Ex~ 
serviceman 

(Army) 

2. ILeatlhier JB«11untiil!Jlune Mrs. Minni Sodhi Wife of Ex-
serviceman 

(Army) 

3. Cllaiire's Mrs. Claire Dutta Wife of Ex-
serviceman 

(IAF) 

4. Amaya Mrs. Asha Singh D/oMshlof 
-- AF Arjan --

Singh (IAF) 

5. JRelkllna lErrnterJP>ll'Ilses Smt. Rekha Dutt Wife of Ex-
W/o Wg. Cclr. KN Dutt serviceman 

(IAF) 

6. Padalkairnn Smt. Srilata Katre Wife of Ex-
W/o Late Air Chief Marshal LM Katre serviceman 

- (.IAF) -

7. Sa«lll!nlka Mrs. Radhika Rawley Wife of Ex-
serviceman 

(IAF) 
8. !Kargl!na Ex Flt Lt Rai Ajay Kumar Self 

9. 'facklillllirlliim Smt Ritu Handa D/oEx..: 
serviceman 

aAf) 
10. JIJK Art ailllery Air Cmde KS Rao (Retd) Ex Air Force 

·. 

11. lEnnsemllDile Mr. Tarun Tahalani S/oEx-
serviceman 

([AF) 

12. Artlillllirl!uns - Mrs. Vijay .Laxmi Dogra Wife of Ex-
serviceman 

(IAF) 
13. 111:s Beauntiifoll Mrs. Manju Manik Wife of Ex-

- serviceman 
(IAF) 

• 14. A.tsar Mrs. Kelly Sikand WifeofEx-
serviceman 

(IAF) 
' 15. AFWW A Office --

A1U1tlhlority:~ Air IHIQ {VIB), New De!lhii ~etter !\!lo.Aa1r IHIQ/315520/651/{AtUJ) 
- idlateldl 21.2.201lll1 
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I . 

' 

. I (Rders fr([) Paiura Nilll. 5.ll) 

The break up of expebdirure of Kaveri engine Project as on 31.3.2010 is as 
·follows: 

sn . Expenndiitunre lHJ:eaud! Aml!Dlllll!llt 
Ni!D. , I .·. .. ( Rllllpees fiim Hmlkin) 

1. 
. . I 

1,70,582 Stores (Revenue) 
. I 

. ' I 

I 
2. Stores (Capital) 1,338 

I 

3. 
, I . ·. 

Proj~ct Ma1agement Cost 15,957 

4. Civil Woik~ l,350 
I 

Tl!Dfail 
I 

11~~9~227 
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