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PREFATORY REMARKS 

This Report bas been prepared for submission to 
the President under Article 151 of the Constitution. 
It relates mainly to matters arising from the Appropria
tion Accounts of the Defence Services for 1983-84 
together with other points arising from audit of die 
financial transactions of the Defence Services. 

The cases mentioned in the Report are among 

those which came to notice in the course of test audit 
during the year 1983-84 as well as those which bad 
come to notice in earlier years but could not be dealt 
with in previous Reports ; matters relating to the period 
subsequent to 1983-84 have also been included, 
wherever considered necessary. 
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(iii) 
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CHAPTER 1 
BUDGETARY CONTROL 

1. Budget and actuals 

The table below compares the expenditure incurred 
by the Defence Services in the year ended March 1984 
with the amount of original and supplementary appro
priations and grants for the year : 

(i) Charged Appropridtion~ 

Original 
Supplementary 
Total 
Actual Expenditure 
Saving 

t- Saving as percentage of the total provision 

2. Supplementary grants/appropriations 

(Rs. in crores) 

4.58 
59.52 
64.10 
24.10 

(- )40.00 
(per cent) 

62.40 

It may be mentioned here that during 1982-83 and 
1981-82 the total savings under tte Charged appro
priations amounted to Rs. 2.16 crores and Rs. 1.66 
crores representing 51.67 per cent and 32.74 per cent 
of the total appropriation during these years resper.
tively. 

(ii) Voted Grants 

Original 
Supplementary 
Total 
Actual E.'<penditure 

. Saving 

Saving as percentage of the total provision 

(Rs. in crores) 

6250.00 
375 .01 

6625.01 
6594 .51 

(-)30. 50 
(per cent) 

0.46 

(a) Supplemenwry grants : Supplementary grants (voted) aggregari.ng Rs. 375.01 crores were obtained 
in 4 Grants in March 1984 as indicated below :-

Grant No. 

19- Army 
20-Navy . 
21- Air Force 
22- Pensions 

TOTAL . 

The supplementary grant of Rs. 275.25 crores 
obtained under 'Army' and Rs. 35.58 crores under 
'Air Force' could not be ·utilised to the extent of 
Rs. 55.71 crores (20 per cent) and Rs. 33.99 crores 
(96 per cent) respectively. 

In view of the excess of Rs. 15.26 crores in the case 
of 'Pensions' the supplementary provision of Rs. 16.78 
crores obtained in March 1984 proved inadequate and 
the surrender of Rs. 5 crores in March 1984 proved 
injudicious. 

Jn the case of 'Navy' in spite of the supplementary 
grant of Rs. 47.40 crores expenditure of Rs. t~ .87 

crores remained uncovered. 

(b) Supplementary approprw.tions (Charged) 

Supplementary appropriations (Charged) aggregat
ing Rs. 59.52 crores ('Army' : Rs. 0:23 crore, 'Air 
Force' : Rs. 0.02 crore, 'Pensions' : Rs. 50.02 crores, 
'Capital Outlay on Defence Services' : Rs. 9.25 

(Rs. in crores) 

Amount of Grant 
Actual Excess(+) 

Original Supplementary Total Expenditure Saving(- ) 

3428 .81 275.25 3704.06 3648 .35 (-)55 . 71 
451.72 47.40 499 .12. 514.99 (+)15 .87 

1325.67 35.58 1361.25 1327.26 (- )33 . 99 
440.26 16. 78 457.04 472 .30 (+)15 .26 

5646.46 375.01 6021 .47 5962.90 (-)58 . 51 

crores) were obtained in December 1983 and Match 
l 984 t"o meet the decretal payments. 

In the case of 'Army' the Original appropriat'ion of 
Rs. 0.51 crore was increased to Rs. 0.74 crore by 
obtaining a supplementary appropriation of 
Rs. 0.23 crore. AgairJtit this the total expenditure came 
to Rs. 0.47 crore leaving an unexpende.d proyision of 
Rs. 0.27 crore. Thus the whole of fhe supplementary 
appropriation proved · unnecessary. 

In the case of 'Pensions', the original apPropriation 
of Rs. 0.01 crore was increased to Rs. 50.03 crores by 
obtaining a supplementary appropriation of Rs. 50.02 
crores mainly for meeting payments of ar,rears of pen
sion and enhanced pension in satisfaction of Supreme 
Court Judgment. Against this tbe total expenditure 
came to Rs. 12.47 crores leaving an unexpended pro
vision of Rs. 37.56 crores; surrender of Rs. 9 crores 
was notified on 31st March 1984 <luc to disturbed 
conditions in North-West areas and lesser claims 



received than anticipated from t'he pensioners for the 
revision of pension on the basis of Supreme Court 
Judgment. Thus a major portion of the supplementary 
appropriation proved unnecessary. Reasons for saving 
are ·awaited (November 1984). 

As regards 'Capital Outlay on Defence Services' 
the original appropriation of Rs. 4 crorcs was increased 
to Rs. 13.25 crores by obCaining a StJpplementary 
appropriation of Rs. 9.25 crores. Against this the total 
expenditure came to Rs. 11.12 crores leaving an un
expended provision of Rs. 2.13 crores. Surrender of 
Rs. 1 crore was notified on 31st March 1984. 

3. Excess over Voted Grants 

Excess aggregating Rs. 59,20,93,411 over voted 
portion of 3 Granrs, as indicated below, requires 
regularisation under Article 115 of the Constitution 

Grant No. 

20-Navy 

Actual 
Total Grant Expenditure 

Rs. Rs. 
Excess 

Rs. 

499,11,87,000 514,99,44,204 ( + )15,87,57,204 

The excess was mainly under Sub-Head A.5 Stores : 
Oil Fuel (Rs. 21.78 crores), Naval Stqres (Rs. 1.76 
crores), Armament Stores (Rs. l .44 crores) and Gun
Mounting Stores (Rs. 1.36 crores) due to price escala
tion and more materialisation than anticipated partly 
offset by savings under (i) Aircraft (Rs. 9.99 crores) 
due to non-settlement/acceptance of certain claims and 
(ii) Petrol and Lubricants (Rs. 1.24 crores) due to 
slippges in supply Qf lubricants. 

The Naval Headquarters stared (October 1984) that 
an un-eipectedly large amount was booked under 
'Oil Fuel' at the close of the accounts raising the total 
to Rs. 53.78 crores against Rs. 33.21 crores booked 
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upto March (Preliminary) 1984 and that this unpre
cedented high booking a t the end of the financial year 
was due to a sum of Rs. 10.58 crores having been 
erroneously booked under the, head 'Oil Fuel' instead 
of under 'Aircraft'. 

22- Pensions 457,03,45,000 472,29,89,781 ( + )15,26,44,731 

· The excess occurred mainly under "Pensions and 
Other Retirement Benefits" of Army (Rs. 17.86 
crores) and Air Force (Rs. 2.76 crores) p~rtly offset 
by saving under Navy. Reasons/explanation for varia
tions are awaited (November 1984). 

23-Capital 
Outlay on 
Defence 
Services 603,54,00,000 631,60,91,426 { .f-)28,06,91,426 

The excess occurred mainly under 'Land' (Army
Rs. 14.88 crores), 'Naval Fleet' (Navy-Rs. 14.55 
crores) and 'Machinery and Equipment' (Ordnance 
Factories-Rs. 13.17 crores) partly offset by saving 
under other ·heads. 

The excess of Rs. 14.55 crores under 'Naval Fleet' 
(Navy) was due to contractual obligatory payments 
made for procurement of equipment/ material for 
completion of various stages of works and additional 
expenditure on ship construction because of the slip-

. pa'ge/delays in deliveries in the past which materialised 
this year. 

Reasons for variations in respect of the other sub
heads are awaited (November 1984). 

4. Control over expenditure 

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

(a) Instances in which Supplementary Grants remained wholly or partially unutilised : 

Grant N o. 
Sub-Head 

19-Army 

A.4-Transportation 
A.6-0 rdnance Factories 
A.9-Stores 

22-Pensions 
A.2-Navy 

(i) Pensions and other Retirement Benefits. 

Original 
Grant 

71.89 
832.87· 
890.37 

12.00 

Supple
mentary 
·Grant 

4.90 
24.32 
23.02 

0.57 

(Rs. in crore ) 

Amount Total Actual 
re- Grant Expenditure 

Savingie 
(-) 

appropriated I (after re-
appropria-

tio:i) 

76.79 73.1 0 (-)3.69 
(- )10.69 :''46. 50 797.42 ~-)49.08 
(-)4.21 909. 18 886.(!0 -)23 .09 

(-)2.00 10.57 10.40 (-)0.17 

~ 

• 
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(b) 1nstanccs in which re-apprupriationc; made were wholly or partially unne~essary : 

(Rs. in crores) 

Granl o. 
Sub-Head 

Sa nctioned Amount Final Grant Actual Excess ( +) 
Saving (-) Gr.int re-appropriated [xpe1\diturc 

-·--r- -------
19- Army 

.2 Pay and Allowance~ and Misc. Ex1 e11>es uf 
Auxiliary Forces . . . 

A . .1- Pay ~ncl Allowances of Civilians . 
20- Navy 

A . I- Pay and Allowances of Navy 
A.4-Transporta tion . 
A.6- Works • . . 
A.7- 0thcr Expenditure 

21 - iJir Force! • 
A.I- Pay and Allowa!\ces of Air Force 
A.3-Pay and Allow.:inccs of Civilians . 

· A.8-0iher Expenditure 
22- Pe11sio11s 

A.1- Arrny 

11. 12 
187 . 12 \ 

64.20 
19:68 
31.50 
40. 13 

196.75 
27 .58 
12.97 

(-)0. 7:l 10 .39 
(+)8.47 195.59 

(- )J .50 62.70 
(~)1 .88 17.80 
(- )2.04 29.46 
(- )3 .22 3G. 91 

( +)1.25 198.00 
(+)7.47 35.05 ( + )4.43 17.40 

12 . J7 
194. 17 

63.30 
18.0J 
J0.63 
J7. 97 

195.93 
34.66 
16.89 

(+) I. 78 
(- )1.42 

( + )0.60 
( + )0.2J 
(+)1.17 
(+)1.06 

(-)2 .07 
(-)0.39 
(--)0 .51 

(I) Pensions :md other Retiremen t flenelih 
A.3- Air Force 

421 .03 (- )0. 71 420.32 438.1 7 

23 .46 

(+)17.85 

( +)2 . 76 ( I ) Pensions and otht!r Retirement Bem:ti•.; 22 .99 (- )2 .29 20.70 
23- Capital Outlay an Defence Sen·ices 

A.l~Am1y 
A. 1(1)- Land . 
A.2-Navy 

'.:4 .40 

2 .20 

(- )-L 90 19 .50 34 .38 ( + )14 .88 

A.2(1}- Land . 
A.2(3) - Naval Fleet . 

(--H . 16 J. 04 
165 .42 (-)15.02 150. 40 

1.35 ( + )0. 31 
164.95 (+)14. 55 A.2(4)- Naval Dockyards 

A.4- 0rdnance Factories . 
A.4(2)- Machinery and Equipment . . 

("') Jncludes sw·render of Rs. 20.28 crorc.:s. 
A.5- R&D Organisation · 

(c) Original provision under '21-Air Force' sub
head A-2 'Pay_ and Allowances of Reserve and Auxi
liary Services' was Rs. one thousand only. A supple
mentary grant for Rs. 7.23 crores for making payment 
of additional instalments of dearness allowance, 
interim-relief and bonus was obtained in March 1984 
under this sub-head. As there was no requirement 
under tbis suh-head, the entire amcxmt was transferred 
by re-appropriation in March 1984 itself to sub-head 
A.3 'Pay and Allowances of Civilians'. It was stated 

Grant No. 
Sub-Hend 

22-]'ensions 

--
Original 

Grant 

27 .67 (- ) I. 77 25.90 27.28 (+)1 .38 

70 .00 (-)30.50~ 39.50 52.67 (+)13 . 17 

15.00 (+ )7.95 22.95 21.55 (-)I .40 

--

by the Ministry of Defence (Finance) thar Supplemen· 
tary Demand was inadvertently obtained under sub
head A.2 instead of sub-head A.3 

5. lnjmlkious surrender of funds 

(a) In the following case a supplementary grant 
\~as obt~ined in the month of March 1984 and a por
tion of 1t was surrendered in March itself thoogh the 
actual expenditure exceeded the final grant. Thus the 
surrender proved injudicious as shown below : 

--- <Rs. in cror~s) 

Supple- Surrender Total Actua l Excess mentary Grant Expenditure 
G rant 

~ · A. 1-ArmY 
A . I (I )- Pensions and 01 her Retirement Benefit~ 

(b) In the following cases surrenders 
expenditure exceeded the final gran.t . 

Grnnt No. 
Sub-Head 

22- Pe11sio11s 
A.3- Air Force 
A.3(1)- Pensions :111d other Ret irement Benefit~ 

23-Capitnl Outlay 011 Defe11ce SPr.-ice.~ 

A.4- 0rdnance Factories . 
A.4(2)- Machinery and Equipment 

S/ 2 OAOS/ 84- 2. 

404.83 16.20 0 .71 420 .32 ---- ---- ----
were notified in Ma'rch 1984 b ut the 
Thus the surrenders were injudicious : 

Original Surrender Re-appro- Total 
Grant r.riation Grant 

22 .99 2 29 20. 70 

70.00 20 .28 (-)10.22 39.50 

438. 17 17. 85 -----actual 

(Rs. in crores) 
Actual Excess 

Expenditure 

--------

23 46 2 . 76 

52.67 13. 17 
--------



.. 

6. Persisle11t s.·wings 

ln the case of 'Air 
years as showp below :-

Force' sub-head A.5 Stores, there has beell persistent saving durin& the past four 

(Rs. in crores) 
--------- --- - ---- --- - ---- -------

Origina l Supple- Re-appro- Tota l Actual Savin~ 
Grant mentary priat ion Grant Expenditure 

Grant 

Year 

---
J980-81 
J981-82 
1982- 83 
1983-84 

! 

649.74 
745.21 
875.~ 

101 8. 

The savings were artributed, i11 ter afia, lo less ex
penditure on Air Frames/Engines. A viation/Maintc-~ 
nance stores, etc. 

7. Store lo,s!!s 

Store losses aggregating Rs. 1071.77 lakhs (includ
ing R s. 512. 75 lakbs on ac~ount of losses due to theft, 
fraud or gross neglect) were written off during the year 

.. 

• 

68 . 13 (-)2.98 714.89 710 .85 4.o4 
61..25 (+) l. 42 I 807.88 759. 96 47 .92 
79.58 (+)4.00 958.62 948. 24 10.38 

(-)18.92 999 .30 959 .55 39.75 

1983-84. Derails of individual losses exceeding 
Rs. 0.75 lakh due to theft, 'fraud o; gross neglect and 
exceeding Rs. 2 Iakhs due to other causes are given in 
the Appropriation Accounts of the Defence Services 
for the · year 1983-84. The Store losses written off 
dr.ring the preceding year 1·i;:.. 1982-83 amounted to 
Rs. 529.45 Jakhs ( including Rs. J 40.50 lakhs due to 
t.heft, fraud or gross neglect) . 

. ). . 

I ' ' 
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CHAPTER 2 

MINISTRY OF DEFENCE 

8. DcYdopment of. ::i lrnin~r ai.n ·rr1ft 

0.1 Mention was made in paragraph 6 of the Report 
of the Comptroller and Auditor General of India, 
Union Government (De~eucc Services) 1978-79 that a 
public seclur undertaking wi1idl was entru ~lcci with 
the developmen·t · and manufacture o( 'A'; 
an improved version ol an existing aircraft 'X' 
(also manufactured by tbe undertaking) , could r\_ot 
develop it to the standard acceptable to the Air Force. 
According to Air Headquarters ( Air HQ), aircraft 'A' 
was not capable of meeting the changed operational 
requirements of the Air force in 1.980s. The orders 
placed for the aircraft were, therefore, substantially 
curtailed rcsUiting in large redundancies. 

0.2 The undertaki ng was also entrusted with !'.he 
development of a trainer version 'AA' of aircraft 'A', 
which also could not be developed so far (October 
L 984). The salient fc:Qtures of the trainer aircraft 
development project are given bdow :-

0.3 Specific ro type trainer aircraft are included in 
the establishment of the squadrons of the Air Force 
for providing suitable step by step training to tbe pilots 
in combat aircraft. Combat aircraft 'A' under develop
menr since 1972 was intended· Lo be inducted into 
.11quadron service from 197 6-77, built up to a sizeable 
strength by 1981-82 and remain in service for 10 to 
15 years. In the th ~n existing aircraft 'X' squadrons 
aircraft 'Y' acquired ir. 1972 was being used 
as a trainer aircraft. The •'.lSe of aircraft 'Y' in 
this role, though nor suitable, was resorted to due to 
non-availability 0f a suitab~e trainer version of aircraft 
'X'. The serviceabili ty rate of aircraft ·y· was also -
showing downward trend and these were planned to 
be phased out between 197 6-77 and 1982-83. The 
continued use1 of aircraft 'Y' as crainer for aircraft 'A" 
was not considered suitable firstly due to the poor 
serviceability of the aircraft and secondly because it 
was not considei;ed a sound practice from fli ght safety 
point .of ~iew c'hat the pilots wiih no ope-rational flying 
expen ence be made to cope with two· different types 
of aircraft 'Y ' and 'A'. 

o·.4 The undertaking had submitted (June 1975) a 
feasibility study for th~ development of aircraft 'AA ', 
a trainer v~rsion of aircraf( 'A' within a time-frame of 
54 months at an estimated cost of Rs . 4. 16 crores 
( includin~ FE element of R s. 40 lakhs) . The propmal 

5 

o[ the uJJdcrtaking was submitted in July 1975 by Air 
HQ tu the Min istry of Defonci:: livlii1istry) for ap- . 
proval. lt ~is also stated that ouct: aircraft 'AA' was 
indigenously produced, apart from the savings in 
foreign C'Xchange and the devdopmeilt serving as im
petus to tb~ undertaking, there were possibilities of 
HCquiring export market ·[or this aircraft. Based on tbc 
numbl:r of aircraft required, the cost of each aircraft 
at 1975-76 price levd was esti;nate<l at Rs. 50 Iakhs. 
The Ministry of Finance (Defence) · had doubt~ 
\\ 1Jcth1:;· il was worthwhik co i n ve~t such a Iaroe sum 

• C> 

(expected fo reach Rs. 6.5 crores) on the development 
of a trainer for which t'he Air Force had a limited 
requirement. The project was, however, approved 
(January 197 6) on the grounds that there was a need 
for a specific to type t'.rainer and while it was not cost 
effective to replace the agdug aircraft ·y' by import, 
the other trainer aircFaft 'M' with the Air Force were 
also _not suitable. Also a production run even for thei 
limited number would enable the undertaking to deli
ver rhe aircraft at a reasonable cost. The development 
of aircraft 'AA' by the undertaking at an estimated 
cost not exceeding Rs. 4.1 6 era.res (including FE 
Rs. 40 !akhs) was sanctioned in February 1976. The 
reimbursem ent to tbe undertaking of the actual ex
penditure upro this ceiling was a lso authorised at the 
same time. 

0.5 The development of the :nock-up of aircraft 
·AA' was cleared 

0

in J uly 1979 due ro changes made 
by Air HQ in ~he Air Staff Requirement (ASR) and 
the lirst fl ight of the fir st prototype was schedukd to 
l :i k- p!acc by December 1980 and the flight develop-
111cnt to be completed by fonc J 982. T !Je undertaking 
had indicated (June 1981 ) a delay upto May 1983. 
However , even befwe the JJ?Ock-up was developed, air
craft 'A ' developed by the undertaking had shown 
serious shortcomings ( 19 77) from the stipulated 
ASR and there were also slippages in the .Jelivery of 
the aircraft. In view of Chis and in the context of the 
ch~~gcs in :he tactical environment, the role and cap
abil ity o( <1ircraft 'A ' was reconsidered (November 
1979) by the Minis try. Air HQ then stated that in the 
changed tactical environment, aircraft 'A' was in
capable of mecti.J;ig t he operational requirement of the 
Air Force beyond mid- l980s. Air HQ did not, there
fore, want the previou~ [y envisaged force levd of D.ir
cra ft 'A' to be;: built up nor die! it \Ynn t:tthem continued 



in use lor Jong. 11 was, therefore, decided to restrict 
the forc1: level of aircraft 'A' ro so· per cent of what 
was envisaged earlier a nd to curtail the order for these 
ai;·craft 10 the commitled exteP..t. 1t w:>,s also decided 
\o reduce the life cycle of aircraft 'A' and r lan its 
phasing o•J t from 1985. l n spite of these developments, 
A ir H Q pr9posed on 9th J anuary 1980 (based on 
decision taKcn in November 1979) the placement of 
order for aircraft 'A A' for 60 per cent of the quantity 
esfim<1tcd earlier. Ai.r HQ stated· (30th January 1980) 
that there was a need to interpose a Lransonic trainer 
bctwe n a basic jct trainer and the adva1~ced combat 
ahcraft in the Operational Conversion Units (OC Us) . 
Aircraft 'Y ' in use with the OCUs were expected to be 
pl iased ou t t1:om 1%2-83. Airc;rDi·r 'AA ' und -r dev~
lopment would fulfil th is need a nd was cheaper m 
comparison with other transonic trainers of the same 
ch:ss. Thus, aircraft "AA' would be required in the 
o·~us in ;,dd ition l o the sqund ron rcquircmen,s ant! 
wo•.ild continue to be in ~ervice as long as tbcse cou!d 
be sustained . 

0.6 lt \\·as ck..:itkd in Marcil J 980 lo phfcc an ord~r 
for 30 per celll of the quantity originally envisaged at 
a cosr of Rs. 1.00 crore e-ach. A sanction for the pur
chase of this limited number was accorded in April 
l 980 for suIYPly by the undertaking in l 982-83 and 
1983-84, stipulating tha t the aircraft would be to the 
standard sp ecified by the Air Force and in case the 
prototype/production aircraft did _not meet the require~ 
ment and t ime frame specified by the Air Force, the 
i 1::sponsibility for expenditure wouid be that of the 
underlaking. The settlement of the fi nal biJJ was to be 
on t'he basis of a fixed q,.1otation to be offered by the 
undertaking within 18 months from the date of place-
1ucGt of order. The underlaking quoted (A ugust J 980) 
an es timated cost of Rs. 1 l4.70 lakhs per ai(craft. 

0.7 The first prototype of aircraft 'AA' \vas flown in 
September 1982 but er.ashed in D ecember 1982 after 
carrying out 13 sorties. The second proto type was 
nown in September 1983 and March 1984 anci the 
~: ~vc! (Jp;.ncnt 1\igks were hcirg CJrr i~ri out ·from 
M arch 1984 onwards. 
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0 .8 The closure of the projecr was considl!red by 
the M inist ry in Ma rch 1983 for the reasons that : 

' 
(a) considerable delay was anticip~d in the 

development and production of aircraft 
'AA' with substantial hike in the cost ; 

(b) there were persistent :i13Jntenance and reha
bili<y problems in ~ircra ft 'A' leadi ng to 

its accc'.cra ted phasi ng out , the accident rate 
!'f t)J~ nir.;1 :1f t ·.A.' was highest among all 
aircraft, and 

(c) it had become p ossible tu extend the phasing 
out sch1.:tlu!I.! of ai rcrdt' 'Y'. · /' 

It was decided (March 1983) in a meeting presided 
by Secretary, Mi nistry of Defence and attendeci by 
.:icc rcrnry, D1.:partment of De(t.:ncc Production that a 
final d :cisicn on the closure of the project might be 
t.:!-:e u 111 December 1983 ant! tlial in the m.:.antime the 
Jcv t:lupmcnt work .might be contiuucd und that nu 

xpcnditurc was to be incurred by the und.:.:rt~king 
on t be pn.Jt.urcment of fresh material for pru(iuction 
except !o sustain the tir~t production aircra:t. i t was 
stated (October 1984) by tbe Ministry that a dis
cussion 011 this project was likely to take place 
•. i ~.irt !) . 

(J. 9 So far (October 19 84) the prot~pe has not 
be.en c:leared and only the fligh~ tcSts are being carried 
out. The undertaking incurred upto September 1983 
;JW\ expendtt un: uf Rs. S.97 crorc.:s Oil tb~ dC\C] ~pmcnt, 

ol wli ich a sum of R s. 4.16 crores bas hee~ reimbursed 
(March 1984) . An expenditure of R s. 3.74 crores bas :4f 
alcSo been reimbursed ( up to M arch l 9 84) to the under
taking againsr the production of aircraft "AA' on 
order. 

~- lU To sum up : 

n.e devciupmcnt project fo1· irainer .. :.cwtt 
'AA' was sanctioned though there were 
doubts of its economic viability, the esti
mated requirement being limited. The actual 
urdcr pb1.:~d fi naily was for 30 per .... of 
the original ·requirement. 

In spite of a decision taken in · N 0vember 
1979 to reduce the force level of ~1craft 

'A ' to 50 per cent a nd phase it out from ~ 

f9i'5 rnJ lhc d ..;l:ly an:: !pateJ in deve
lopment and delivery of aircraft 'AA', order 
for aircraft 'AA' was placed in April 1980 
for delivery during 1982-83 and 19~3-84 to 
meet the limited squadron requirement as 
well as those required to replace aircraft 'Y' 
in OCUs, which was expected to be phased 
our by 1982-83. It had, however, become 
possible to extend the phasing out of air
craft 'Y' . A irc;aft 'A ' was also CApectc'rl w 
be phased out by April 1988. · 

Due to the d f-\!ay in the develop ment cf air
craft ·.\.\ ' and- uncert.::dn rc!!a[Jifay of ai.r
cr;;fl "..\', clo, urc of the project was consi- ~ 
d:.!rcd in ~i:lrch 1933 but fl. final d cision 
1hc;...:on was de l°eacd :ind is y~t (October 
1984 ) to b..; taken. file prototype o( aircraft 
'AA' _ is st ill undergoing trials (O~tober 
19 ~J ) . 



• 

' 

.. 

T hough a sum of Rs. I2. 71 crores was in
curred on the development and on material 
for · production, there were no prospects of 
making available aircraft 'AA' before the last 
quarter of 1987. 

The Ministry stated (October 1984) . that the prog
ramme suffered due to the loss of · the first prototype 
ir. Decem ber 1982. The M inistry added that the deve
lopment flights are p lanned to be completed ti:- April 
1 ~>87, the delivery of first and second production ai r-

craft 'AA' would be arou nd the last quar ter of 1987 if 
there were no further development problems and the 
orders might be completed by 1988-89 and that t'he 
phasing out of the aircraft 'A' is planned from 1985-86 

, to ' 1990-91. T he Ministry further added that the 
aircraft 'AA' was required not only for specific to type 
training but also for replacing aircraft 'Y' io OCUs. 

9. Delay in indigenous devdopmunt of an equipment 
and import thereof 

0.1 Based on the qualitat!ve requirement projected 
1.;y the three services for an equipment 'X', the-Defence 
Research and Development Organisation (DRDO) 
invited ( June 1971) proposals f~r its indigenous deve
lopment from 6 Research and Development (R&D ) 

organisations (two of them belonging to DRDO) and 
one Public Sector undertaking (undertaking-M ). The 
proposal made by the Defence R&D Establishment 
L' (one of the three proposals received in all ) was 
acceptablq to the DRDO as well · a§ to the three 
services. The Government, therefore, sanctioned in 
July 1972 a project for the ind igenous development o[ 
equipment 'X' by Establishment 'L ' at a cost o1 
R s. 24.50 lakhs including foreign exchange (FE) of 
Rs. 12.00 lakhs (revised to Rs. 29.50 lakhs-FE 
Rs. 15.00 lakhs-in March 1976). Four trialwortby 
models- two mobile models for the Army, one static 
model each for the Navy and Air Force as per the 
qualitat~ve ~equirement projected by them were to be 

i1iade available by Establ~hment 'L ': Undertaking 
'M' was nominated (July 1972) as the production 
agency with whom E stablishment 'L ' was directed to 
liaise. 
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0.2 The eq uipment developed for the Army was 
subjected to user t rials by a unit of the Army during 
M arch/September 1976 and the equipment was re
comm_ended for iJltroduction (October 1976) . H ow
ever, no orders were placed for the equipment as the 
Army had by then projected (October 1976) a new 
qualitative requirement (finally issued in 1978) for 
this equipment and the equipment already developed 
by the R & D Establishment .did not meet the changed 
requirement. Though the DRDO suggested that rhe 
equipment already developed could be modified to 
.~ .llr.1; 

some extent which could partly meet the new require
ment, the Army was of the opinion that the equip
ment even after modification would not meet their 
requirement. lt was, therefore, ult imately decided 
(March 1981 ) to close the project. A n expenditure 
of Rs. 14,08,406 had been incurred on the p roject 
by then . As regards, th•.! requirement for Navy, 
Nav.al Hca<lqm1rters (HQ) indicated in April 197£?_ 
that they would not be introducing the equipment and 
as such were no more interested in its development. 
T he project for the Navy was, therefore, closed in 
April 1976 after iucurriug an expenditure of 
Rs. 2,33,000. 

0.3 The Aii HQ r ·vised (M.ay 19 72) the Air Staff 
Requirement (ASR) for the equipment 'X '. After 
prolonged discussions 1:5~tween the users and the 
DRDO on the revised parameters, the equipment was 
finally cleared for development only in A ugust 1975. 
The development work commenced in September 1975 
and was expected to be completed by December 
1978: Undertaking 'N. was nominated (March 1977 ) 
in piace of 'M ' as prod uction agency and_ was d irected 
to associate itself wilh the development project with 
a view to _product ionise the item in the shortest possi
bk time. 

0.4'The equipment ( vcrsi~ns A and B) t hen in 
use at 67 per cent oi the airfields being o ld and d ifficult 
to maintain were d:.:cLining in their reliability. Since 
the ind~genously developed equipment 'X' was not 
expected to go into production before the second 
q uarter of 1979, the Air HO proposed in April 
J 975 the import of such numbers of · the equipment 
(as per the ASR of i\1ay J 972) as would rep~ce the 
exisdng eqwpment in 55 per cent of the airfi!lds dur
ing 1976-77, Keeping in view the fi nancial ~tr!ngency, 
G overnment approved (M arch 1976 ) the import of a 
limited number of this equipment \for 27 per cer;t of 
the airfields) at a total cost ·:>f R s. 2.60 crores. A 
cont1 act was accordingly concluded with a foreign 
firm 'F' on 23id J une l977 at a total cost of 
..C 1,389,724 ( Rs. 1.25 crores). The contract includ
ed an option clau~e fur additional supplies at the 
!-lame rates if ordered within 6 months from the date 
o[ coi1!ract. Plias~cl delivery of lhe equipment was 
tc be made b .!tweeu 8 and 14 months from the date 
of first pqyment (i.e., between March 1978 and 

September 1973). A contract - had also bee n rnn
cluded (January 1976) with another foreign .firm 'G' 
for the supply of the compatible aiJ'-borne equipment 
~t a cost of US $ 6 ,985,500 (Rs. 5.08 crores) . The 
airborne eq uipmen t was to be delivered between 
November 1976 and February 1978 and was to be 
retrofitred in different aircraft bv 1981 with the ass1s-' . . 

· !ance of an installation team (of the Ai r Force). 



0.5 The question of further import of th~ equipment 
'X ' was con_sidered (January 1978) by the Ministry 
of Defence (Ministry) in the light of the option clause 
nvailablc ~.mder the CDnlract (of 23rd June J 977) with 
tirm 'F '. As the existing equipment co uld be m ain
ta ip.ed only by cannibalising some of them and delivery 
of indigenously manufactured eq11ipment was ~xpect~d 
not earlier than 1980-8 l, Government approved 
(F~bru;ry 1978) further impvrt of the cqujpmenc for 
installation at 16 per cent of the a irfields during 
1979-80 and 1980-81. A supplement<i1y contract was 
accordingly negotiateJ and concluded (May 1978) 
with firm 'F' at the contracted price of June 1977. 
The phased deliv~r_v of additional q uan tities of the 
equipment was to be' made between 10 and '13 months 
rrom the date of first payment, i.e., between June 1979 
and September 1979 . ... 

0.6 Meanwhile, Establishment 'L' · was developing 
equipnient 'X' in d ose liaison with undertaking 'N'. In 
the design and development of the equipment, Estab
lishment 'L' had nol only adopted the frames, chassis, 
modular construction, etc. currently used by undei:
taking 'N', but had also used the receiver (a major 
sub-system) designed and manufactured by that 
undertaking. Establishment 'L' completed the deve
lopment work of equipment 'X' by March-April 1978 
anJ,:l handed it over to the Air Force in November · 
1978 for user's evaluation and maintenance trials. This 
was .finally cleared for introduction in the Air Poree 
in March 1979. 

0. 7 The .''...ir HQ in the meantime proposed 
(January 1979 ) furt11e.- import of the equipment in 
view of antic ipated slippages in the delivery of the 
indigenous equipmen t 'X'. lu this context, the 
Miuisay also reviewed (May 1979) the progress made 
towards the indigenous development and manufac ture 
of equipment 'X' when it was claimed by the Depart
ment of Defence production that the Air HQ had not 
projected their req_uirement ii1 March 1978 when tJ!e 
prod uction plan oi undertaking 'N' for Lhe 1.1ext 5 years 
was bein2 finalised a nd it might be possible to advance 
the eaTlier indicated delivery date of March 1982 if 
an order was placed immediately on undertaking 'N' 
subject to the decision on the inter-se piiority for the 
supply of this i tem vis-a-vis other items earlier order~ 
ed on them. In view of this, it was decided by the 
M in istry that a Jetter of intent be placed on under
taking 'N ' fo r the quant ity required by the Air F orce 
and further im port would be considered only if there 
was adequate justification for the same. An order 
was placed for only one number of equipment 'X' at 
a cost of Rs. 12.60 lak.hs (at the price quoted in 
February 1979) by the Air HQ on uuder takina 'N' a. 
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in June 1979. Bulk order could not oe placed till the 
prototype was evaiuated and clear~d iur production. 

0 .8 The need for import of additional number of 
equipment was discussed in a meeting held in the 
Ministry i:p. February 1980. The Air HQ. pointed out 
that calibration carried out (September 1979) showed 
that at 53 per ce11t of the airfields the equipment 
(versions A and B) in use were unsafe und continuing 
with them was a safety risk . There was a minimum 
additional require~ent for 30 per cent of the airfields 
to p rovide dependable equipme.nt at these airfields 
in the near future. The DRDO pointed out that eva
luation of the equipment 'X' developed by them bas 
already been comple~ed and the equipment was lined 
up for production. Air HQ stated in th.is context that 
the production .agency (under taking 'N' ) was not in
tere5ted any longer iJ1 taking up prod uction of t he 
equipment 'X' developed by Establishmen~ 'L' as its 
order book was ful l. The order placed on the under
taking was also not p rogressed . lt was, therefore, 
decided that pznding t he decision on Lhc change in the 
production agen~y by the Department of Defence Pro
<fuction further requjrement would have to be met by 
import as under the existing circumstances it was not 
considered realistic to assume that within 4 years any 
appreciable quantity could be available from lhe indi
genous manufacturer. Government accordingly 
approved (September 1980) import of a further qua.11-
tity of tbe eq uipment (for 30 per cent of the ainields) 
bringing the total impor~ approved to that required 
for 73 per cent of the ai rfields. A_!l.other contract for 
the import of this quanti ty was concluded (March 
l98 l) wi th firm 'F' at a price (excluding spares) of 
£ 1,098,120 (Rs. 209.74 lakhs) as against the earlier 
contracted pr ice of• Rs. 124.03 Jakhs (for the same 
quant ity) . 

0.9 The equipment ordered under the ihrec cO!.] 

tracts were delivered by June 1980, March 1981 and 
October 1982 against the contractual delivery dates 
of September 1978, September 1979 <•ml March 1982 
respective ly. Seventeen · per cent of .the equipment 
(value : Rs. 83.89 lakhs a t th~ contract vaiue of 
March 198 1) still remained to · be installed for want 
of civil work support and brought into use (April 
1984 ). ' ~ = 

0. I 0 As undcrtaJ<!ng ' N' was not interested in the 
manufacture of the equipment, undertaking 'M ' \'.'..as 
nominated ns the production agency in July 1980. 
In July 1981, i.e., after about a year of its nomination, 
undertaking ·M' stated that the design of equipment 
'X' developed by E stablishment 'L' was not accep table 
to it and the equipmen t would have to be re-designed 



in many respects and thus production would not c,•m
mence be[ore September 1985. In view of this deve
lopment , it was decided (September 1981) to entrust 
the production of the eq uipment to a State under
taking 'O' which had shown interest in its develop
ment and was also a<;sociated with the transfer of tlle 
know-how before ' undertaking 'M' was nominated. A 
contract was also concluded (September 1982) with 
the State undertaking 'O' for supply of the balance 
of requirement (for 27 per cent of the airfields and 
another 28 per cent towards training and reserves) at 
a price of Rs. 28 lakhs (FE : Rs. 6.25 lakhs) fo r the 
first model and R s. 17.30 lakbs (FE : Rs. 4.50 lakhs) 
each for the remaining quantity. The equipment was 
to be delivered between May 1984 and January 1986. 

0.11 The following are the important features 
noticed in the execution of project : 

T hough the cquipm~_nt 'X' for the Army was 
uccessfully developed by a Defence R&D 

Establishment 'L', it could not be prodnc
tionised as Army in the mean time (1976) 
had projected a new qualitati.ve rl·quiremeot. 
T he project was de~ided t'O be closed (March 
1981) after incurring an expenditure of 
Rs . 14.08 lakbs. 

T he development of the equipment fo r ~he 
Navy was also foreclosed (April l 9J6) after 
incurri ng an ~xpenditure of Rs. 2.33 Jakhs as 
the Navy had decided not to intwduce the 
equipment 'X'. 
The equipment for the 
successfully developed 

, 

• 

Air F9rcc was 
(March 1979) in 
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close association with undertaking 'N' but 
it was not taken up for production 
by the undertaking immediately as the 
equipment was not included in its pr()
duction plan and its order book was full . 
The production agency was, therefore, 
changed to undertaking 'M' to whom the 
design of the equipment developed by the 
Establishment 'L' was not acceptab1¥ and 
required a longer period for commencing 
production. The production agency was,.. 
therefore, .again changed (September 1982) 
and order for manufacture plac~d on a State 
Government undertaking 'O' resulting in a 
cumulative delay of over 3 years in taking up 
the production of the equipment after its 
developme_nl; th is necessitated additional 
import of the equipment in March 1981 at a 
cost of R s. 209.74 lakhs in FE (excluding 
spares) involving an increase of Rs. 85.71 
lakhs over the earlier imported cost (for the 
same quantity) . 

Though import of the equipment was 
approved in March 1976 to replace the 
ageing equipment during 1976-77, contract 
for the same was concluded with foreign 
firm 'F' only in June J 977. A major portion 
of the equipment was actually delivered dur
ing 1979-80 involving delay of 5 months 
over the delivery schedule. Seventeen per 
cem of the equ ipment imported still remain 
to be installed (April 1984) . 

• 



.. CHAPTER 3 

ORDNANCE AND CLOTHING FACTORIES 

10. GENERAL 

J. Introduction 

T here arc 34 Ordnance and Clot11ing Factories 
functioning as departmental undertakings under the 
Departme~t of Defence Production; . producing . ~ide 
variety of ~terns for the Defence Services, para m1li .~ry 
forces and the civil police. According to Group w1se 
classification there are 6 metallurgical,J 13 engineering, 
4 filling, 3 chemical, 5 ordnance equipment and 3 
miscellaneous factories. The overall management of, 
the factories vests with the Ordnance Factory Board 
(OFB) comprising the Director General, Ordnance 
Factories (DGOF) , as Chairman and se~en other fu ll 
time members. The responsibility for managing 29 
factories are assigned to 4 members, and 5 Ordnance 
Equipment Factories (OEF) to an Additional DGOF. 
Functional responsibilities on furnace, planning and 

198 1-82 
Range of achievement 

Army Navy Air Ord. 
Force Eq pt. 

F ys. 

JOO~~ and a hove 9-l 9 11 
90% to 99~; . 4 
Below 90 % 6 2 4 

86 

·io 

TOTAL 104 J 1 15 96 

3. Budget and actuals 

Budget grant and actual expenditure for 1982-83 
in respect of Revenue and capital for Ordnance and 
C1ot11ing F actories is as under 

198:2-83 

Revenue Capital 

Estimated Actual Estimated Actual 

( In crores of rupees) 
773 .02 744.93 69.13 59.78 

4. Works-in Progress 

As on 31-3-1983, 56,862 warrants were ouistanding 
valuing Rs. 304.52 crores, of this 32,079 warrants 
vak.Ung Rs. 71.35 crores were more t'han one year old 
(1952-53 to 1981-82). The normal life of a manu
facturing warrant is, how.ever, six months. Of the out
standing warrants mentioned above 756 warrants 

m<:terial management, personnel and tecbmcal develop
ment and services a re vested in other members. Overall 
statistical data on the activi!ies of the Organisation for 
the period 1980-81 to 1982 -83 is shown in An
nexu re-I • 

2. Capacity, Targets and A chievements 

The project capacities/installed capacities of th<:. old 
established factories are not known. The capacity 
utilisation during 1982-83 of selected new factories or 

- projects ranged from 8.5 to 54.56 per cent with 
reference to project capacities and from 22.13 
per cent to 83.0J per cent with reference to ins
talled capacity. An analysis Qf the Production perfor
mance in terms of targets and number of items during 
the yea r l 981-82 to 1983-84 in respect of critical items 
fo:· the three Services, revealed the following position 
in regard to the extent of fulfilment of their require
ments by the Factories. 

1982-83 1983-84 

Army N avy. Air Ord. Army Navy A ir Ord. 
Force Eqpt. F orce Eqpt 

Fys. Fys. 

85 JO 6 85 95 4 8 74 
3 1 2 

22 I 4 6 JO 9 3 16 
~--

110 1l JO 92 107 l3 Jl 90 
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valuing Rs. 4.14 crores, pertain to development. 59 J 
Development warrants (value : Rs. 2.55 crores) were 
pending for more than one year (1960-61 to 1981-82). 

5. Overtime . • 
All the Ordpance Factories work on systematic 

overtime throughout the year. Figures of overtime 
work for last three years in terms of both money 
value and hours is as below :-

1980-81 
1981-82 
1982-83 

0l'ertime work 

Man-hours Value 

(in lakh~) (Rs. in lakhs) 

788 .18 
811.11 . 
822 .47 

2607.48 
3009.46 
3655.67 

-

,. 

"' 



6. f 'l\·entory 

A5 against Rs. 583.53 crorcs on 3 l st March 1982 
the total holding or inventor ies m terms of money 
vn1u:! for. various Ordnance and Clothln.s Factories 
was Rs. 664.56 crores as on 31st Marc!1 1983 as 
detailed below :-

SI. P articulars 
Value in crorcs of Rupee$ 

No. 

1. Working Stock : 
(A) Active 
(B) Non-moving 
(C) Slow-moving 

2. Waste and obsolete 
3. Surplus Stores 
4. Maintenance Stores . 

As on 
31-3-1982 

4-18. so 
26.85 
30.69 
24.40 

6.72 
46.07 

583.53 

As on 
31-3-1983 

512.00 
40 .03 
37.49 
18.63 

7. 05 
49.3e.. 

664.56 

--------~ -
The stock 11olding in terms ot average monthly con

sumption of direct and indilect stores works out to 
11. 11 months. An amount of Rs. 8 crores worth of 
inventory is held in one Ordnance Factory as fire 
affected stores. 

Of the total inventones the position of non moving 
(Stores not drawn for a continuous period of three years 
or more) and slow moving (stores not drawu fer a 
continuq_us period of on~1year) stores arc as under :-

1981-82 
1982-83 

• Slow moving 

Items 
41,915 
41,794 

Value 
3069.39 
3748.63 

(fn lakhs of Rupees) 

Non-moving 

Jtems Value 
1,23,389 . 2685. 3 1 
1,31.434 4003 . 19 

There w.as an upward trend in the accumulation cf 
slow and non-moving stores and the increase io their 
cost during the year 1982-83 was Rs . 19.97 crores as 
compared to the previous year. 

7. Stock Taking 

Annual stock verification carried out by an indepen
deht group directly w1der the control of OFB/ OEF 
Head quarters found the following deficiencies and 
surph!scs in the factories : 

J.980-81 
1981-82 
1982-83 

S/ 2 D/\DS/ 84 - 3. 

Deficiency Surplus 
(ln lakhs uf Rupees) 

2 .29 
18.94 
23.93 

32.32 
10.87 
33.21 

I J 

A1'1NbXUKE r 
o~eral/ S1at1stical Dara 

1980-81 1981-82 1982-83 ---- -------'L. 
2 

( I ) Average value of fi •:cd 
capital assets (Rs. in 
crores) 

(2) Man-power (No. in lakh~) 

(3) Net cost of production 
(excluding inter-factory 
demands Rs. in crores) 

(-1) C1pital output ratio 

(5) Facto,ry cost analysis in 
terms of percentage of 
value of production 
Materia1 
Labour 
Otbers 

(6) Gross contributed value 
(value of production 
less m:i terials and out
side supplies and ser
vices Rs. in crores) 

(7) Wage~ (R.~. in cl'Qres) 

(3) N~t contributed value 
(gross contributed va lue 
less wages Rs. in crores) 

(9) Net contributed valt1e 
per Rs. I crorc of fixed 
capital assets (Rs. in 
cror~) · 

(LO) Average earnings per 
employee (Rs.) 

(I l ) Net contributed va lue 
per employee (Rs.) 

(12) Value of abnormal re
jection (Rs. iJ1 crorcs) . 

(13) Percentage of abnormal 
rejection o n gross value 
of production 

(14) 

( I 5) 

Customer composiliun 
(percentage of total 
issues ncL of Intcr
Factory Demands) 
Army 
Navy, Ai r Force anti 

other~ 

Civil Trade 

Own stock ~nd Capital 
works 

Extent of requirement 
of stores (Armament, 
Ordnance clothing, 
Mechanic:1l T ransport) 
met by Ordnance Fac
wrics in terms of per
centage: 
Army 

Navy, Air Force a nd 
others 

( l6) Value o f inventories 
(Rs. in crorcs) 

(17) Surplus, obsolete, sl?w 
mov)ng and non-moving 

3 

388 .57 

1.74 

5110.12 

I : 1. 39 

6)l.30 
6.74 

2·1 .96 

212.69 

45. 20 

167.49 

0.43 

9,326 

9,626 

4 .36 

4 

402.46 

I . 76 

62 1.01 

1 : 1.54 

68.80 
6.45 

24 .75 

245 .65 

50.80 

194 .85 

0.48 

10,504 

1 l,071 

4 .1 5 

0.65°.-:; 0.53 % 

88.72 90.48 

4.09 3. 54 

4.96 ·4 .36 

2 .23 1.62 

64.04 62 . 53 

32.43 46.98 

• 
525 .77 583 . 53 

5 

431. 92 

1.79 

(j')1 .'15 

I : 1.62 

67.68 
· 6.44 
25.88 

28 L.r 1 

55.99 

225.12 

0 .52 

12,149 

12,606 

5.05 

0 .58% 

88.86 

3.64 . 
5 .12 

2 .18 • 

55.08 

664.56 

inventories (Rs. in 
crores) 88. 93 88 .66 101.20 
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(18) Norms of general inyen
tory holdings in terms 
of months requirements 

(19) Inventories in terms of 
months consumption 

(20) Normal manufacturing 
cycle (normal life of 
manufact.i.iring.ivarrants) 

(21) No. of warrants pen
<lency 

Total N o. of .warran ts 
on '3 1 March 1983 

Value of warrants on 
31 March 1983 

No. of warrants more 
than one year old (1952-
53 to 1981-82) . . . 

Value of warrants of 
more than one year old 

(22) Value of components 
and products in stock 

3 

6 
months 

11.21 
months 

6 
months 

4 

6 
months 

11.08 
months 

6 
months 

5 

6 
months 

11.11 
months 

6 
months 

56862 

Rs. 304.52. 
cro res 

32,079 

Rs. 71.35 
crores 

(Rs.incrores). 105. 15 100.09 131.41 
(23) Components and pro-

ducts holding in terms 
of months production . 1 . 88 1. 53 1. 81 

(24) Capacity utilisation of 
selected new factories 
or projects for which 
information of installed 
capacity is available : 

(a) Percentage u tilisa-

months months months 

tion with reference 
to projected capa-
city 8 .5% to 54.56 % 

(b) Percentage utilisa-
tion with reference 
to .installed capacity 22 .13 to .83. Oi % 

*Ordnance Factory issues includinz MES and R&D but 
purchase by Navy a.1td Air Fo:ce only. Hence ' the % will 
be slightly Jess. ~ 

11. LOSS · ON ACCOUNT . OF INEFFECTIV J£ 
FINANC!AL CONTROL 

11 . (i) Loss of revenue due to non-revision; delay in 
revision of rates of recovery of wafer and 
electricity charges 

The rates for recovery of charges from consumers 
for supply of water and• electdcity through Ordnance 
F actory sources · were laid down by Government in 
March 1978, on the basis of cost data relating to. the • 
year 1975-76. It was/ stipulated that the rates were to 
be revised/reviewed by December 1979 based on the 
cost data for 1978-79 in respect of all factories. Fresh 
orders revising the rates of recovery upward were 
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issued only after 3t years in June 1983 and were 
subject to furfoer revision/ review qy December 1983, 
based on the cost data for 1980-81 and 1981-82. The 
revised rates were, however, not given retrospective 
effect from January 1980. Further revision of the 
rates by December.1983 was yet to b~ made (Septem
ber '1984). 

Delay in revision . of ra tes in t ime by Dcc1~m
ber 1979 was attributed (October 1984) by the 
Ordnance Factory Board (OF8) to the procederal 

. delay in compilation and supply of data by the various 
factories and further processing of the sa~e at the OFB 
Headquarters and the I.Vlinistry. The OFB fur ther 
stated (October 1984) that "effor ts are being made 
aii.d will be made in future to workout the revised 
rates within a S!andard tiqle frame periodically as 
expeditiously as possible which wilt minimise the time 
ga'p betw~en the operative. date of giving effect to the 

~. 

.. 

old and the revised rates." Af 

The loss of revenue from January 1980' to Ma_y 
1983 on atcount of belated revision of rates worked 
out to about Rs. 88.82 lakhs~ Further recurrjng loss 
of revenue due to non-revision of rates since ~cem

ber 1983, can be assessed only when the rates :ire 
revi&ed by the Government. 

The case was referred to Ministry in July 1984 and 
their comments are awaited (November 1984). 

11. (ii) Non-realisation of revenues 

(A) Payment Issues 

In terms of the Government orders of October 
1957, ~pare capacities available in the Ordnance 
Factories are utilised for "Payment issues" viz. 
supplies or services to · non-defence Government 
departments both Central and State, Public 'Sector 
enterprises, privat~ firms, private individuals, etc. 
All "Civil Trade" indentors are required· to _·pay for 
the services in one or other of the various methods, 
viz. cash with orders, security deposit, monthly pay
ment,_ cash on delivery and irrevocable letters of credit. 
Officers accepting the C:::ivil Trade orders, have the 
powers to dispense with pre-payment from the 
Government Departments and recognised fums of 
known financial standing, provided they are personally 
satisfied that the trans.actions will not result in any 
loss. to the Government. Dues not paid ·by stipulate'd 
dates will also carry interest at 6 per cent un1e"8 
waived. -.... 



... 

The total outstanding dues, as on 30th J une 1984 
for stores supplied and services rendered by the • 
factories upt.Q 3 l st March 1984 worked out to 
Rs. 41.36 crores vide table beklw :-

-- ----- - ~ -~--· - - -
Party ' 

·- ---

A. Other D.:i"i.:ncc 
Departments. 

ll. Central Civil 
D<!plrtment~. 

c. Railw•1ys 

D. Si<.te Gove rnments 

E . Foreign Govl!rn-
mcnts. 

F. P ublic Sector 
Enterpri3~,;. 

G. rriva tc Jll):ii~s 

1'oTAL 

1\.nount Number of Period 
o utstauu ing items from which 
for r.!cowry amounts ar.: 

us on omsta nd ing 
Ji -3-1984 
(position as 
o n 30-6-1984) 

(Ru pees in lakhs) 

2.0GJ .46 .+,510 i:arli. .. r to 

!,53ti .59 

2. 11 

350.00 

7.23 

60. 69 

1967-1968 
and upto 
j 983-84 

2,236 · i % 7-68 to 
1983-8.+ 

30 1967-68 to 
1983-84 

136 1975-76 to 
1983-84 

7 Mainly · 
1982-83 

217 l 967-68 Iv 
1983-84 . 

116 .16 5,3J l 1967-68 to 
I 983-84 

4 ,1 36. 24 12.477 

The arrears of R s. 4 1.36 crores included Rs. 20.1 1 
crores (9,678- items ) pertaining to the years upto 
1982-83. 

While the issues from the factories to Army are 
treated 3i free, the issues to other wings· of tht 
services viz . Air Force , Navy, M ilitary Engineer 

, Services (MES), etc. are priced and cha rged through 
book adjustments at cost. 

Th~ outstanding dues of Rs. 39 .52 crores from 
various Central Government and State Government 
DepartmentS> and Organisations indicated lack of 
adequate follow-up action . Some of the dues, whicb 
arc very old ranging from 1967-68 are likely to prove 
to be irrecoverable at this lat~ stage. 

T he outstandings from Public Sector Enterprises 
(Rs. 60.69 lakhs) and Private bodies (Rs. 11 6.16 

- lakhs} -were m~nly due to the fact that• pre-payment 
was not insisted upon and even after delivery of the 
goods prompt action for realisin!? the dues ~ was not 
ral\t:n. The interest ·alone cm acco.unt cf belate<l 

' payment from public sector ~ntc~rprises · and private 
~ · parties works out to Rs. 50.31 lakhs. Taking the 

interest into account, the net revenue not realised 
from t hese parties will be of the order of Rs. ·2.27 
crores. 

' 
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Public enterprises are run· on commercial lines and 

in respect of their supplies to Defence, full ad vance/ 
spot payments are fosisted upon by them. In respect 
of supplies from !Defence to Public Enterprises the 
paymc1tt ·arrangements should have been on reciprocal 
basis. On the ,.. contrary, not only were credits 
allowed , bu t . even the dues were not r.ealised o,ver . 
the years. -The dues from a single Public Enterprise 
alone were R s. 28.92 Jakhs f<'r supply of storeli_ by 
one factory_ since 1973-74. Supply of stores to private 
companies without pre-payment and non-reaiisatinn of 
d ues within the stipulate ·1 time lacks justification and 
shows lack ~f financial control. 

• The Ordnance F actory . Board ( OFB) stated 
(October- 1984) that: 

(i) realisation of outstrn1ding dues. was a 
continuous process and close monitoring was 
being done at the Board level itself; 

( ii) acti'i>n was in hand to progress the cases 
perta ining to Public Sector E nterprises and 
private . bodies at highe.r leve~ , 

(iii) directives had been issue{ (August 1984) 
as a remedial measure to obtf!in pre-payrqcnts 
fro.m all; and 

( i"lt) existing orders were under rev1s10n, taking 
into a'ccou nt also the rate of interest. 

(B) Licence Fee and allied charges 

The-outstanding dues in respect of Licence fee and 
al&d charges for accommodation provided as on 
30 th June 1984 (for bills issued upto 31st March 
1984) amounted to R s,. 27.10 lakhs. Some of the 
dues p ertaini:d to periods from 1965-66 onwards. 
Partywise analysis of the outstandings indicated that 
Rs. 7.31 Iakhs were due from released/retired 
Government officers some of whom bad left l ndia. 
According to the rules all Government dues are to 
be recovered from Government servants before 
releasing their retirement benefi ts. Anotlle!' ~s. 12 .79 
lakhs are due from .private p~rties who were required 
to make monthly payments in advance. ~he 

possibility of recovery of these dues ·is remote. Thus 
non-ob!:ervance of rules/orders, has led to potential 
loss ot Rs. 20.iO Jak.hs on a:ccount of irrecoverable 
licence fees and allied charges. 

The OFB stated (October 1984) that the matter 
was under review as a result of which the irrecoverabie 
;1monnt of outstanding dues was expected to come 
dO\vn. 

. ... 



11. (iii) Loss due to non-observance of coucc.t pro
cedure 

The p,rocedure introduced by. the Railways with' 
effect from 1st January 1962 regarding acceptance by 
the factory authoriries against placement voucher 

. (OPT-1 8) of railway wagons carrying factory goods 
at the factory siding laid down that ''in case the factory 
representative observed any defect in the seals at fue 
time of p lacement (of the wagons) , a remark to that 
effect ·should be made by him at that very hour in 
OPT-18 foil so that' nece~sary arrangement of wit
nessing the unloading may be made. In the absence•of 
any such remark on OPT-18 made at that time it 
would be pi<.esumed that the wagon was made over to 
the factory representatives wirh seals intact and n o 
subsequent. representation a:; to Lhe condition of I he 
seal to be entertained". 

• T he R ailways intimated the procedure to an 
ordnance factory ib D ecember 1961. According to the 
Ministry of - Defence . (Ministry) (November 
1984) endorsing shortages/ discrepancies on the 
OPT-18 form in the case of op en wagons 
by merely looking at the contents at the time o f 
receipt· without weigbment and checking with the 
various invoices ,was not practicable. This difficulty 
was, however, nt:lt taken up with the Railways when 
the procedure was communicated and a workable solu
rion was not arrived at. 

During ' the years 1970 to 1972 the factory accept
ed several open wagons from the Railways containing . 
steet billets, pig i rons, cold rolled sheets, etc. supplied 
by trade sources without any remark ·on the OPT-1 8 
and subsequently in 43 cases 379.827 tonnes of the 
stores valuing R s.· 7 .66 lakhs were found short alter 
weighment in the presence of railway representa tives. 
Tbe factory preferred claims (OctolJcr 1970 to May 
1972) for the shortages on the R ailways, but the 
claims were rejecred (September 1971 to May 1975) 
on the groun<l that the wagons carrying the goods, 
were accepted by the factory without any remark on 
OPT-18, \he D irecJor Genera.I, Ordnance Factories 
set up a Board of Inquiry (BI) only in December 
1976 to fix responsibility for the short'ages. The BI 
observed (April 1979) that the factcry was not follow
ing the correct procedure as outlined by the R ailways 
till O ctpber-November 1974. As the individuals res
ponsible for receipt of wagons during 1970 to 1972 
had already retired when tlie BI was convened · and 
their statements could not be recorded, the BI could 
not fix responsibility for the loss. The BI did not, 
however, investigate whether there was any pilferage 
of rhe goods after acceptance of the wagon:; by the 
factory. The Ministry stated (November 1984-) that 
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since the BI had primarily gone into the reasons for 
•the loss due to non-acceptance . of the claims by the 
~ailways, they did not consider t'he aspect of pilferage 
after receipt cif wagons in the factory. 

The loss is yet to be regularised (Nov~mbe1 1984) . 

J J. (h•) irregular payment of overtime al~owu.ncc at 
higher rates Hum those allowed by the l·u!es ,,.. 

lnspite of the stipulation in the Governmen t ordC'1s 
of August 1983 sanctioning interim relief to civilian 
employees th.at it will not cotlllt for any' purpose other 
than retirement bene1its, the Ordnance Facrory Board 
(OFB) issued instructions in August 1983 that the 
i11 terim relief should bi:: reckoned for over time allow· 
ance . under tfte Factories Act; 1948. A specific clari
fication was given by the Ministry of Fina11ce in 
October 1983 that the interim relief would not form 
part of the emoluments for determining the rates of 
overtime allowance. ·ict, instructions w_ere again is:su~d 

in November 1983 and January 1984 for the conti
nuance of m ch payments. They were reversed only in 
February 1984 whereafter overtime .allowance was 
regulated on emoluments excluding the interim relief. 
The OFB sta ted (September 1984) that the full 
details of <Werpayment made on this account were 
under collection from the factorie'S. T he rough estim.ate 
made by Audit of the overpayment is Rs. 130 lakhs. 

12. J..i'\JJUDICIOUS PURCHASES 

• 12. (i) ExtJ:a e.xpendinu:e i11 procmeme1it of quenching 
oil ~I 

Against the assessed requirements during April 1977 
to Sep tember 1978 of 3· lakh litres of quencb~g oil tq, 
specification 'M' for the quenching tanks factory 'A' 
placc.tl in January 1977 an indent on the Director 

• General, Supplies and Disposals (DGSD) for 1,50,000 
litres pending further review of the requiremenrs. The 
pmchase was made by DGSD from firm 'X ' at R s. 5.45 
per litre. The factory reGeived 1,49,775 litres during 
December 1977 and January 1978. • 

In September 1978 the fa.:tory initiated acti9n to 
purchase another 35,000 litres of lhe oil locally on the 
iground of urgency, fQr topping up of the tanks and 
making up the shortage. Although the oil was available 
from other sources also, a proprietary article certifi- , 
cate was issued in favour of firm 'X' . 

Against "single tender inquiry on firm 'X', their 
quotation of Octobe1: 1978 was for R s. 7 .10 per litre. 
The supplier claimed that the P'fice was higher because • 
the oil to .be supplied by them called H ardno1 'A' ~ . . 
would be manufactur,e:d from very refined base 011 
with special additives apart trom tk1se in the specifi

. cation and that it would give better performance in 

-.. 
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actual use. As.the compostion of the oil was unknown, 
the buyer had 110 means of assessing the superiority 
aad e!Iicacy claimed . On 22nd December 1978 an 
order for supply of 35,000 1jtres o[ Hardnol 'A ' at 
R s. 7 .10 p1,;r litre was handed over 1 o the suppller's 
representative who asked the foctory on the s2me day 
to issue Milita!'y Credit (MC) 1:otc for despatch ·1[ tlic 
oil stating that the oil was lying with them for 
supply. The J,rc not~ was isi>ued on the same day. 

Supplies were received in March 1.979. The sup
plier did not f mnisb any test certificate, nor did the 
factory carry out any tcsl as there was no facil ity in 
l'he factory for conducting the test. 

In September 1979, factory 'A' placed another 
or<ler on firm 'X' on single t.;ml.er basis t:Hdcr a pro 
prietary article certificate for 80,000 iilrcs of Hardnol 
'A' at Rs. 7.99, per litre. The Ministry of Defence 
stated in October 1980 thar different firms were using 
their own proprjeta1y brand cf additives alld that :is 
initial supplies of the oil were received from firm 'X ' 

• it \~S essential to pui:chase the oil from it under pro
prietary article certificate to majnt ain the same qualily 
and properties in the oil filled in the tanks. 

After 1980, however, procurement of Hardnol 'A' 
was discontinued and only oil to the specification 'M' 
was ptocured from various sources. Factory 'A' stated 
in September 1982 that as rbe major portion of the 
production was being done with w~t~!· qt1enching, the 
necessity of [ur ther procurement of H ardnol ·A' did 
not arise. 

-
A Board of Inquiry (Bl) set up in September 1982 

by the Ordnance Factory Board (OFB) observed : 

(i) thar there was no necessity to purchase the oil 
by giving proprk tary article cer tificate frum end use 
consideration, 

(ji) that factories 'B' and 'C' were purchasing the 
oil on competitive tend·~r basi.:: and 

(iii ) that experiments at'. factory 'C' had proved 
that oil from various sources could be mixed without 
deleterious efkct 'provided the oils conformed to the 
laid down specification. It also stated t'hat factory 'A ' 
did uot make any reference to these two fac'tories while 
deciding to procure the oil from firm 'X' on single 
tender basis aga!nst the proprietary arf icle t ertificatc. 

· The J3I obser.ved that procurement action was made 
by the factory at a very fast pace and that even before 
the order was placed the firm was aware that the¥ were 
going to get the order. It co~ld not, however, find out 
whether the i<;->ue of proprietary article cert ificate was 
based on a genuine error of technical assessment or 
there was some other factor or consideration. 
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Extra expenditure on the procurement of 1,13,963 
lilres of oil from firm 'X' amounted to Rs. 2.82 lakhs 
computed with reference to the rate for oil of specifi.
catien 'M ' during 1~79 (R s. ·5.24 per litre) . The OFB ...,,, 
$Lned that a fresh BI had been l 1rucred in Octuber 
1983 to investigate the procurements by factory 'A'. 
The report which wus du:: for submission by D.::tember 
1983 was still awaited (October 1984). 

12. (ii ) ]~rocurcmeJif o[ n s:rnd \~ a~itir,g and gnullng 
p!:mt 

In order to pJovide washed and graded sand to t'he 
foundrie!> of factory 'A' for producing castings of better 
quality, the D irector General, Ordnance Factories con
cluded a contract in March 1976 with a furn for 
rnpply of a sand washing and grading plant with auxi
liary equipment, t'heir erection and commissioning and 
t'Xl'CUtion of connected civil works at a total cost of 
Rs. 89.22 lakhs. The cost was revised from time to 
time due to inclusion and deletion of certai.n auxiliary 

. equipment and it finally srood at Rs. 93.07 lakhs 
( July 1982) . 

According to the contract, the. firm was Lo complete 
tho erection, successful commissioning and perform
ance test of the plant by 20th Augusc 1977. They were 
paid an advanee of Rs. 23 .76 lak.hs to execute the 
order. Due to delayt!d finalisation of layout drawings, 
provision of additional items during the currency of 
the work, difficulties in procurement of cement and 
steel, financial hardship, etc. the firm took 72 months, 
against the expecte-d period of l 7 months, to complet;; 
the erectiou, commissioning and performance tesr of 
the plant (March 1982) . The plant was accepted' and 
taken 'over by the factory in March 1982 on the con
dition that the defects w~ich were persisting should be 
rccL.ifi..:.tl by the firm within a mont h. Allhough a sum 
of R s. 0.42 lakh was recovered from the fi rm as liqui
dated damages for delayed completion of the work, 
the same was refunded to t'hem (November 1982) as 
per the order of the 9 rdnance Factory Board ( OFB) 
and an ametmt of Rs. 10,000 was recovered as token 
liquidated damages for the inconvenience cau<;ed . The 
OFB stated (August 1983) that the liquidared damages 
were not levied as there was no financial repercussion 
since the factory had uot purchased any classified and 
graded sand during the period of delay. The fact, how
ever, remains that !he plant was ordered in 1976 for 
washing and grading of sand to produce castings of 
better quality and due to the delay of over 4! years 
in its commissioning the object was not achieved. The 
exact financial implication cnnnot be asscss.ed in 
Audit. However; it was seen that in case of production 
of item X in factory 'A' the rejection loss during 1977 
!o 1982 due to casting defects was abour Rs. 74.03 
lakhs. 



Regular production in the plallt started from March 
1982.-The firm had, however, not rectified the defects 
in th~ pla nt fu1iy as per the under taking given in 
March 1982 and the. plant remained u.qder down .~ie 
for 782 hours during .July 1982 to March 1983 and 
1144.5 hours ci;>.iring 1983-84. According to the 
Ministry of Defence (Ministry) (November 19s°4') 
the firm had promised to rectify the defects by Decem
ber 1984. 

Against the production capacity of 2000 tonnes of 
washed and graded sand per momh in a single shift 
of 8 hour~, only 2378 tonnes (a~erage 264 tonnes 
per month) were produced in t'he plant during July 
1982 to March 1983 and 5043 tonnes (average 420 
tonnes per month) during 1.983-84. The capacity uli
lisatiou was about 13.2 per cent anc1 2 1 per ant res
pectively. The Ministry stated (November 1::184) that 
the tota l requirement of washed and graded sand in 

_ the factory was estimated ·to be. 7 . tonnes per hour 
i.e . 1400 tonnes per month, thal cunsiderihg a utilisa
tion factor of 70 per cent a plant of 10 tqnnes per 
hour was procmed and that to utilise the plant. capa
city to a greatel' extent'. sale of sand to the railways 
was under consideration. 

The use of washed and graded &and-..had nol, how
ever, improved the quality of the castings and the 
rejections of a few main items of production remained 
very high during 1982-83 and 1983-84 us indicated 
below: 

Item 

'X' 
'Y' 
'Z' 
'M' 

Rejection percentage 

1982-83 1983-84 

• 
72 .25 
6 l.19 
52.42 
47.5 

(till Ja riua ry 
1984) 

71 .09 
47. 55 
4L.87 
44. 08 

Factory 'A ' stated (February 1984) that quality of 
castings depended on various variables in the techno· 
logy ar;id use of washed and graded sand was not the 
only· attribure towards rejection percentage. 

While the factory had not procured washed and 
graded sa nd dming the long period of six years when 
the plant was under supply :.?nd commissioning, there
after the utilisation of the plant was minimal and there 
was no siguificanr improvement in the qualily of cast
ings with the use of washed and graded sand presum
ably because the other attributes t owards heavy rejec
tions of castings had not been taken care of, the jrro
curement of the plant a( a cost of about Rs. 1 crore 
was uncaUe<l for. 
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The case rev~als the following : 
, . 

( i) .A s the factory was not usir1g washed and 
graded sand till 1982 and subsequently the 
use of the sand did not improve the quality 
of castings, the procurement of the plant 
(cost : R s. 93.07 lakhs) was um1ecessqry. 

( ii ) Against the stipulated period of A ugust 
1977, the plant was actually comillission~d 
and taken over from the firm in March 1982 
with number cif defects, The defects were 
yet to be folly r~ctified (S'eptember 1984). 

\iii) Against the production capacity of 2000 
tonnes of washed and graded sand per month 
in a single shift of 8 hours, the p12mt ·had 
produced on average only 264 tonnes .per 
month (1 3.2 per cent) during July 1982 to 
March 1983, and 420 tollileS ·per month 
(21 per cent ) during 1983.-84, 

12. (i ii) Exira cxp1.militure. mi fou l purchase of 
Vehicle components 

hi April : 976 and Novcmb0r 1977, a factory 
placed two supply orders on a Public Se"ctor E nterprise 
(PSE) for the supply of 3,000 Driver's Cabin Hard 
Top (DC) and 2,000 Floor Assembly (FA); the p rice · 
was Rs. 5,200 each for the first 375 and Rs. 5,250 
each for the balance in respect of DC, and Rs. 3,050 
each in respect of FA. In December 1977, the factory 
requested the .PSE to accept ~n increase of 3,000 nos. 
in the order (Anril 1976) for DC with reductiol,1 from 
the ~xisting Qri;e. T he PSE did not a.gree (February 
1978f to accept the addit~onal quantity at the .. old · 
price and asked for a revised price of Rs. 5, 720 each. 
Counrcr offer of R s. 5,450 each, made in Febmary 
· 1978 was not accepted. ln the meantime, the factory 
also floated a tender enquiry (March 1978) for the 
procurement of. 2,000 FA. The following quotations 
were received :-

(i) F irm 'A' 

(ii) Firll} ' B' 
(iii) Firm 'C' 

· (fv) Firm 'D" 
· (v) F irm 'E' 
( vi ) PSE 

Rs. 2,899 (fo r 1000 nos.) 
Rs . 2,844 (fo.- 2000 nos.) 
R s. 3,069 
Rs. 4,700 
Jls. 3,400 
Rs . .J.350 
Rs . 4,232 

l~s . 3,60:> (subj.:ci to cost-study to be un,:en alu:n by 
Ministry of D.ofcnce) . 

The offets of the firms offering lower price were not 
considered as they were ~tated to be developing the 
item for the first t ime, whereas ·l'he PSE was the only . . 
establ ished source of supply. According to the Ord-
mmce Factory Board ( OFB) (SeptembeT 1984) , the 

' stock and dnes p.osition required placing of the orde1 
on the PSE ~o maintain continuity of. supply.. 

, 



As the offers of the PSE for these two items were 
considered high by the factory as compared to the. 
existing contract rates (viz R s. 5,200--Rs.. 5,250 
each for DC and Rs. 3;050 each for FA) and as the . 
PSE was the only established source of supply for the 
two it'ems, the factory requested the, Ministry of Defence 
(Ministry) (May 1978) to negotiate the prices with 
the PSE. After negotiations it ·was decided by the 
Ministry (June 

0

1978) that the firm would supply th'~ 
two items a t provisional rates of Rs. 5,·550 each · for 
DC and Rs. 3,280 each for FA subject to price var ia
tion clause, pending settlement of the final price on 
'Cost Plus' basis as advised by the Senior Cost 
Accounts Officer (SCAO) of the Ministry. 

Accordingly two orders for 2,000 nos. of DC and 
1,000 nos. of FA were placed on· the PSE (December 
1978), the quantities on orders were increased subse
quently (January 1979) to 3,000 and 2,000 res
pectively with the delivery sched~lcs as 'December 
1978 to Seprember 1979' ar the rate of 300 per month 
for DC and as 'J anuary 1979 to September 1979' for 
FA at the rate of 225 per month. 

The SCAO visited .the PSE in March 1979 and sub
mitted ·his report in April 1979. On the basis of 
recommendations of the SCAO; the following final 
rntes were sanctioned by the OFB. (October 1979) 

DC 
FA 

For supply during 
December 1978 to 

May 1979 

(Rs.) 

7,456each 
3,649 each 

For supply from 
.Tune t 979 (subject 
to price variation 

clause) 
(Rs.) 

7,573 each 
· 3,687 each 

Thus while the price of FA cam.e down frqm a 
.fixed price of R s. 4,232 to Rs. 3,649 and Rs. 3,687 
each (with escalation) , that of DC increased from 
Rs. 5,720 to Rs. 7,456 ancf Rs. 7,573 each (with es
calation) . The actual supply position was as under 
- - ---------------- -

D C 
FA 

Upto May 1979 

Nos. Rs. in 
lak hs 

(basic cost) 

803 59.29 
434 15.84 .. 

After May 1979 

Nos. Rs. in 
lakhs 

(basic cost) 

2,197 173 .25 
1,566 - 62 . 93 

The cost study was to be undertaken to ensure that 
the quotation of the supplier was not excessive. !u:ty 
such study should, therefore, not have resulted in 
payment of a pric~ higher than whar was quoted . 

The OFB stated (September 1984) that the SCAO 
examined the whole aspect relating to the cost of pro
duction of rbe two items in the context of possible con-
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clusion of a long-term (5 years ) contract, not merely 
0:1 the basis 'of the· offers of the PSE and as such any 
comparison of the finally accepted prices with the 
e::irlicr offers would not be apt. F urther that clue to 
inflation at 25 per cent occurring between 1977~ 78,,. 
and 1979-80 , th~ cost st t:dy on the whole resulted in 
substantial gains. 

Had the offers at prices given by the PSE for the . ...... . 
two items been accepted withoot calling for negotia-
tions, the actual payment would have been less by 
Rs. 55.07 lakhs. 

l 3. PRODUCTION LOSS 

13 (i) Ecxcess expenditure in manu..facture of an ~1m· 

!lllmi~:O'il 

In J une 1969 the Director General, O rdnance FaC: 
tories (DGOF) placed an extract .on a factory for 
manufacture of 170 Jakh numbers of an ammunition. 
Production of the ammuni tion commenced in 1971-72 
and 7.83 lakh numbers were issued to the indentor 
d uring 1972-73. Consequent upon modifications in the 
design of the amnrunition by the Director of Inspection 
(Armaments) in September 1973; the factory request
ed the D GOF (September 1973) to convert the extract 
into a development extract -and tQ. treat the expendi
ture against the extract as deve1opment cost to be 
charged off to the production against the subsequent 
extracts for the_ ammunition. The Ministry of Defence 
(Ministry) stated (~ovember 1984) that the factory's 
proposal covered development of 50 Iakh numbers at 
an estimated cost of R s. 60.65 lakbs. ,. 

Though DGOF's approval was not received, the 
factory issued a development waqant in October 1973 
for establishing manufacture of the ammunition of 
modified design. Against the estimation of Rs. 60.65 
lakhs for development of 50 lakh numbers the warrant 
was short closed in July 19 76 after developing 
40,61,340 numbers at a ·total cost of R s. 71.30 lakb~. 
However, after more than three · years of factory's re
quest for converting the extract into a development 
extra~t the DGOF · intimated the factory "in Febmary 
1977 that the associate fin ance had not concurred in 
the proposal and there was no provision for according 
ex-post-facto sanction for development works. 
Although the development work was meanwhile comp
leted, investigation was not made to review and assess 
whether the quantu m of expenditure incurred on the 

• work was justified. 

The ammunition developed (40,61,340 numbers) 
was issued to the indenter d uring 1975/ 1976 at 
R s. 39.95 lakhs and. the extra expenditure on deve
lopment on account of difference between the actulll 
expenditure and that charged for the issues worked 



out to be Rs. 3 1.35 lakhs. The DGOF advised ,lhc 
factory (F ebruary 1977) to prepare a loss statement 
treating the excess expenditure as production 1oss. The 
loss was yet to be regularised (September 1984). The 
Mini try stated (N ovember 1984) t'hat there had been 

1 
undcrpriping of the ammunition to the extent of 
Rs. 19 lakhs which would reduce the amount of extra 
expend iture and that t'he matter was under examina
tion. 

13. (ii) Continued shortfall i'll tlrodudion 0£ an um
munition 

Mention was made in paragraph 9 of the Audit 
Report (Defence Services) , 1976-77, of the fail ure of 
the ord nance factories ro achieve the installed produc
tlon capacity of an ammuni!ion and that as a conse
quence imports had to be made. 

Government sancrioned in April 1976/ A~Jgust 1977 
Rs. 353.65 lakhs for procurement of plant a·nd machi
nery and execution of connected civil works in fac
tories 'X', 'Y' and 'Z'. With the addititmal invc!'tment, 
prnduction of 40,000 rounds of ammunition per annum 
was expected to be. achieved in tWo 8 hour shifts 
within 3 to 4 years. In December 1972,' the Army had 
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indicated their annual requirement of the ammunition 
as 33,000 rounds and in April 1976, t'he requirement 
was revised to 36,300 rounds, on the basis of which · 
lhe present project was sanctioned: In July 1979, how
ever, the Army indicated their annual require1nent to 
be 68,000 rounds per annum and 'the Ordnance Fac
tory Board (OFB) further sanctioned in September 
1980 anoth~r sum of Rs. 16.92 Jakhs for ~tant and 
machinery as well as civil works required by factory 
'X' to ensure procluciion of 40,000 rounds per annum 
in two 8 hour shifts as originally envisaged. According 
to the OFB (July 1979) , creation of capacity . for 
manufacture of the ammunition had been done in a 
haphazard manner due to indecisi \'eness of :he Army; 
had their requirement been known earlier, a suitable 
plant of higher capacity instead of a smaller one for 
balancing, which also needed additional works, could 

' have been proVided. 

Although it was anticipated (1975/ 19'16) thar 
Army's annual requirements o [ 40,000 ronnds of ~ 
ammunition would be met from 1980-8 1, there was 
shortfall in production. The targeted (T) pr oduction 
and actual achievement (A) during the y; ars 19 80-~l 
to 1983-84 are mentioned below : 

TABLE 'A' 
(l:Or co111po11e111s in factories 'Y ' om/ 'Z') 

- ----- - ---- · 
Yea r . Cartridge Case F uze Fin Assembly Shell Assembly 

T A T 
- - - ----
1980-81 30 ,000 17,385 20,000 
1981- 82 . 30 ,000 2 1,785 30,000 
1982-83 . 40 ,000 22, 115 40,000 
1983- 84 . 40,000 23,930 40,000 

Total 1,40,000 85,2 15 1,30 ,000 
.........--

A T 

J2,000 30,750 
9,000 30,000 
7,000 40,000 

10,000 40,000 
-~ 

38,000 1,40,750 

----~ 
A 

15,375 
2 1,957 
23,575 
22,500 

83,407 

T A 

30,750 
30,000 
40,000 
40,000 I 

1,40,750 

15,:'iOO 
24,375 
23,625 
22,225 

85,725 ~ 

TABLE 'B' 
( For finished 0111111///titio11 in factory 'X') 

Year 

1980-8 1 
1981- 82 
1982- 83 
1983..:84 

-;:;:---·-
O rigina l 

30,000 
30.000 
40 ,000 
40,000 

T 

R evised 

15,000 
24,000 
30,000 
35,000 

A 

15,105 
24,000 
J0,000 
. 2.875 

Percentage of short
fa 11 compared to 
origina I target 

49 .65 
20 .00 
75.00 
92 .81 

-----~~~------ - - --
T OTAL 

The OFB stated (November !'984) th at the en
vjsaged capacity could be achieved after commission
ing of the full sets of plants and machinery sanctioned. 

Meanwhile, to meet rhe shor tfall in production, 
65,000 rounds of ammunition were imported during 
the period 1979-80 to 1983-84 at a cost of Rs. 12.52 
crores. Components worlh Rs. 3.10 crores for the 
rna nnfactu rc of the ammunition were also imported 

1,40.000 1,o.i,000. 51,980 

during the same period. Further impor ts are also en
visaged as per present performance of ordnance 
factories. 

The case was referred •to the Ministry in J uly 1984, ~ 
but their reply is awaited (November 1984). 

l 3. (iii) Abnormal rejections of a casting 

For production of a component for an· ammunition, 
factory 'A' has been obtaining t11e fin castings from 
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factories 'B ' and 'C ' since 1964 and 1968 respectively. 
The castings are produced at factory 'B' on centrifugal 
casting method providing 40 per cent rejection during 
manufacture and that in factory 'C' by gravity die
casting machine with only 10 per cent rejection 

allowance . 

Factory 'A' faced difficulties all along in utilising . 
supplies of factory 'B' as various defects like cracks, 
blowholes corrosion, pitmarks, etc. were being not iced 
in theii: casting<; during and after machine finishing 
and anodising the components. After investigat ions 
were conducted in 1967 and 1973, certa in remedial 
measures were taken but the improvement in the 
quality of the ca'st ings was not significant. According 
to the Ministry of Defence (Ministry) (November 
1984), the inherent shortcomings in the technology 
of the machine installed, was the main factor 
attributable for the poor quality of production at 
factory 'B' . Although the quality of the casting<; 
produced by factory 'C' following the old diecasting 
method was satisfactory all through, it w:is only :n 
December 1983 that the Ordnance Factory Boa rd 
(OFB) advised factory 'A' to consider and study, H 
~witch over to the gravity diecasting method by 
factory 'B', would bring down the rejections. Thus 
even during 20 years of unsatisfactory performance 
remedial measures to improve the castings of 
factory 'Il' were not initiated . 

D ue to poor quality of the castings supplied by 
factory 'B', the average percentages of rejection of 
the component produced in factory 'A' was 43.55, 
46.24 and 40.16 during 1980-81. 1981-82 and 
1982-83 respectively against the provision of 30 ~er 
ctJnt. T he cost of abnormal rejections had not been 
worked out for regularisation as required under rules. 
Further, factory 'A' had accumulated stock of about 
2 · lakh poor quality castings of factory 'B' by 
September 1982. T he approximate cost of abnormal 
rejections in manufacture during the period 1980-81 
to 1982-83, as worked out by Audit, comes to 
Rs. 18.56 lakbs. To supplement its production 
ta'rget, factory 'A' placed orders on trade between 
July 1982 to October 1983 for 1.50 lakhs finished 
fins at a cost of Rs. 28.26 lakbs. 

Due to inadequate stock of good castings, and heavy 
rejections during manufacture, there was shortfall in 
production of the component at factory 'A' to the 
extent of 31 per cent on avera'ge during the years 
1980-81 to 1983-84 (value of shortfall : Rs. 88.52 
lakhs) with reference to the production targets. To 
meet the deficiency of the component and consectuent 
sbor tfal.I in the issue. of the ammunition, orders werr. 
S/ 2 DADS/84-4. 
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placed on trade during December 1983 to May 1984 
for l.45 Jakh components at a total cost of R s. 59.87 
lakhs. Bulk of the orders on trcrde for finished fins 
and the components are, however, yet to materialise 

( November 1984). 

T he case reveals that : 
Prnduction of inferior quality castings 
continued at factory 'Il' for nea-rly two 
decades and remedial measures are yet to 
be formulated. 

- Lack of adequate efforts ~ind coordination 
on the part of -OFB to take long term 
measures for either improving the quality 
at factory 'B' or establishing trade sources 
in time, involved shortfall i11 production 
valuing R s. 88.52 lakhs and abnormal rejec
tions in manufactu re amounted to R s. 18.56 
lakhs. 

Contin ued shortfall in supply cf the 
--component affected the production of the 
end ammunit ion for which there is a heavy 
demand from the Serv.ices. 

14. INFRUCTUOUS EXPENDITURE 

J 4 (i) Infr111ct11(HJS expenditure on develo1iment of 
an itrm 

The R adar and Communication P roject Office 
(RCPO) required (December 1974) a hardware item 
for integration in an Air For::.e (AF) communication 
system for i ts improved performance. A Research 
and Development Laboratory (RDL ) agreed (April 
1975) to undertake the task of development of the 
item at a cost of R s. 2 lakhs including foreign 
exchange (FE) of Rs . 1.40 lakhs per unit ancl 
cnvisa!!ed util isation of certa in officers and staff from 
its existing strength for about 24 months. Although 
a Public Sector Undertaking (PSU) had also been 
engaged in the task, the RCPO recommended (August 
1975) entrusting of the work to the RDL without 
delay stating that ( i) the prospects of development 
in l hc PSU were uncertain; ( ii) the RDL, having 
carried out similar tasks, was in a position to execute 
it cheaply and quickly; and ( iii ) if the PSU could 
supply the item later, these could be obtai1~ed to meet 
additional requirement. The Steering Committee of 
the R adar and Communication Board (RCB ) accepted 
t he recommendations $Ubject to examination of the 
programme of the PSU before taking a final decision 
so as to avoid duplication of efforts. In the meeting, 
the Chief Controller of R ese:irch and Development 
,1 ]··') recommen ded the R DL for execution of tbe ta~k 
as· it had the comp_etence to design and develop the 
item at a cheaper cost. As the PSU still required 



considerable developmental efforts and the RDL had 
the necessary competence, the Department of 
E lectronics also cleared the proposal (February 1976) · 
Government sanction was t hen obtained (March 
1976 ) at a cost of Rs. 4 lakbs including F E of 
Rs. 2.80 lakbs for the development of 2 units. T he 
project was expected to be completed within 
79/98 weeks (i.e. by September 1977 / Ja nuary 1978) 
depending on whether the import of requisite materials/ 
component would be arranged by the RCPO ox the 

RDL itself. 

T he development work was commenced in March 
1976 and completed in N ovember 1978 (about 
140 weeks ) at a cost of Rs: 3.64 lakhs including FE 
of Rs. 2.65 lakbs. Field t rials of the item planned 
to be held in July 1979, were actually held in 
December 1979 by the representatives of the RCPO 
and the AF, and proved satisfactory. T he Research 
and Development Organisation, therefore, recom
mended (June 1980 ) that the RDL hav ing completed 
the development successfu lly, the item could be 
integrated in the AF commur.ication system. N o 
decision was, however, taken by the RCB for its 
productionisation (March 1984) even though th~ 
project had been stageclosed earlier (August 1981) . 
T he R CPO explained (October 1983) that the 
proje:::t had b:!en initiated only as a competence 
b uild ing one and that during t rials, the item was 
found to hold promise but needed further work in 
many directions. Meanwhile (July 1981) , the PSU 
confirmed that they bad developed the item (cost 
not known) a nd would productionise their own 
model; but their delivery schedule being long, import 
of 6 units (cost: Rs. 54 Jakhs approximately) fo r 
immediate integration in the communication system 
was under considerat ion (.November 1984) . 

Thus the failure of the RDL in spite of its declared 
compete nce, to complete the task successfully as 
envisaged, not only resulted in unintended duplication 
of efforts and planning of import, but also in 
infructuous expenditure of R s. 3.64 Jakhs including 
F E of Rs. 2 .65 lakhs, besides the cost of util isation 
of its officers and staff. 

The case was referred to the M inistry of Defence in 
Tune 1984 and their commentc; are still awaited 
(November 19 84) . 

14. (ii) L fJss due to inadequate specificat ions of a 
forging 

F or stepping up production of barrels of a gun 
in a facto ry, the D irector General, Ordnance F actories 
( DGOF) asked a public sector enterprise (enterprise ) 
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to take up manufacture of forgin gs for the barrel _on 
the basis of the following letters of in tent pending 
settlement of price and issue of a regular order. 

D a te of issue of 
the letter of i ntent 

Janua ry 1968 
April 1968 

December 1970 

Q uantity 
ordered ( in 

numbers) 

10 
50 

50 

Rema rks 

Educational or •. !er 
T o be taken up only 

a fter the successfu 1 
establishment of 
tl1e pilot batch 

T he three . letters of intent stipulated that the 
manufacture of the forgings 3hould be st rictly as per 
d rawing d imension, tolerances and _specificat ions_. The 
forgings were to be inspected at site b~ the Dire~tor 
of Inspection (A rmament) , or his authorised 
representative and final acceptance accorded after 

requisite tests . 

Though the forgings were requi red to withstand 
autofrettaoe pressure test , a provision for acceptance 

Q d . 
of the forgings after such operaticn was not ma e m 
the first two letters of intent of January 1968 and 
April 1968. Jn the third le tter of intent (D~ceml:>er 
1970) it was specified that the forgings should be 
produced according to the approved methods of 
manufacture so that they did not fail in subsequent 
operat ions like autofrettage. The Minist ry of D efence 
(Ministry) stated (September 1984) that the drawings 

and specifications furnished by the foreign collaborator 
provided au tofrettage test cf the barrel but since the 
drawings and specifications for the forging did not 
mention the test at a subsequent stage, the t.est wac; 
no t m :!ntioned in the first two letters of in tent and 
that based on experience gaiuecl the conditiou was 
stipulated in the third letter of intent. 

. After negotiations of t pe price with the enterpr ise. 
and approval of the purcha'se (January 1972) by the 
Government, the factory placed a formal order on the 
enterprise in February 1972 for all the 110 forgin.es 
at Rs. 52,000 each. Again mention was not made 
in tqis order that the forgings were required to pass 
subsequent opera-tions like autofrcttage . T he omi~sion 

was, however, made good by issuing an amendment 
to the order in June 1972. 

Against the educational qrder of J anuary l 968 the 
enterprise supplied 10 forgings during December 1969 
to June 1970. Although the autofret tag~ test wi:f :; 

not completed, the factory did not ask the enterprise 
to suspend further production pending completion of 
the test. 15 more forgings were received from the 
enterprise during July to Septemher 1970 against the 
second letter of Intent. In N ovemb'!r 1970 the 
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ractory Informed the enterprise for the first lime that 
out of 8 forgings (received against the educational 
order) autofrettaged, 7 had· failed. The factory asked 
the enterprise (November 1970) to send its 
representative for discussion and taking remedial 
measures. But the enterprise ccntinued to supply the 
fcirciogs and by April 1972 the factory received 
an;ther 27 forgings. Out of the 52 forgings received 
in all ti.ll April 1972, 22 passed autofrct tagc test and 
were used, and 4 were used in gun 'X' . Of the 
remaining 26 (cost : Rs. 13.52 la!,hs) 23 were rejected 
after autofrettage test and 3 were awaiting decision 
for use in gun. 'X' (August 1984). Consequently, 
semis worth Rs. 21.52 lakhs were lying in the factory 
(August 1984) since 1975·-76. 

The enterprise contended (June 1974) that as 
the condition of the autofrettage test was communicated 
to them only in June 1972, they were entitled lo get the 
full price for forgings wpp!i~d before this date. On the 
consideration that the forgings had been passed by the 
Inspectorate al site, and in a liigh level meeting (June 
1974) it was decided to pay fer all the 52 forgings 
to the enterprise as a package deal connec ted with 
supply of another equipmcn,t by them at a price 
equivalent to the ordnance factory cost, Government 
sanctioned (July 1975) the payment to the enterprise 
for the rejected forgings at the full rate and accordingly 
payment was made. The Mini5try stated (January and 
May 1977 ) that as the technology for successful 
production of the forgings bad to be progressively 
developed by the enterprise rejections occurred and 
that as the exact causes of failure in autofrettage test 
could not be pinpointed, the question of detecting the 
defects during inspection did not arise. 
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Meanwhile, after the heavy rejections of the forgings 
were noticed, a meeting was held in June 1972 between 
the enterprise, the DGOF and the Chief luspector of • 
Metals to consider ways and means of improving the 
quality of the forgings. Subsequently, the enterprise 
manufactured 9 . forgings as per the technology 
approved and agreed to in the meeting and these were 
received in the factory during March Lo August 1973. 
Of them, 8 passed the autofrettage test and were 
used. The other one was Ieturned to the enterprise 
as it failed in the test. Payment was not allowed 
for this rejected forging.. Had the forgings received 
against the educational order been autofrettaged first 
and further production of the same continued after 

! prcper technical study based on their autofrcttage test, 
the loss on account of subsequent rejections involving 
an expenditure of Rs. 21.52 lakhs could have 
been minimised. 

Although the supplies of the enterprise during 1973 
met the specifications satisfactorily, the enterprise did 
not make any further supply ther~after against the 
order of February 1972 and the order was short 
closed at 61 numbers in June 1975. Within a few 
months, however, a fresh order was placed on them 
in September 1975 for 100 forgings (increased to 
200 numbers in March 1976) at a higher rate ot 
Rs. 80,000 each. An extra expenditure of Rs. 14.00 
l.akhs with reference to the order of January 1972 
was involved on the quantity short supplied (50 Nos. 
against the earlier order) . The enterprise compl~ted 

the supplies satisfactorily by 1978. The Ministry 
stated (September 1984) that the short closure ol 
rhc order was due to demand for higher price by the 
enterprise on account of inclusion of autofrcltage 
condition. 

15. COST ESCALATION/ LOSSES DUE TO 
DELAY IN FINALISATION OF PROPOSALS · 

15. ( i) Pmchase o{ a roll turn mg bi.Ile at high cost 
To replace an old lathe machine and ove . c.:ome 

production borllenecks an ordnance factory obtained 
cl.:::,;ra11ce from the Director General, Technicnl D-:vc
lopment for import of a heavy duty roll turning lathe 
in August 1974. After more than H years, in April 
1976 the factory raised a demand on the Director 
General, Ordnance Factories (DGOF) for import, 
erection and commissioning of the machine at a total 
cost of Rs. 16.92 lakhs based on a quotation of firm 
'X' (September 1974). The DGOF submitted the 
demand to the associate finance afrer another 10 months 
for concurrence. The Ordnance Factory Board (OFB) 
stated (September 1983) that the delays occurred as 
the factory bad to finalise the specification of rhe 
machine after obtaining specifications from various 
firms and that the OFB had to examiue various aspects 
of the procurement in consultation with the factory 
before submission to the associate finance. 

The factory submitted a revised demand (August 
1977) at the instance of the associate finance. for pur
chase, erection and commissioning of the machine "as 
replacement of the existing one" at an estimated cost 
of Rs. 28.60 lakhs based on a fresh quotation from 
firm 'X' (June 1977) for a similar machine offered in 
1974. The associate finance accepted the demand 
(September 1978) after prot'rat.ted correspond.ence on 
the increased cost. Meanwhile, due to prolonged pro
cessing of the demand for about 4 years, the import 
licence which was already revalidated twice (December 
l 975 and March 1977) expired in March 1978. After 
a fresh revalidation (December 1978) the OFB placed 
(March 1979) an indent for rhe machine on the Direc
tor General, Supplies and D isposals (DGSDJ and 
after obtaining OFB's recommendatiom the DGSD 



placed an order on firm 'Z' in May 1980 for supply, 
e1ection and commissioning of the machine at a total 

· cost of D.M 8.51 lakhs, i.e. , R s. 39.39 lakhs (machine : 
Rs. 29 .25 lakhs and accessories : Rs. 10.14 lakhs) (as 
amended in May 1982). The machine was to be sup
plied within 10 months FOB after opening of letter of 
credit. The letter of credit was issued in April 1981. 
However, as a number of amendments were made to 
the order from time to time to include various items 
demanded by tbe fa~rory the delivery period was e.x
tended (May 1982) till ApTil 1983. The firm supplied 
the machine in May 1983. It was received in the fac
tory in November 1983 but was yet to be commission
ed (March 1984). 

It was observed in Audit that the production in the 
bar and rod mill gradually decreased and as compared 
to the p roduction during 1975-76, thel'e was a fall 
of about 36 per cent in the bar mill and 48 per cent 
in the rod mill during 1982-83. 

The case was referred to Government in June 
1983; their comments are yet to be received (Novem
ber 1984). 

15. (ii) Delay in execution of c.xpok't orderi 

ln para 19 of the R eport of the Comptroller and 
Auditor General of India, Union Government 
(Defence Services) for the year 1979-80 mention was 
made of the cancellation of orders on an Ordnance 
Factory for ammunition 'X' against three contracts of 
1972, 1973 and 197 4 with a foreign Government. The 
orders were cancelled due to fai lure of factory 'A' to 
supply the ammunition in time. 

The conlracts with the foreign Government also pro
vided for supply of 9034 numbers of ammunition 'P'. 
This ammunition had been an item of production in 
factory 'B' till 1970. Against the contract of October 
1972 the Director General, Ordnance Factories 
(DGOF) placed an order on this facCory after a time 
lag of 20 months in July 197 4 for manufacture of 
l ,034 numbers of ammunition 'P ' . Although by this 
time the other two contracts of Novemb~r 1973 and 
M ay 1974 were concluded orders against them were 
not placed simuh'aneously. Against these contracts 
orders were placed on the same factory only in April 
and November 1974 for 8,000 numbers. The DGOF's 
orders envisaged manufacture and supply of the 
ammunition as early as possible. The factory com
menced production in Septembe·r 197 4 but took two 
years to supply the fir~~ lot of 4,680 numbers in Sep
tember 1976 which were shipped to the foreign Uov
ernment in October 1976. The manufacture of the 
bruance ( 4,354 numbers) was completed by March 
1978 and of these 3,386 numbers were sent tu q depot 
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in March 1977 for shipment'. While the ammunition 
was under check proof by the Cont'rollcrate of lnspec- _;.. 
tion (Ammunition) before shipment, the Ministry 
instructed the factory in February 1979 tu withhold 
further supply to the foreign Government as the 
foreign Governmeat had in the meanwhile cancelled. 
the orders. 

Since the ammunition is not in use by the Services, 
the Ordnance Factory Board (OFB) had approached 
the Ministry of Defence in J anuary 1981 fo1· destruc
tion of the• unsupplied quantity. Pending a decision 
4,294 numbers of the ammunition (cost : R s. 3.65 
Jakhs), were lying in stock (October 1984). The 
balance 60 were spent in test. 

The OFB accepted (October 1984) the facts of the 
case, bur offered no explanations for the delay in 
completing the orders. The case was refe-rred to the 
Ministry in July 1984 but their remarks were await'ed 
(November 1984). 

15. (iii) Extra cxpenditw.1e in pu;-chasc of stores • 

A Technical Committee was set up in MC:ty 1971 
at Factory 'A' to establish ind~geuous sources of 
m r::nufacture and supply of components of a heavy 
vehicle. 

Against a tender floated (December 1979) by the 
Committee for purchase of five componen ts firms 'X·. 
'-Y' ~nd 'Z' quoted (February 1980) the following 
rates :-

H ull main j Ui1ction 
box 

Hu ll rea r junctio n 
box 

Hull <l istributio n 
ju nction box 

Gcn-::rato r pa nel 
n umber 6 

Generato r pane l 
numb::r 7 

Firm 'X' F irm 'Y' Firm 'Z' 
( Upto _ (For a 
200 num- minimum (Up to 89 (Fo r 90 
bers e::.ch) 200 num- nu mbers to 200 

bcrs each) each) numbers 
each) 

Rs. Rs . Rs. Rs. 

7,282 15,000 9,200 8,600 

2,708 5,000 3,350 3,050 

6,090 14 ,000 7,200 6,650 

17,658 18,000 22,000 20,700 

15,714 18,000 18,800 l7,150 

The offers of firms 'X' and 'Z' were va lid till 
7tb May 1980 and the offer of firm 'Y' was vaild till 
3 1st May 1980. The validity of the ofiers was 
subsequently extended by the firms till 31st July 198C. 

Th~ offer of firm 'X' was the lowest (Rs. 49,452 -/ 
per set). The offer of firm 'Y' was the highest 
(Rs. 70,000 per set) and was likely to increase in 
case the firm was to pay higher prices for indigenous 
components. Firm 'Y' also asked for 50 per cent 



advance payment and foreign exchange at R s. 11 , 710 
per set against Rs. 1,723 per set asked by fi rm 'X '. 
Yet, on the consideration that firm 'X' had the largest 
outstandings (838 numbers in all agains t 583 from 
tirm 'Y' and 510 from fi rm 'Z' ) , the Committee 
decided (February 1980) to place an order on 
firm 'Y' for 100 numbers of each comp;)nent. 
However, when the case was s~nt (March 1980 ) to 
the Ministry of Defence (Ministry) for placing the 
order on the fi rm by the Department of Defence 
!':>upplies or to authorise th.:: factory to place the order, 
the Ministry intimated (May 1980 ) that since the 
rate of firm 'Y' was the highest, negotiations with all 
the three firms to hnalise the rates and other eonditwno: 
regarding payment should be made. The negotiation" 
with firms 'X' and 'Z' were made in December J 980 
when the validity period of the offers had al ready 
expired (July 1980). The Ordnance Factory Board 
stated (August 1984) that a:> the case file was 
received from the Ministry en 18t h J uly 1980 and 
the Chairman of the Technical Committee wac; 
transferred, the negotia tions were delayed. 

Meanwhile, a: ter the validity period of the offers 
expired, in August 1980 firm 'X' increased their rates. 
After the negotiations (December 1980) and to 
maintain supplies from two sources, orders were 
placed ( January and February 1981) on firm 'X at 
the increased rates and on fi rm 'Z ' at the original rates 
as follows :-

rinn 'X' F irm 'Z' 
-----

Qua ntity Rate Quant ity Ra te 
ordered o rc'cre.ci 

(in Rs. ( in Rs. 
numbers) numbers) 

Hull main 
junction box 91 8,01 0 each 90 8,600 each 

Hull rear 
j unction box 80 2,978 each 90 3,050 each 

H ull distribu-
lion ju11clion 
box 90 6,699 each SO 6,6~0 each 

Generator 
panel number b 120 18,000 each 

Genera to r 
panel 
number 7 . 120 l 7,285 each 

Firms 'X' and 'Z ' sup plied the compon<:nts during 
March 1981 to February 1983. T he fail ure to plact: 
the or~ers on firm 'X ' by J uly 1980 within the validity 
of the1C offer of February 1980 involved an extra 
P-xpenditure of Rs. 3.72 lakhs. 
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J 5. (iv) Extra expenditure due fo delay in cancel!a" 
tion of orders 

l n order to develop an altt:rnative source an ordnance 
factory placed :;m order O!l firm ·/\. ' in M::irch 1972 
f.or supply by 10th May 1972 of 17,000 kilograms 
(Kgs.) of cotton yarn (dyed blue) at Rs. 8.5) per 
kilogram for manutacture of. durries. The firm 
supp lied 15,698 kgs. within the stipulated pe.·icd. 
Although the:: order was not compleled , two more 
orders were placed on the firm in Mav 1972 nnd 
Novcmb::r 1972 fo r another 47,000 kgs. of the 
material a t the same rate lo be supplied by 30th July 
1972 (1 7 ,000 legs.) and I 0th Feb1 ua1 y 1973 
(30,000 kgs) . 

As firm 'A ' could not adhere to the stirulated 
deli\ ~ry dates, these were extended from time to time 
upto J 5th March 1974 for the first order and upto 
1lst Ma:rch 1974 for the second and thirJ orders. 
The firm could not complete the supplies even by 
M arch 1974 and in all 25,30::! kgs of \arn remained 
undelivered aga:nst the orders. In April J 974, the 
tirm expressed its inability to supply the balance 
quantity at the old rate due to revis10n in Governmerit 
policy regarding distribution of yarn and restrictions 
in use of electric power and consequent r ise in the 
price of yarn and requested either to increase the price 
for the balance quantity to Rs. 18 per kg. or to short
close the orders to the quamity supplied against each 
without any financial repercussion on either ~irle. 
ln June 1974, the firm was informed by the factory 
that the orders could not be shortclosed wi thout 
financia l repercussions and it was advised to 
complete the orders by 31st July J 974. The firm 
was also informed that if it failed to complete the 
supplies by t his date, t he orders would be shortclosed 
a t its r isk and cost wi thout any further reicrenc1:. 

f.irm 'A ' did not 4ffec~ any further supply of t'he 
yarn by 31st July 1974. Yet, the orders on tJ rm 'A" 
were not canceJled at its r isk and cost. The Min istry 
stated (Sep tember 1984) that the balance quantity 
(25,302 kgs) against the orders on fi rm 'A' constituted 
a meagre fraction of total requi rements and it was 
considered that wbjle the production commitments 
should be taken care of by covering the requirements 
f)n other suppliers, firm 'A' should be :::illowcd to 
ma~e. efforts t'o supply so as to develop as many 
add1t1onal sources of supply as possible. 

As further supplies were not received the orders on 
fi rm 'A' were shortclosed in December 1982 with out 
financial r epercussion and the unsupplied quantity was 
procured in February 1983 from another firm at 
R s. 24.85 per kg. involving an extra expenditure of 
R s. 4. 12 Jakhs . General damages could not he 
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recovered from firm 'A' as the orders on them were 
not cancelled and purchase of the store was not made 
'l.t its risk and cost in time after breach of contract by 
the firm. The Min,istry stated (September 1984) 
that for fai lure lo act in time discipl inary action had 
heen taken against the departmental officers. 

15. (v) Unjustified procurcmenit of containers from 
hij?her tenderer 

To replace the existing unsuitable containers for 
two vm)etics of an all?munition, an ordnance factory 
designed containers 'X' and 'Y ' in November 1979. 
The designs were approved by the C hief Controllerate 
of Jnspcction (Ammunition) in April 1980 after 
certain modifications. 

Provisioning procedure provides that orders for 
indigenous stores can be placed 24 months in advance 
of the period o f utilisation and th11t actual stock of 
6 months' requirements can be held at anytime. 
Although there was no stock of the containers in the 
factory the requirement for 30 months, as laid down in 
provisioning procedure, was not worked out, but to 
meet the short- term requirements separate advertise
meilts were issued on 22nd May 1980 for 15,000 
numbers each of contain~rs 'X' and 'Y ' on 18th Sep
tember 1980 for 15,000 container X ' and e n 19th 
Septem ber 1980 for 20,000 container 'Y'. The 
Ministry of Defence (Ministry) stated (December 1984) 
th:-:: as th~ quantum of reusable containers with the 
cons ignee factories could not be assessed even roughly 
at 1 h~ time of procurement long-term procurement 
was not practicable and 6 monthly reviews were being 
made. But separate advertisements issued within a 
spd! of four months show that short-term procurcmem 
was also no t arranged judiciously. 

Against the three adv.:rtisernents, orde1s were placed 
dw'ing August 1980 to F ebruary 1981 as follows :-

Advert isemcnt N ame of Containrr and R:ite for 
film quant ity conta iner 

May 1980 . 'E' Design 'X'- 15,000 Rs. 78 
Design 'Y' - 15,000 Rs. 78 

('D' · Design 'X' - 9,000 Rs. 70 
r Design 'Y' - 17,000 Rs. 70 
1 ·c· Design ' Y' - 1,500 Rs. 68 
~ 'D' Design 'X' - 1,500 Rs. 68 l 'E' Design 'X' - 1,500 Rs. 68 
Ln· Design 'X' - I ,500 Rs. 66 

Design 'y• - 3,000 Rs. 66 

September 1980 

Firms 'D ' a nd 'E' d id not accept the orders in 
April 1981, as qua ntities lower than 5,000 .were not 
considered to be economical to p roduce. Firms 'B' 
and 'F' completed the supplie of 25,500 container 'X' 
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and 35,000 container 'Y' by July 1981. The Mfoistry 
stall:d (December 1984) that although the supplies of 
firm 'C' were initially rejected because of shortages of 
few components, the same were found suitable after 
the components were supplied. 

Against the first advertisement of May 1980, the 
factory received eight offers (varyin.g Crom Rs. 30 to 
Rs. 70 per container) low~r than that of firm 'B' 
including the offer of firm 'C' (Rs. 59.40 per 
container). All the lower offers were rejected on 
grounds like some of the rates not being fixed, or the 
delivery schedule no t meet~ng the factory's requirement. 
Tbe highest quotation of firm 'B ' was accepted and 
development of a second source at a lower cost was 
not considered at this time. However, firm 'C' whose 
lower offer against this advertisement was rejected 
eventually proved to be a sui table oopplier at a lower 
cost. An extra expenditure of Rs. 8.34 Jakhs was 
incurred in the procurement o( 24,000 container 'X' 
and 32,000 container 'Y' at higher costs from firm 'B' 
during August 1980 to January 1981 with rderence 
to the initial offer of firm 'C'. 

Had the total requirements been properiy assessed 
in May 1980, as per provisioning procedure and 
adequate steps taken to establish alternative sources 
the · extra expenditure could ha\'e been avoided. 

l 6. AVOIDABLE/ UNNECESSARY IMPORT$ 

16. (i) Unnccessal'y imports 

In July 1978 the targets for production o f Nissan 
Patrol vehicles at factory 'M' were fixed at 2,000 
numbers per annum from 1979-80. The targets were 
revised in July 1979 to 2,000 vehicles during 1980-81, 
2,500 during 1981-82 and 3,COO each during 1982-83 
and 1983-84. The targets were later again revised 
downwards in October 1980 to 1,000 Yehicles for 
1980-81, 1,200 for 1981-82, 1,800 for 1982-83 and 
2,000 for 1983-84. The reascus g iven for the down
ward revision were that balancing plant and machinery 
to augment the production were not in p osition (tbese 
were actually sanctioned only in Jan uary 1982) and 
foreign exchange was not available to supplement the 
shortfall between the requirements for hi_gher target." 
and indigenous availabi lity. 

Meanwhile, the factory decided (July 1979) tc. 
import 1,200 driver's cabin-; from the foreign 
collaborator to meet the higher targets fixed in July 
1979. The · foreign collaborator was informed of the { 
import in May 1980. After the ta rgets were red uced 
in October 1980, the fnc~ory requested (October 1980) 
the Ordnance Factory BDard ( OFB) lo drop the 
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import as the indigenous supplies were adequate. The 
collaborator refused to cancel the order but agreed to 
reduce the quantity to 400 cabins. The Minist ry of 
D efence (Ministry) stated (November 1984) that a 
sales agreement concluded with the coJlaborator for 
import of certain compoueuts included the cabins, but 
since the cabin was a simple item availal51e 
indigenously and the import price was 4 times the 
indigenous price there was no justificatio n for its 
import. The Minist ry added that afte r a great deal 
of persuasion the order was short-closed subject to 
payment of a compensar.ion or R £. 1.77 Jakhs to the 
collaborator on account of the short-closure. 

The cabins (401 numbers : Cost: R s. 79.53 lakhs) 
were received in the factory during July 1981 to 
F ebr,i:uy I 982. The matching conwoncnts, v;;:,., 
clamp, cushion rubber, bumper hood, etc. for these 
ca~ins were, however, ordered by the factory dur ing 
December 1~81 to February 1982 on indigenolL'; 
firms and were received during M arch 1982 to May 
1983. Out of 401 cabins imported , 3 l L numbers 
(cost ··: R s . 61.68 lakhs) were lying in factory's stock 
at the end of August 1984. 

T he landed cost per imported cabin was R s. 19,832 
against the cost of Rs. 4,631 per indigenous cabin. 
Unnecessary import of 401 cabins resulted in ex tra 
expenditure of Rs . 60.96 Iakhs. 

The target p roduction of Shakt'iman vehicles at 
fac tory 'M' was fixed (July 1978) at 4 ,200 numbers 
per annum. As a millin_g machine demanded by the 
factory in July 1977 was not sanctioned t ill then and 
in the absence of the machine the factory's capacity 
for machining of castings for fly wheel housing was 
limi ted to 4,000 numbers per annum, the factory 
requested the OFB (December 1979) to arrange for 
import of 1, 700 sets of fin ished fly wheel housing to 
meet the production target. The OFB stated 
( September 1984) that consolidated requirements of 
plant and machinery were sanctioned in January 1982 
to meet enhanced requirem ent of 4,200/4,700 vehicles 
per annum. 

A·fter three months of placing the demand the factcry 
req ucc;tcd the OFB in March 1980 to defer/drop the 
import as scaling down of the targets for production 
of vehicles was under consideration of a high power 
team in view of considerable foreign exchange invo lved 
in the procurement of .::omponents to meet the tnrget. 
H owever, as per directives of the· OFB an order for 
import of 1,000 sets of finished fly wheel hnnsing 
was placed (March 1980) . 

Against the order, 934 fly wheels (cost: Rs. 6.98 
lakhs) were received (January to March 1982) . As 
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the targets for Shaktiman vehi rles were meanwhile, 

scaled down (October 1980) to 3,300 numbers 
(1 980-81) 3,600 n umbers (1981-82), 3,700 numbers 
( 1982-83) and 3,800 numbers ( 1983-84), the whole 
stock along with anoth~~ 703 numbers of imported 
fly wheel housing already in stot.:k of the factory was 
lying unused (August 1984) . The import o f 934 
fly wheel housing (cost : R<>. 6.98 lakh s ) was thus 
unnecessary and it involved an extra expenditure of 
R s. 2.77 lakhs as cornpared to the cost o( indigenous 
component. The Ministry stated (N ovember 1984) 
tha t th~ import was justified in the context of p ro
dtl': tion progr&mme at the time import action wa<; 
taken and that t he imported quantity proved as 
necessary cushion for production requirement. 

F or assembly with tanks factory 'A' was supplying 
equipment 'X' and 'Y ' to factory 'B' from 1966-67 
and 1967-68 respectively. Against the created 
capa'City ior 192 numbers of each per annum, 
factory 'A' actually manufactured o nly 75 equipment 
'X' and 64 equipment 'Y ' on average per annum t ill 
1975-76. The production was stepped tlp thereafter 
to a level of 163 equipment 'X' and 178 equipment 
'Y ' per annum respectively from 1976-77. The 
Ministry stated (September 1984) that t he full 
capacity at factory 'A ' was utilised to achieve the 
output of different stores for which priority was given. 

In October 1977 the D irect9r General, Ordnance 
Factories decided to import 50 number<; of each equip
ment to act as buffer stock in view o f steep rise in the 
targets at factory 'A '. A ccordingly, Supply Wing of <Jn 
Tndian Mission abroad (SW) concluded a contract 
with a foreign firm 'C' (May 1979) for supply of the 
equipment by February 1980 at a total cost of . 
£ 51,000 (R s. 9.43 lakhs). The deljvery date was 
later extended to May 1981. 

After acceptance by the SW on warranty certificate 
furnished by the firm 50 equipment 'X' were r eceived 
by the factory in January 1982. Equipment 'Y ' was 
received d uring September 1982 ( 40 numbers ) and 
February 1983 ( 10 numbers ). The total cost o'f 
equipment was R s. 11.10 lakhs (according to the 
Ministry this includes R s. 1.66 lirkhs erroneously 
charg~ as customs duty) and the import involved an 
extra expenditure of Rs. 8.58 lakhs with reference to 
factory 'A''s cost of p roduction d uring 1981-82. 

As equipment 'X' was found unacceptable (March 
1982) in critical inspectio n in the factory, the suQPlies 
were back loaded to the supplier (June 1982) for 
recti fica tion at their cost. O f these 45 were received 
back (March 1984) nfter r ectification but as they 
were found to have certain other defects and the 



supplier had agreed to accept the cost of rectification 
(estimated cost : Rs. 0.34 lakh), the rectification was 
being undertaken by the factory (August 1984). 
The remaiuing 5 were under receipt (August 1984). 

During inspection of eqoipment 'Y' received in 
September 1982 dimensional d iscrepancy that could 
affect the fi tmcnt in the :ank was observ.:-d (November/ 
December 1982). Although the SW intimated (July 
1983) that the suppiier bad asked to complete 
inspection of aII the 50 equipment 'Y ' and return only 
the over dimensional ones to them for repair, the 
inspection was completed only in April 1984 and the 
full supplies were back loaded in May 1984 to th~ 
supplier for rectification. . 

T he capacity of factory 'B' and factory 'A' was 
evenly matched (200 : l 92). While factory 'B' 
never achieved a higher fi gure than 177 ( 1976-77) 
and p roduction in that facto ry gradually came down 
to l 33 in 1982-83, factory 'A' had fu lly met the 
programmes assigned to it and was capable of reaching 
the capacity. The import of equipment 'X' and 'Y ' 
(cost : R s. 11.10 lakhs) during 1980-81 and 1981-82 
at an extra cost of Rs. 8.58 Jakhs for creat ing a buffer 
stock was, therefore, unnecessary. The Ministry 
stated (September 1984) that the cape.city of 
factory 'A' having been fully booked for the production 
<Jf essential targeted . items and there being higher 
probabilities of damages . to the equ ipment, the 
creation of the buffer stock was c<;msidered prudent 
for easy flow during assembly of tanks . 

16. (ii) Import at high cost tlue to delay in develop
n:cut of in~i'gennus sources 

A Technical Committee Cl:1C) was set up in May 
1971 at factory 'A' to ~stablish ind igeuous source of 
manufacture a nd supply of components of a heavy 
vehicle. It wa'i decided tha't, as far as possible, more 
than one source for such components should be 
developc:J. 

Pannier bag tank is a rubberised fuel tank for 
storage of diesel to run the heavy vehicle. It consists 
of four fuel tanks one each for rear and front offside 
(OS) and ne~r side (NS). After invest iga tions the 
TC loc:?ted ( 1974 ) firm 'X' as a po iblc source of 
supply for the tank. Based on the recommendations 
of the TC the !Departme nt o~ Defence Supplies (DDS) 
placed a development ord~r on the fi rm in March 
l 975 for supply of 200 <;ets at th~ rate of Rs. 11 ,500 
per set. The firm completed the <;upplies in March 
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l 977. Thereafter following orders were placed on 
t ile firm during October 1977 to January 1981 
-- - -- -----·-------
Mollih of placing 

orders 

October 1977 
August 1978 
January 1981 

Quamity ordered 

500 sets 
500 sets 

(i) 2 l 4 tank~ rear 
. OS. 

(ii) 237 ta nks rear 
NS. 

Rate 

Rs. J0,90u per set 
Rs. 10,900 per set 
Rs. 3,510 each 

Rs. 3,500 each 

(iii) 303 ta nks fron t Rs. 4,047 e:ich 
OS. 

(iv) 231 tanks front Rs. 3 ,941 each 
NS. 

The firm completed the first two orders for 1,0uv 
sets by March 1979. Against the order of January 
'1981, the firm was to complete the supplies by 
February 1982. However, only 9 tanks rear NS and 
8 tanks front OS were received during February to 

April 1982. As fu rther supplies were not made and 
the firm was under lock out from March 1982 the 
o rder on them was cancdl~d in April 1983 without any 
financial r epercussions on either side. 

Although more than one source of supply was 
expected to be establlshed, no order , developmental 
or o therwise, was placed for the tanks, during the 
7 years till 1982 on any other supp lier. According 
to the Ministry of Defence (October 1984) it was 
decided in August 1978 to place an order on fi rm 'Y' 
but as the requirements of _tanks werc. subsequently 
reduced by the Army and the quantity available for 
placement of an order was m eagre, the order could 
not be placed . Only in July 1982 a development 
order was placed on firm 'Y' for 200 ~ets at Rs. 15,906 
per set (total cost : R s. 3 1.81 lakhs), but the firm 
failed to submit pilot samples and th~ order was 
cancelled in April 1984. 

Due to the failure of firm 'X ' to' supply pannier bag 
tanks against the order oi January 1981 and failure 
to establish a second source of supplv in time the 
factory had to import the tanks from the original 
manufacturer and also obtain the sa me from· the 
Army stock to meet its p roduction ta rgets for the 
heavy vehicle. Imports from the original foreign 
manufacturer were resorted to durnig the period from 
October J 9R2 to July 1983 · for the following 
qua ntities :-

Rea r OS 
Rear NS 
Front OS 
Front NS 

- --·-- -· 

2 14 
237 
303 

:rn 
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The total cost of imports was Rs. 94.69 lakbs 
(FOB). As compared to the rate of firm 'X' the 
imports involved an extra expenditure of Rs. 57.52 · 
lak.hs. 

17. UNINTENDED BENEFIT 

17. (i) Extra contractual benefits to firms 

Ordnance Factory Board (OFB) placed the follow~ 
ing two orders on firms 'X' and 'Y' for supply of 
2,725 tonnes of brass strips to factory 'A' at 
Rs. 37,000 per tonne. 

Firm 

·x· 

'¥' 

Month of Quantity Delivery Schedule 
Placing orders ordered 

Mciy 1980 

February 1982 

2400 tonnes 100 tonnes pei 
month during fi rst 
three months com
mencing after 8 
weeks from the date 
of order , 125 tonnes 
per month d uring 
next three mo nths 
and 150 tonnes per 
m onth thereafter. 

325 tonnes 50 tonnes pei;. ri10otl. 
commencing after f 
weeks or earlier after 
receipt of order. 

Firm ·,X' failed to complete the order as per schedule 
i.e. by January 1982. The delivery schedule wns 
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extended i.n:ttially up to November 1982 and later 
up to April 1983. 

In August 1982, 100 tonnes of electrolytic copper 
were issued by Factory 'A' to firm 'X' on loan. 
Similarly, firm 'Y' was also issued 44.835 tonnes · ot 
the store on loan in September 1982. Such loans 
were not covered by I.be orders. Nor did it form a 
part of the contracts. Ministry of Defence stated 
(September 1984) ,that the loans were made as the 
firms were experiencing difficulties in. getting the 
supplies of the store from the MMTC(Hindustan 
Copper Ltd. 

Out of 100 tonnes of electrolytic copper issued to 
firm 'X ' on loan, 51.234 tonnes were returned 
in July 1983 i.e., after 12 months against the normal 
period of 6 months and the balance 48.766 tonnes was 
treated as issue for conversion of strips against another 
order. Firm 'Y' returqed the material in July 1983 
though the loan was given in .Septem?er 1982 .only 
for a period of 6 months. The suppliers had been 
given ca·sh . advances carrying interest at 14/ 16 per 
cent as per the terms of the contract. There was no 
provision in the contracts for supply of material on 
loau. Such loans which were of substantial money 
value should have been charged interest at the same 
rate as for cash loans, viz. 16 per cent. The loss to 
Government on account of the omission to charg~ 
interest was Rs. 7.91 Ia~s . 

' . 
• 
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CHAPTER 4 

WORKS AND MILITARY ENGINEER SERVICES 

18. Constructfon of a sub-standard Airfield 

0.1 A review of the construction of two air-fields 
( 'A ' and 'B') out of the three ('A', 'B ' and 'C{) 

approved by the Go,vernment in May 1973 at a total 
outlay of Rs. 22 crores was included in paragraph 22 
of the Audit Report (Defence Services) for 1975-76. 

0 .2 A review of the execution of the project for the 
third airfield 'C' revealed 'the following : • 

0.3 Sanction for acquisition of land (Rs. 0.04 
crore) and administrative approval for works services 
(Rs. 5.80 crores) was accorded in September 1973 
and May 1974 respectively. In December 1973, the 
Chief E ngineer (CE) . concluded a contract for 
Rs. I.98 crores with firm 'X' for execution of work 
pertaining to runway, taxi-tracks, linked tracks and 
dispersal tracks of the air-field to be completed in 
January 1975. The work was actually completed in 
November 1975. The air-field was handed over to the 
users in March 1976 but was put to use only in 
October l 976. 

O. 4 T he contractor was responsible for rectifying 
any defects noticed during one year after the date of 
completion of work. According to t}\e Ministry of 
Defence <Ministry) , firm 'X' had ini tially signed the 
final bill under protest without assigning any reasons ; 
the protest, howe.ver, was subsequently withdrawn ; the 
final bill was audited in September 1977 (but the 
amount was kept in deposi t in February l 979 ) and at 
that stage there were no Government claims. 

0.5 After the maintenance period of: one year was 
over, the users intimated (pecember 1977) the Zonal 
CE that the fle-x ible pavement bad started showing signs 
of disintegration to such an extent that the fiue aggre
gate had started coming out and accordingly declared 
the air- field as hazardous to flying. 

0.6 The Technical Examiner pointed out (Novem
ber 1976 and February 1978) that certain obligatory 
tests to ensure quality control as prescribed in the 
contract were not carried out a1;1d re.cords not main
ta ined properly. This was also later mentioned by 
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the Chief Technical Examiner in his report for th~ 
period October 1980-March 1931. 

0.7 Under orders of the Air Headquarters (Air 1 

HQ ) a Court of Inquiry was held during August 
1978-May 1979 to invest igatc into circumstances 
under which the airfield hnd become unfit for opera
tion and also to ascertain whether construction of the 
air-field and material used therefor were a s per pro- • 1 

visions specified in the contract agreement. The find-
ings of the Court of Tnquiry were as under : 

Surface o( bituminous portion of the runway 
including the overrun was pitted, abraded, 
ravelled, etc. -( 

Work of asphalt ic concrete done from 
25th April 1975 to 10th May 1975 was 
below. L11c contract specifications. 

Non-use of the runway either by aircraft or 
by simulated vehicular traffic for about a 
year · after it~ completion caused age harden
ing of · hitumen aind resu lted in early 
deterioration of the airfield . 

· 0.8 The Court blamed two commissioned officers 
and one junior commissioned officer for the lapses and 
recommended that the runway in its detetiorated 
state might n ot be used for operations, and it was 
renrnrked (August 1979) by the authorities at the ~ 
Ai r Command concerned that guidelines on · the us1e 
of active ingredients like cement were inadequate in 
the contract speci fications and there was inadequate 
controVcheck by the executive staff at site. Tht\ 
proceedings of the Comt of lnquiry were finally 
approved by- the Air HQ in May 1982. 

0.9 In order to ascertai n the qual ity of the existing 
surface of the runway, chunk samples of bi rumlnous 
macadam and asphaltic concrete were got tested at 
the College of Military E ngineering in April 1979 
and these were found to Qc outside the specified grad
ing limit. Accordingly, the Air HQ sanctioned 
(September 1979) the work of resurfacing of the 
runway at an estimated cost of Rs. 15.37 lakbs, sub- <(., 

scquently revised (May l 980) to Rs. 22.43 Jakhs. 
The Zonal CE concluded (October 1980) a contract 
for Rs. 26.29 lakhs with firm 'Y' ; the work under 
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the -contract was comp1eted in April 1981 at a cost 
of Rs. 32.15 lakhs. 

0.10 F inn 'X' sought . ( April 1978) arbitralion on 
account o f certain disputes arising out of the opera
tion of the contract, alleging thal the work was held 
up frequently causing delay (.of one year) in execu
tion and resul ted in losses, that the assessment made 
by t11e department of the work done was incorrect, 
that hire charges of tools and plant worked out by 
the department were i~correct, etc. Since i t was re
vealed during tcchnicnl examination that defective 
and substandard work WllJ> paid for, overpayments 
amounting to Rs. 57.59 lakbs were pointed out 
<August 1978 ) to the firm. The Engineer-in-Chief 
appointed (Septernber 1978) a n arbitrator. Firm 'X' 
put forward a · claim for Rs. l .28 crores be£o1:e the 
arbitrator while tbe department claimed Rs. 7 J .97 
lakhs (as revised during the course of a rbi trat ion) 
towards over payment/compensation on account of : 

(Rs. in lakhs) 
Value of claims 

- flexible bituminous pavement of air-field 
being non-functional necessitating com
plete re.surfacing o f pavement and surface 
variation being beyond tolerance limits 30. 63 

- not-grinding h igh spots io concrete pave-
ments and replacemcm/repairin g of sun- • 
ken/cracked concrete slabs 9. 26 

- use of sealing compound no1 conforming 
to contract specifications • J • l 9 

- expansion/dummy and construction joints 
at places not straight and uni form in 
width 0. 18 

- loss suffered by Government for air-field 
being non-functional 20. 00 

- other causes J 0 .40 
- miscellaneous 0. 31 

TOTAL 7J .97 

O. l l In a non-speaking award the arbitra tor award
ed (October 1982) a sum o f R s. 35.43 lakhs (plus 
interest) to the contractgr and Rs. 0. 15 lakh to the 
dep~rtment against oue of its· claims [or Rs. 0.18 Jnkll 
(other claims were rejected ) . 

The Ministry stated (January and J uly 1984) tbat 
an application has been filed in the Court OJi 17 th 
January 1983, the date of h~aring was fixed on 
20th July J 984 but further progress is not yet la10wn 
(July J984) . 

0.12 The following arc the interesting points that 
'!merge : 

Dul! co Jack of adequate control/checlc 
by the eXCl u tive staff. sub-standard work 
was taken over by the department . 

• 
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The air-field was not put to use for over 
o ne ear after its completjoo, thereby caus
ing the bitumen surface to harden a nd 
deterior:itc. 

Execution of sub-standard work nect:ss it ated 
resurfaci ng of the runway ·at a cost of 
Rs. 32.15 l:ikbs without which the airfield 
could 'not be put to operat ional use. 

As observed by the Chic[ Technical Exami
ner certain obligato_ry tests to ensure quality 
control as specified in the contract were not 
carried out and records not ma intained 
properly: 

In a non-speaking award the A rbi trator 
.awarded R s. 35.43 lakhs to firm 'X' ;igajnst 
its claims for Rs. J .28 crores and . only 
Rs. 0.15 lalh to the Department as again<;t 
Us claim [or Rs. 71.97 •takhs, resulting in 
extra expenditure of Rs. 35.28 lakhs. 

19. Avoidable expendifu.re on ~cco11ot of failure to 
hand over site 

l n M:iy 1971. Air H eadquarters (Air HQ) 
' accorded go-ahead sanction a uthorising commence

ment on high priority of works on jmprovcmcnt of 
area drainu_ge at un airfield at a co::.r not exceeding 
R s. 24.50 lak.hs. 

ln March · 1972 (i.e. 9 months after the dale of 
issue of the go-ahead sa nction ) tl;c concerned Com
mander Works Engine~r (C\VE) concluded an item 
rate c0n! ract o. l al Rs. 2 .28 lakhs with fu-m 'A'. 
Items of wor k included in the contract inter alia pro
vided for 00nstntction of a J l 0 fee l long culvert 
(cost : Rs. 0.41 Jakh) the site for which w:is to be 
handed over b_y the local Air F orce authorities. The 
work was commt'n~cd by the contractor on 
29th Ivl ~t rch 1972. As const ruction of the culvert 
was likd to take 4 to 6 months during which period 
landing and taklog off of aircraft would have been 
held u p. the user asked (26th October 1972) for an 
alt~crnativc route for use by the aircraft. 

On an assurnuce given by the fi rm 'A' in February 
J 973 tJwt the culvert would be constructed at t11e 
agreed rates when the ite for it con:,truction would 
be made available lo it. the item concerning c ulvert 
was deleted (February 1973) lrom contract No. 1 
and included ( February 1973) in a nother co ntract 
No. _ concluckd fo r R . I 1.97 Jakhs wi th the same 
firm in December 1972 for improv~lllt3llt ul" are:i 
drainage. Work under· con1rnct No. 2 ,•.-ere sch:-dul
eu to be completed by 11 th April L97-t 



For the construction of alternative route for use by 
aircraft the CWE concluded (March 197 4) contract 
No .. 3 ~ith firm 'B' for Rs. i. 70 lakhs. This work was 
scheduled to be take!! up on 7th March 1974 and be 
complete.ct by (ith December 1974. As ~here was delay 
in commencing the work by firm 'B', contract No. 3 
was terminated (10th February 1978). In regard to 
contract No 2 nine extensions were granted to firm 'A' 
from time t~ time mainly due to fa.ilu're to make avail
able the site for the culvert in the absence of an alter
native route; the ninth extensioJ:! stretching the date o'f 
completioi:i to 28th February 1977 when contract No. 
2 was completed without the culvert. 

The work concerning culvert was deleted from con
tract No. 2 on 18th March 1977 and was included the 
same day in another existing contract No. 4 with firm 
'A' for provision of special [epairs to roads through an 
amendment but was deleied on 24th January 1978 as 
the site was still not available. A separate contract 
No . .) was concluded (amount Rs. 0.41 Jakh) by the 
CWE with firm 'A ' on 24th January 1978 for construe
tion of only the culvert and yet another contract No. 6 
was concluded (amount Rs. 2 .96 lakhs) (22nd March 
1978) by CWE with firm 'A' for construction of an 
alternative route; the latter was completed on 14th 

• December 197 8 at the rio;k and cost of defaulting con
tractor (contract No. 3) and the former on 11th July 
1979 that is after 8 years and 2 months of the date of 
sanction. 

Due to abnormal extension of time in respect oi 
contract No. 2, firm 'A' claimed Rs. 15.09 lakhs on 
account of idle men and machinery and increase in the 
rate of ·wages and 'Cost· of material. The arbitrator 
appo;nted for the purpose awarded (27th July. 1981) 
a sum of Rs. 3.96 l akhs ill favour of the contractor. A 
sum of Rs. 4.10 lakhs including Interest on the awarded 
amount was paid to the contractor in March 1982. 

The following points emerge in this case : 

Construction of a culvert was provided m 
a contract without considera:tion of the fact 
that the site at which it was to be constructed 
could not be made available unless an alter
na tive route for aircraft was provided. 

As a result the high priority w_Qrk sanctioned 
in May 1971 could be completed only in July 
1979 i.e. more than 8 years after its sanction. 

The contract for construction of alternative 
route for use by the aircraf t tp be com
pleted by 6th December 1974 was kept alivi> 

for over three years even 1hough t.he work 
t.J•as not started. This nec~sitatec.: .:;ra nting of 

' 
\ 
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extensions for the work of coustruction of the 
culvert due to which the department had to 
incur an avoidable expenditure of Rs. 4. i 0 

e 
lakhs. • 

io. Unfruitful expenditure on the provi'sion cf works 
services 

In April 1979, an Area Headquarters (HQ) accord
ed sanction to 1lle replacement at :;tation 'X' of air
condit ioners, cold storage plants and r<:frigerators (de
clared beyond economical rfjfair CBER) in August
i-:ovember 1978) ar an cstilnated cost of Rs 8.69 
lakhs. 

' I 

Accordingly, in February 1~80, the Comorander 
Works Engin~~r (CWE) 'A ' entered into a contract 
with a firm for the provision of 3 units of cold storage 
plants (of 10 ton capacity each) in a Medical Storl!~ 
Depot and another u.q.i t (of 10 Ton capacity) in <1 

Hospital. at a total cost of Rs. 4.54 Jakhs including all 
accessories. The cont~act inter alia proyided for exe- ~ 
cution of "York as per design and specifications furnish- · 
ed by the firm and accepted by the engineers: The 
design· ;.e. technical specification/ makes of the eqmp
ments offered by the fi rm was approved by the ac.cep:-
ing o:fiicer subject to satisfactory performance of the 
installation as a whole and the cold storage plants were 
to ?e t~en over by the department only af ter tht: 
des1gqed inside conditions were achieved and maintain-
ed during initial tak.e .over test and phase-II tests. The 
entire work was to be completed within 6 months from 

' the date of ha.nding over of Jite. 

The concerned Garrison Engin~r '<GE) 'P ' placed 
(March 1980) a work order on the firm for commence
ment of the work on 11th Ma~ch 1980. T he date of 
completion was last extended upto 31st July 1981 at 
the firm's request. The progress of work as on 30th 
May 1981 W'!S 89.5 per cent. · 

The plants (work on which had progressed upto 
90 per cent as on 1st May 1982) having broken down 
several times during trial runs oy tbe contractor in 
April-May 1982 could ~ot be taken over by the depar t
ment. The firm was not able ti;> carry out Phase I tests 
as stipulated in the con tract. As a result, the CWE 
convened (June 1982) a Board of Officers to take over 
the plants/ accessories after noting down the defects/ 
deficiencies and to suggest remedial measures. The 
Board recommended CJune 1982) that the con tract be ""' 
terminated as it was not possible to commission the 
plants departmentally due to "inb~rent defects in ins
tallation of plants"'. 

• 
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After affording another opportunity to the firm to 
complete the work by 31st ; anuary 1983, the CWE 
cancelled (February 1983) the contract with effect from 
5th March 1983 at the risk and cost of the fi rm. 

In the meantime, on account payment of Rs. 3.68 
lakhs was made to the firm between April 1980-May 
1981 at various stages of execution of the work. 

In March 1983, the GE ' Q' ( to whom the. execution 
of work was transferred on 15th July 1981) requestecj 
other GEs in the Zone to withhold from sums due to 
the firm an amount of Rs. l .25 lakhs b .:ing the expected 
requirement for execution of U1e left over work at the 
ris~ and cost of the defa ulting contractor. The firm, 
however, obtained (April 1983) a stay order from a 
Court of Law restraining the department from deduct
ing "any amount from other contracts". In the 
meantime, the Medical Stores Depot reported 
(February 1982) that due to the non-functioning of 
the cold storage plants, valuable and perishable 
drugs were deteriorating.' 

The Court vacated the stay order and directed that 
the dispute regarding completion and cancellati~n of 
contract be referred to arbitrator. The arbitration pro
ceedin'.gs. were in progress (August 1984) . A risk and 
cost contract was concluded by CWE 'A' on 19th May 
1984. 

Notwithstanding its tardy performance, the Zonal 
Chief Engineer (CE)- who had been earlier 
(February 1982) informed about the poor perfor
mance of the contractor by the CWE 'A' and GE 'Q' 
concluded (April 1982) a contract with the same fu-m 
l though not enlisted) for air-conditioning of certain 
buildings at station 'Y ' at a cost of Rs. 6.25 lakbs. The 
work was to be completed by 26th May 1983. Before 
acceptance of the contract, the Zonal CE in considera
tion of large investment to be made by the tenderers 
on the procurement of air-conditi.oning equipment, 
accorded his approval for making advance payment 
upto 85 per cent (instead of 75 per cent payable as 
per normal terms and conditions of contracts ) of the 
value of stores brought to site by the firm. 

In August 1982, a sum of Rs. 2.20 lakhs, repre
senting 85 perce!lt of the cost of material brought to 
site by the firm was paid by GE 'R'. 

Since the -firm delayed the submission of detailed 
drawing, a notice was served (February 1983) by the 
CWE 'B' to it for commencing the work satisfactorily 
in an organised manner. The firm contended (May 
1983) that the department had failed to hand o,ver 
the site; it demanded 20 per cent additional cost as 
compr.nsation for delay• and extension of one year for 
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completion of the work; in the alternative, it asked 
for reference of the matter to arbitration. 

' In repiy to Audit queries, the Zonal CE, stated 
(August 1983) that tJ1·c firm ( though not enlisted) 
was selected on the basis of its past pcrtormance. 
The case reveals : 

Station 'X' 

4 cold storage plants declared BER m 
August-November 1978 in a Medical 
Stores Depot and a Hospital could not be 
ieplaced even after a lapse of over 5 years 
resulting in loss of perishabl~ drugs; 

the plants ba~t:d on design and specifica
tions offered ~ the firm and approved by 
the engineers before their acceptance were 
found to have some inherent defects ; 

an amount of Rs. 3.68 lakbs advanced to 
the firm during Ap:·it 1980-May 1981 
both on account · of materials brought to 
si te as also 90 per cent work executed by 
it remains infructuous , 

Station 'Y ' 

notwithstanding the tardy performance of 
the firm at station 'X' another contract for 
ai r-conditioning work was awarded to the 
s1:1. jlle firm at station 'Y ' ; and 

a sum of Rs. 2.20 la.khs was advanced to 
the firm in August 1982 and there was no 
further progress of the work even after 
payment of 85 per cent advance to the firm. 

Ministry of Defenee stated (September 1984) 
that : 

Chief Engineers are being directed to exer
cise greater care in monitoring progress of 
works through periodic reports and returns 
so that defaulting contractors are not issued 
tenders for other works; and 

the work done by the contractor has become 
the asset to be utilised under risk and cost 
work. 

21. lnfroctoous expenditur~ on a tube well 
To meet the immediate requirement of water at 

station 'X', the Commander of the Sub-Area accorded 
(June 1976) a 'go-ahead' sanction for provision of a 
tube well; covering administrative approval to the 
work was issued by the Sub-Arca Commander in 
January 1977 at an estimated cost of Rs. t.75 lakhs. 

Io July 1977 i.e. 13 months after the 'go-ahe::id' 
sanction, the Garrison Engineer (GE) concluded a 
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contract with a firm which was not enlisted at the time 
o; issue of tender but was provisionally enlisted only 
before conclusion of the contract. 

The work, which the firm got executed thfough 
another agency was complet~d on 31st January 1978. 
The yield test was stated to . have been 
carried out by the executing agency of the 
contractor on 26th December 1977 to the satis
faction of the Engineer-in-Charge; such test was not 
done by the department · independently before issue 
of completion certificate. Tt was done oytly on 121 h 
and 13th April 1979, i.e. 15 months after issuing the 
completion certificate. 

On 24th February 1978. i.e., just after 19 days of 
the issue of the completion •certificate, the Assistant 
Garrison Engineer-in-charge of the tubewell reported 
that it was not functioning properly and sand ~vas 
"coming out during pumping" . ~though the contrac
tor was liable, under General Conditions of the Con
tracts to rccti[y free of cost any defect in the work 
coming to notice during th~ 'maintenance period viz., 
within twelve calendar months after tbe work bad 
been handed over to Govem~ent, the firm upon being 
asked (February 1978 a.qd March 1978) to rectify 
the defects did not comply. Despite non-compliance 
by it, final bill amounting to Rs-. 9,397 (excluding 
income tax) was paid to the finn on 3Jst March 1978; 
bringing the total expenditure on the work to Rs. 1.39 
lakhs. 

In January 1979, the GE again asked the firm to 
rectify the defects which. the contractor did not do. 
In March 1979 the GE . informed the . firm th.a~ the 
defects would be got rectified at its risk and cost. The 
tubewell, ceased functi~ning from 28th April 1979. 

The Central Ground Water Board, North East 
Region, to whom the matter was reported by the 
GE, opined (July 1979) that the tubewell had not 
been developed properly during initial de;velopmen!. In 
July 1980, the Directorate of Geology and Mining of 
State Government <DGM) pointed out that sizes of 
the gravels thrown out along with water were much 
bigger than the size of gravel (3 m~ to 5 mm) stipu
lated in the contract for packing around the strainer 
and pipe. 

- I 

Sinee the firm did not re-ctify the defects, the tube-
well was got re-developed through DGM at a cost of 
Rs. 6,227. The re-developed tubewell which was take;,1 
over on 30th I?ecember 1980, also ceased to function , 
from 19th June 1981. 
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In ihe meanwhile, the Sup-Ar~a Commander accord-
ed (Sep~ember 1980) sanction for the provision of ,,-.., 
another tubewel1 in substitution of the defective one 

' at the station at an estimated cost of Rs. 1.79 lakhs. 
The work was comvleted on 22nd March 1982 at a 
cost of Rs. 1.86 Jakhs. 

The case reveals the following 

Tenders were issued to the unlisted firm 
without verifying ifs performance. The firm 
was provisionally enlisted before conclusion 
of the contract. The firm got the wo.rk done 
through another agency. 

I 

Although the firm dia not turn up to rectify 
defects pointed out to it within the main
tenance period, the final bill preferred by the 
firm was paid. 

Apparently departmental supervision of the 
work was inadequate; the tubewell was not 
developed prop~rly during the initial develop- ,.( 
ment stage and oversize gravels were used 
for shrouding the well. 

A major portion of the 'expenditure of 
Rs.• l.45 Jakl:is (inclusive of expenditure on / 
re-development) incurred on. the tubewell 
became infructuous and the µrgent require
ment of water at tbe station remained un
fulfilled . 

The Ministry stated (September 1984) that there bad 
l)een certain lapses on the part of the executives who 
had been subjected to disciplinary action and punish
ment. The Ministry further added thar of the total 
expenditure of Rs. 1.45. lakhs, Rs. 0.21 lakh will be re
covered or adjusted from amounts due to the firm ~ 
and that a loss statement for Rs. 1.24 lakhs has been 
init iated. 

22. Acceptance of contracts at extrn cost due tc delay 
in obtaining,Jinancial concurrcuce 

In the following two cases, delay in obtaining 
financial concurrence for acceptanee of tenders before 
expiry of the v~lidity of offers resulted in re-tendering 
and acceptance of contracts at higher rates 

Station 'X' 

In October 1980, Ministry of Defence (Ministry) 
sanctioned certain works services for an Air Force 
unit .at station 'X' at an estimated cost of Rs. 105.03 
lakhs. Tenders for items of work relating to main 

4 building, roads, cul vert:;, qrains, sewage disposal 
and security fencing, for which· the total sanctioned 
amount was Rs. 64. 73 lakhs, were issued by the con-

I > 

. • 
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'cerned Zonal ,Chief E ngineer (Zonal CE) 'A' in 
F ebruary 1982 to six firms. Tenders were opened on 
5th April 1982. OnJy two out of six tenderers Jiad 
quoted; ofrer of firm 'P' being Rs. 77.70 lakhs a1.1d 
th.at of firm· 'e}' Rs. 88.37 lakhs. The offer of firm 
' P' was V?lid uoto 3rd ,June 1982. . - -

Tbe Zonal CE 'A' forwarded (1 1th May 1982 i.e., 
after more than a month) the case to the Engilieer-in
Chief's branch (E-in-C) for obtaining financial con
currence as the offer was beyond· bis powers for 
acceptance being in _excess of the sanctioned amount 
by rnore than the permissible limit of 10 per cent. On 
17th May 1982, the E-in-C direct~d the Zonal CE 
to get the validity period of the offer of firm 'P' 
extendect uptc 30th June J 982, and besides seeking 
certain clarifications, asked (24th May 1982) the 
Zonal CE to confirm that the rat~ quoted by firm 'P' 
were reasonable. 

"'~ Tbe Zoµ al CE approa<.:hecl ( 18th May 1982) the 

' . 

firm to extend the validity of its offer upto 3rd July 
1982 and furnished clarV1cations, sought · by the 
E-in-C, on 3rd June 1982. On 11th June 1982, the 
E-in-C sought further clarifications from the Zonal 
~. -

Meanwhile, the firm informed (5th June 1982) the 
·zonal CE that it was wiliing to extend the offer for 
.a month Ci.e. upto 3rd July 1982) pr?vided the lump 
sum tendered by it was increased by Rs. 8 lakbs to 
compensate increase in . the rates of labour and mate
rial. As a result, the Zonal CE decided (22nd June 
1982) to retender. 

Fresh tenders were issued by the Zonal CE on 
24th November 1982 and the offer of Rs. 83.99· lakhs 
made by firm 'P' was found to be the lowest. . . 

Contract .was concluded by the Zonal CE 'B' ·with 
the firm on 18th March 1983 for a lump sum of 
Rs. 83.99 ,lakhs. 

Station 'Y ' 

Jn November 1976, the Ministry accorded adminis
trative approval for provision of essential accommo
datjon for an Army unit at station 'Y' at an estimated 
cost of Rs. 92.27 lakbs, later (December 1977) 
amended to Rs. 96.04 lakh~ . The work was released 
for execution in Qctober 1980. 

Certain adjustments · in the siting of the accommo
dation of the regiment were suggested by a Boa,rd of 
Officers in July 1981 and tenders for the building 
work were issued by the Zonal CE 'C' to 8 firms on 
16th November 1981. Ouf:i.of 5 firms which re.~pond-
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ed, the offer of firm 'R ' which quoted Rs. 73.49 lakhs 
was the lowest and considered reasonable ( 1.6Ih 
January 1982) . The second lowest offer made by 
firm 'S' was Rs. 80 .84 lakhs. The tender of firm 'R' 
was vaJjd for acceptaace upto 15th April 1982. As 
the amount available in the administ.rative . approval 
for the items of work included in the tender wa~ 
Rs. 45. 18 lakhs only, the Zonal CE 'C' approached 
(1 3th February 1982 i.e. after about l month) the 
E-in-C for o_b taining fin ancial concurrence so that the 
lowest tender offered by firm 'R' could be accepted. 
The CE also asked (March 1982) the firm to confirm 
its willingness to k.xp its tender open for acceptance 
upto 17th May l 982. On 17th April 1982, the fam in
formed the CE that it was prepared to execute the 
work pro.vided its offer or' Rs. 73.49 lakhs was ~n
hanced to Rs. 77.27 Jakhs and that this revised ~ffer 
would be open for acceptance till 20th May 1982. 
Financial concurrence to accept. the lowest tender of 
Rs. 73.49 lakhs was accorded by the Ministry of 
Defence .(Finance) and convey~d by the E-in-C only 
on 30th April 1982 although E-in-C was .aware that 
the offer was open only upto 15th April 1982. Thus, 
due to delay in obtaining financial concurrence to 

_accept the lowest tender, the department bad to resort 
to re-tendering for . the work. Out of five tenderers 
who quoted iri response to retendering, the tender of 
Rs. 83.20 lakhs quoted by the firm 'R' was the lowest . 
This was accepted by the Zonal CE 'C' on 1st October 
1982 after obtaining financial concurrence. 

Thus, delay in obtaining financial concunence 
within the ·validity period of offers in the above two 
cases resulted in extra expenditure of Rs. l 6 lakhs. 

The Ministry stated (August-September 1984) 
that : · 

In the case of conclusion of contract with 
firm 'P' for ~tation 'X ' certain clarifications 
were sought from the CE 'A' on market 
analysis and percentage quoted above 
Standard Schedule of , Rates, and the CE 
was also asked to confirm that the rates 
quoted were reasonable. The clarifications 
were fu rnished by the CE on 3rd June 1982 
bu• the case could not be considered further 
and projected to Government as the con
tractor ip.creased his quotation and the CE 
decide.cl 'to retender. ' 

In the case of contract at station 'Y ' tµe 
contractor did not &gree to extenq the vali- . 
dity of tender upto- p t4_, M C!-Y . 198-2 without 
enhancement of tendered ·amount which 
could not be agreed to. 

\ . 



CHAPTER 5 

PROCUREMENT OF STORES AND EQU1P:t\1ENT 

23. Procwiment of _night vision goggles 
Against an operational indent raised in September 

1980 by the Director of Ordnance Services (DOS), 
the Supply Wing of an Indian Mission abroad con- ' 
eluded a contract in January 1981 with a -proprietary 
firm for supply of 36 pairs of night vision goggles at 
f.o.b. price of $ 267,048.00 larer amended in January 
1982 to$ 293 ,417 (RS. 26.41 lakhs) . The stores were 
to be consigned by air to Embarkation 11eadq~arters 
(HQ) at station 'A '. for onward despatch to the ulti
mat8 consignee- an· Ordnance Depot (OD) ar station 
'B'. In March 1982 the DOS nominated the Central 
Ordnance Depot (COD) at Station 'C' as the ultimate 
consignee in place of the OD at Station 'B' nominated 
earlier as the equipment being sophisticated and deli
cate was to be kept in air-conditioned storage. 

The goggles were despatched by Air India flight on 
21st May 1982 and intimation about the confirmation 
on completion of shipment, giving particulars of Air
way Bill dated 12th May 1932 and Air Flight No. 1 lO 
dated 2i°st May 1982, was· sent by- the Supply Wing lo 
their letter dared 21st June 1982 to the DOS. Accord
ing to instructions issued in December 1975 by the 
Army HQ, the Supply Wing was required to intimate 
the Embarkation HQ the despatch parriculars includ
ing approximate date of arrival o( the consignment in 
India. Fortber, to avoid postal deJays, airway bills were 
required to be transmitted ro India through Air India 
and on arrival these were to be collected by the 
Embarkation HQ. The Airway Bill dated 12th May 
1982 was stated to have been sent by t'be Freight For
warders on flight <lated 21st May 1982 in a special 
no-tear envelope clearly marked Embarkation HQ 
Station 'A' for delivery by Air .India. But the Embar
kation HQ received neither rhe despatch particulars 
nor a copy of the aiJ:way bill. It was only afte:r th~ 
DOS sought in July--September 1982 confirmation 
from the Embarkation HQ about the receipt of t'he 
scores that t11e latter enquired in October 1982 the 
position from Air India and informed the DOS on 5th 
November 1982 that the stores bad not landed. Em-' 
barkation HQ simultaneously requested the DOS 
to ascertain the correcr flight number and its date 
from the Supply Wing. On 22nd November 1982 the 

· DOS referred the matter to the Supply Wing which 
forwarded a copy of the airway bill (togetherwith the 
invoice) ro the Embarkation HQ in December 1982. 
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After receipt of the copy of the airway bill on 
1st January 1.983, the Embarkation B Q could obtain 
a 'non-traceable certificate' dated 8th April 1983 from 
Air India only on 4th May 1983. On 6th May 1983, 
rhe Embarkation HQ preferred a claim for Rs. 27.70 
lakhs on Air India. After receipt of this claim, ·Air 
lndi2. traced the consignment and handed it over to 
the Embarkation HQ on 20th July 1983. Although 
these sophisticated and delicare stores were delivered 
by Air India 14 months after 'the date of despatch, the 
Embarkation HQ did not take open delivery after 
dct<Jiled inspection in the presence of the carrier, the 
consignee and{or the inspection authorities. Army HQ 
stated (June 1984) that as per existing procedure, ~ 
only a survey 'of the damaged packages was to be 
carried out and in this case iC was not carried out as 
the packages were found intact and in sound condition 
at the time of delivery. 

The consignment was despatched on 30tli Ju1y 1983 
to the COD at sCation 'C' which received it on 31st 
foly 1983. The consignment was received in 
wet condition. Thereafter the packages were opened 
and im truments dried under a fan to avoid further 
damage as advised by representatives of Controllerate 
of inspection (Instruments) attached with the COD. 
The in~pection of the equipment was carried out by 
the COD, t'be representative of the Indian agent of the 
supplier and representative of the Controllerate ·of 

~
Inspection on 1st September 1983. Out of the 36 
goggles, 35 were found not acceptable as the perform
ance of 14 was very poor and 21 were not operat'ing. 
The Indian agent pointed out in October 1983 that 
the warranty period bad already ·expired in May 1983 
a?d contended that the damage to the goggles was not 
attributable to poor packing but was entirely due to 
exposure 'Of the consignment Co two rainy seasons at 
station 'A' with inadequate protection and, therefore, 
Air India be asked to make good the loss. 

In November 19.83, the COD sent a discrepancy 
report through Ministry of External Affairs to the 
Supply Wing for taking up ilie matter with the Sup
plier for replacement of the defective stores free of 
charge. The supplier wanted (February 1984) the 
goggles to be Senf to them for C'Va}uation and restora- • . 
tion to original quality, the cost of repairs being borne 
by Government, if it was found that non-operatfon of 
the goggles was due not to manufacturing defecr oot 
to mis-handling. 
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Ministry of Defence stated (August 1984) that : 

In order to pinpoint responsibility for the 
loss, a Coui1 of Inquiry was convened at 
COD at station 'C'. After going through the 
Court of Inquiry proceedings, the Station 
Commander held that'. the Court of Inquiry 
had failed to · pinpoint responsibility for the 
occurrence of loss. He, however, held the 
view that the damage to the equipment was 
due to neglect. The Station Commander re
commended another Court of Inquiry to be 
held at COD at Station 'A' to pinpoint res
ponsibility for the damage as all the three 
agencies, involved viz. Air Incfo, Embarka
tion HQ and COD '/\.' weTe located at the 
same place. 

Army HQ ordered the Command HQ at 
station 'D' on 23rd May 1984 to constitute 
a second Courr of Inquiry to investigate the 
circumstances leading to the delay in the 

. clearance of the consignment and damage to 
the goggles and ascertain the reasons for not 
lodging claim against insurance. The pro~ 
ceedings of the ·court of Inquiry have not 
yet been completed (August 1984) . 

The case reveals the foJlowing : 

(a) After the stores were air-freighted in May 
1982, it took as much as 7 months to place 
the Embarkat'.ion HQ in possession of the 
airway gill and other particulars required 
for clearance of the consignment. 

(b) Even after the receipt o( despatch parti
culars it took another 4 months for ~he Em
barkation HQ to process the matter up to 
the stage of presenlafion of claim against 
Air India, which led to the eventual tracing 
of the stores. 

( c) Although the sophisticated and delicate stores 
were delivered by Air India 14 months after 
the d~te of despatch, the Embarkation HQ 
did not take open delivery after detailed 
inspecrion of stores . 

(d) 35 goggles (value :- Rs. 25.68 lakbs) were 
found non-operational on receipt by the ulti
mate e<onsignee and have yet (August 1984) 
to be made functional ; the urgent require
ments of the user unit for which these were 
indent'ed on 'operational priority' as far 
back as September 1980 have not so far 
been met (August 1984). 

24. Procuremrnt cf :lll item with meagre life for Naval 
aircraft 

A Naval aircraft 'X.' requires items 'A'. 'B" and 

S/ 2 DADS/ 84-6. 
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"C' to perform a particular role 'Y', all three forming 
:an integral sysrem.; non-availability of any" one of the 
three items has an effect on the total exploitation of t·he 
system for the role 'Y'. Item 'A' can also be used in
dependently for another role. 

Naval Headquart'ers (HQ) placed (July 1978) an 
indent for 1,100 numb-ers of item 'A' (estimatco 
cost : R s. 16.88 lakhs) on the Supply Wing of an 
Indian Mission abroad (S1Jpply Wing) stipulating that 
the item be procured with a minimum of 6 years· 
remaining user Ii~. Since the foreign supplier was 
not willing ro guarantee a life of more than 2 years, 
the requirement of user fife was changed (3rd October 
1978) by Naval HQ to a minimum of 2 years. A con
tract was concluded (17th October 1978) with the. 
foreign supplier for supply of 1,100 numbers of item 
'A' with life not less than 2 years (550 numbers ex
sCock and 550 numbers from new manufacture) at a 
total cost of R s. 15.40 lakbs with a warranty clause 
for replacement of material in case o~ defects noticed 
wi thin 18 months of receipt. As :he supplier did not 
agree ro the guarantee clause and supply of 550 num
bers from new manufacture, a fresh contract without 
the guarantee clause was concluded (2nd April 1980) 
for supply of 1,100 D•'.lmbers ex-stock. The supplies 
were shipped to India on 14th April 1980. 

While intimating the despatch particulars of fhe 
consignment, tbe Supply Wing informed (21st April 
1980) Naval HQ that the consignment be inspected on 
arrival and discrepancies reported forthwith, as supply 
was obtained under a fres!:J contract removing the 
guarantee clause. Inspection of the item after arrival iu 
India (May 1980 ) revealed that the entire stock of 
1,100 numbers was of 1973 manufact'.ure i.e. 7 years 
old and the estimated life of the item being 8 years 
from the date of manufacture, it was doubtfol wherher 
its life would be 2 years. Naval HQ, therefore, re
quested (December 1980) the Supr:-ly Wing to arrange 
replacement of supplies to conform to the. provisions 
of the contract of 17th October 1978 i.e. 550 numbers 

' to be supplk d ex-stock and an equal number ex-new 
man;Jfacture with a minimum of 2 years life. The 
supplier did not agree (March 1981) to replace the 
consignment on the ground that the contract did not 
contain any provision for guarantee and supply of 
550 number:> ex-new manufacture was not possible as 
Lhc production of the item had been stopped. Naval 
HQ also informed (April J 98 1) Naval A ttache that 
the consignment had been foun<l to be of very old 
vintage, that at no stage had the former agreed to the 
acceptance of defoct~ve stores of old vintage and that 
the supplier be approached to repi.acc the consign-

. ment. The Naval Atfache intim:ltcd (October 1981) 
that the supplier was agreeable neither to stand war
ranty nor t9 replace the consignment. 



According to Naval HQ (December 1982), since 
item 'B' 8ystem was not operational, tllere was no 
possibility of item 'A' befog utilised. Moreover the 
failure rare of item 'A' in another role being very high, 
the item could not be put to effective use even in that 
role. The entire quantity of 1,100 numbers of item 
'A' was lying in stock (September 1984) since May 
1980 and its user life was already over. The Supply 
Wing was requested (February 1982) to obtain com
pensaJon from the supplier in respect ~f defective 
stores. The reply of the Supply Wing in this regard 
was awaited (September 1984). • 

The case reveals the following points : 
' 
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1,100 numbers of item 'A; were indented 
with remaining user life of 6 years. As 
against this, these were contracted (October 
1978) for a use-r l ife of 2 years with a 
warranty cla,use ior rnplacement of material 
in case of defects noticed within 18 months 
of receipt. A fresh contract was concluded 
in April 1980 without any guarantee clause. 
The actual supply was with the remaining 
user life of one yyar only. · 

The entire supply of 1,100 numbers (cost : 
· R s. 15.40 lakbs) was still (September 1984) 

lying in stock since. May 1980 without the 
possibility of its being put to use as the user 
life had expired in April 1981. 

Ministry of Defence ·siated (Sept'ember 1984) that ; 

E ven though the shelf life of the item had 
expired, it can be used after necessary proof 
for which necessary instructions have been 
issu:'!tl by Naval HQ to lower formations. " 

The s.ystem . was put to use within the limita
tions imposed by the non-availability of 
item 'A'. To overcome the limitations, tacti
~al doctrine was modiijed to meet fhe opera
tional requirement as :m interim measure. 

25. Avoidable extra expenditur-e in procun~mcnt of 
domestic fire tenders 

To meet their requirement of Domestic F ire Tenders 
(DFTs), Air H eadquarters (Air HQ) placed 
(January 198 1) an order on firm 'A' for supPly of 
30 chassis by June 198 1, extended subsequently upto 
31st October ~98 1. Meauwhile in September 1981, 
the Air HQ changed the inspection .agency, which at:
cording to the firm ca•Jsed delay in inspection. The 
new ioopection agency in~isted on road test of chassis 

.at station 'Y' instead of at firm's premise3 (Station 
'Z') as provided for in the supply order. The inspec
tion agency, how~ver, st?l'ted inspection 'of chassis at 
firm's premises by 14th November 1981 and in 
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January ! 982 L11e Air HQ again refixed del ivery period • 
as 3 l st March 1982. The firm despatched/supplied 
the chassis only between November 1981 and May 
1982. 

In response to a limited tender enquiry for fabrica
tion of superstructure on the chassis to be supplied by 
firm 'A', quotations were recej'1ed by September 1980 
from 10 firms including firms 'B.' and 'C'. The offer of 
firm 'B' for a fixed price of Rs. 1,15,000 each was 
accepted in February 1981 and a-- supply order for 
fabrication on 8 chassis was placed on firm 'B' in 
March 19 81. The Stlpplies were completed during 
October 1983 to June 1984 . 

Firm 'C' had quoted Rs. 1,16,00Q each with the· 
condition thar if the supply of chassis for fabrication 
was delayed beyond t hree months from the date of 
receipt of order , escalation in the prices of raw 
materials including consumables and labour would be 
payable. The price offered by the firm was stated 
(August 1980) to have been based upon t'he prices 
of raw materials and cost of labour prevailing at that 
time. During negotiation held on 26th February 1981 
firm 'C' agreed to the rat'e of Rs. 1,15,000 each with 

-the condition that if the contrk t was extended beyond 
Ai'.lgust 1981 due to non-availability of chassis, it 
would be entitled to price escalation on steel, alumi
nium and copper. The firm while confirming (27th 
February 1981) its acceptance of the rate of 
Rs. 1,15,000 each , se t a conditivn that ,;in case supply 
of chassis is delayed beyond August 1981, then the 
price will be subjected to escalario.n as applicable at 
that time". 

A supply. order for fabr ication on 22 chas.si~ at the 
rate of Rs. 1,15,000 each was J.-laced on firm 'C' in 
March 1981. Aqxirding to the p'rovisions of the supply 
order, the prices were firm and fixed. except thar· esca
lation would be applicable if the period of . contract: 
extended beyond Auglist 1981 due to non.:availability 
of chassis. The clause, however, did not precisely spell 
out 

(i) the specific items on whicI1 escaiation was to 
be allowed . 

(ii) t.'1.e base prices on which variation ·in price 
was to be detcrminetl, , 

( iii) the formula for working out the variation, or · 

(iv) the extent to which .fue escala tion was per-
n1issible. . , ' 

Eve!: the decision taken in the price negotiation 
meeting of 26~ h Febn_iary 198 1 to admit price escaJa
tion only on steel, aluminium and copper was not 
incorporate.d in ihe order. 

As no chassis could be supplied to firm 'C' ti!l 
August 1981 due to non-ret!<irt' from firm 'A', tbe 
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former claimed (J une 1982) pri~e increase at th@ rate 
of Rs. 55 ,000 for each superstructure representing 
variations in the cost of raw materials, accessories, 
components, labour charges, consumables (as also 
overhead and profit) obtaining at the time of tender 
(A ugust 1980) and during June 1982. In terms of 
the decision of the price negotiation meeting of 
26th February 1981, rhe quantum of escalati&n on 
steel, aluminium and copper as computed by the 
department, worked out to Rs. 12,701 each only. The 
firm, however, insisted upon _payment of escalation on 
other items also. 

The Legal Adviser (Defence) whose advice was 
sought stated (May 1983) that Government stand of 
limiting the escalation to th ree· items only 'Was weak" 
because it was not so defined in the supply order. 

In a pric J negotia1ion me::Ling held. in M ay 1983 tc 
resolve the issue the firm ultimately agreed to the 
pr!cc of Rs. 1,55,250 each (i .e. an increase of 
Rs. 40,250 each) which was aUowed. The supplies 
were completed during January- November 1983. 

lncorpora~ ion of vague and indefinite clause regard
ing escalation in the supply order pfaced on firm 'C' 
and nc?1-incorporation of an agreement reached to 
restrict escalation to · only three items resulted in 
avoidabfe cxpendirure of Rs. 6.06 lakhs on account 
of escalat'ion en' items other than those agreed to in 
the price negotiation meeting held on 26th February 
1981 but not spelt out in t'.he supp ly order. 

The Ministry stated (August 1 g84) that the supply 
order shc•Jld have been pre::ise to state thar the cscala- . 
tton was only for s teel, aluminium and copper and this 
was an omission. 

26. Duplication in the procul·e:mcnt of Naval stores 

In June 1981, D irector of Logistics Support, Naval 
Headquarters (NHQ) placed an imlenr on the Supply 
Wing of an Indian Mission abroad for the purchase of 
2 items of stores . On receiving two separate acknow
ledgeme1its for the same indent from the Supply Wing, 
the NHQ informed the Supply Wing of the duplica
tion by aerogram on 25th Aug.usr 1981. 

• 
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In September 1981, the Supply Wing placed a pur
chase order for the stores on the Ministry of D efence 
(MOD ) of a foreign country at £ 16,290 . The stores 
were received by the indenter in May 1982 and 
September 1982. 

Orders for ihe same stores '.Vere issued on two 
manufacturing firms, 'A' and 'B', ' in December 1982 
(item 1) and May 1982 ( item 2) based on a dupli
cate copy of the :ndent. The orders were placed on the 
fir ms since the M OD, this time, expressed their inabi
lity to supply the stores. Even during this process, 
Supply Wing did not notice the duplica tion though it 
was pointed out by the indenter again on 20th March 
1982. When the d uplication was pointed out by the 
indenter on two more occasions in Febru ary 1983 
and October: 1982, effO.:\s were made to cancel the 
orders. WhHe firm 'A ' agreed to the cancellation, it 
was considered .~xpcdient to accept <September J 983 ) 
item 2 of the stores (value : £ 11 , 163) from tirm 'B', 
as pro!Jib'. tivc cancellation charg;:!3 we:e demanded. 
Acco1ding :o the indente r th ~re is n::> shelf life iimit 
fo r t hes ~ stores an<l their utilisation would depcnJ. on 
the failing of the existing item on board. 

It was also noticed in audit that the second purchase 
of stores (item 2) directly from the manufacturing 
firm was cheaper by £ 3,699 than the first purchase 
oi the same .stores from the MOD ; the extra cost in
volved for both the irems was £ 3,942. 

The possibility of directly contacting the manufac
. turing firms for both the items was not explored by 
the S•'.lppiy Wing earlier. This would have saved 
£ 3,942 (Rs. 0.67 lakh) . 

The Ministry of D efence and the Supply Wing con
ceded (Seprember- October 1984) that the dupllca
tion In the procurement took p"lace due to openir;g of 
two ditferent files for the same indent by the computer 
cee in the Supply Wing. The Supply Wing also added 
that to obviate recurrence of such lapses in future, 
neces~ary provision has since b; en incorpora'.ed in the 
computer. 

• 

• 



CHAPTER 6 

UTILISATION OF EQUIPMENT AND FACILIT IES 

27. lmi!s.r~ of a C2.m2:ra for a p1inting press 

For photo-lithographic printing of navig.ational 
charts' and nautical documehts, tbe Naval Hydrogra-
phic Office (NH O) initiated in August 1978 a propo
sal for unport of a modern camera. Of the two cameras 
considered, the NHO recommended the camera of 
country 'X' on the ground that it was cheaper and that 
its installation would require very little alterations 
and additiooo to the existiHg building. T he p roposal 
was sancCioncd by the Ministry of Defence on 
22nd March 1979 at an estimated cost of .R s. 13.01 
lakhs. Accordingly, the NHO plac~d an indent on 
26th March 1979 on the Supply Wing of an Indian 
Mission abroad (Supply Wing) for procurement of the 
cam.::ra. The Supply Wing contracted for the purchase 
in August 1979 at f.o.b. price of F rench Francs 
639,124 (Rs. 10.1 4 lakhs) . 

The camera arrived in India in January 1982. The 
delay was atlributed by NHO to non-availability of 
suitable ship until July 1981. 

The purchase contract provided that NHO would 
conclude a separate contract ·for installation of the 
camera by the foreign supplier's engineer in India. In 
response to the NHO's enquiry made on 16t'h March 
1979, the foreign supplier intimated that certain 
structural changes had to be mad~ in the room wl;ierc 
the camera was to be installed. Tr was seen that the 
NHO sanctioned works services in October 1979 and 
in October 1981 only for par t of the changes suggested 
by the supplier which were completed by March 1980/ 
March 1982 at a total cost of Rs. 0.34 lakh. 

The NH O projected the remaining patt of the work 
only in March 1982 t9 the Military E ngineer Service 
authorities who intimated that if the proposed alter
afions were to be carried out, the structural stability 
of the existing building might be affected. The proposal 
to instal the camera in the buiiding was, therefore, 
dropped. Construction of a new technical accommo
dation for installing the camera at an est'imated cost 
of Rs. 9.53 lakhs was sanctioned by the Naval Head
quarters in October 1983. The work has not yet com
menced (September 1984) . The warranty periog for 
the camera had expired in January 1983. The NHO 
stared (July 1983) that requests for getting the 
warranty period extended by the foreign supplier had 
not evoked any response. 

Th0i.1gh the NHO projected procurement of the 
camera as a 'very urgent requirement' in August 1978, 
the camera is still ro be installed (September 1984). 
The assumption of the NHO that very little alteration 
wo~tld be required turned out to be erroneous and 
caused an additional colllllll'ment of R s. 9 .53 lakhs 
in the construction of a new building. The equipment 
imported in January 1982 at a cost of Rs. ~0 . 14 la_khs 
is yet to be installed and its warranty penod expired 
in J anuary 1983. 

28 . Ddcctive bfooculars 
Based on an indent ra ised in September 1980 b)' 

Director of Ordnance Services (DOS) , the Supply 
Wing pf an Indian Mission a~road (Supply ~ing) 
placed in March 198 1 a supply order on a proprietary 
furn for supply ot 44 units of binoculars at a total cost 
of $ 278,300 including Indian agent's cot'nmission at 
3 per cent . The supply of binoculars was initialiy to 
be completed by Ocrober 19 8 1, but extension was 
given (April 1982) upto 31st May 1982 subject to 
recovery of $ 2,403.50 from the firm. T he terms ot 
the supply order imer alia provided as under : 
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"The contractor warrants tha t at the time of 
shipment, the commodities (exclud~g 
batteries ) will be free from defects m 
material . and workmanship. The contractor 
agrees to repair, or at its option, replace, ~ny 
commodities or components thereof which 
do not satisfy the foreg<Jing warranty pr<?-. 
vided written notice of such defects is 
received by the contrac.tor within three 
months (3) from the date of shipment in 
case of defect with Image Intensifier T ube 
or its component part. . . ... .. . " 

T he binoculars after having been air-lifted from die 
foreign country were received at Embarkation Head
quar ters (HQ) at station 'X' in June 1982 and in the 
Central Ordnance Depo_t (COD) a t starion 'Y ' on 
30th August 1982 through the concerned Embarkation 
HQ; these were taken on charge by the COD on 
9th m1d 10th September 1982. After night trials 
carried out on 22nd September 1982, the Cootrol
lerate of Inspection ( Instruments) D etachment attach
ed ro the COD reported (26th November 1982) that 
32 out of 44 units of binoculars were not acceptable 
as glow in the image intensifier tubes of these bino
culars was not continuous. On 26th February 1983, 
i.e., after a period of over. 8 mo~ths from the ship-

> 
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ment-as against 3 months available for replacement-
~ the COD raised a discrepancy report on the Supply 

Wing for getting replacement of these binoculars from 
the firm. 

•' 

By May -1983, the firm's agents repaired 14 out of 
32 units of defective binoculars and intimared 
(3rd A_p'ril 1984) the DOS that remaining 18 bino
culars would have to be air-freighted to the firm for 
their test as tesring equipment was not available in 
India. · 

In tbc meantime, the Supply Wing took up (March 
1983) the matter with the foreign firm and asked it . 
either to replace or rectify the defectiv~ binoculars. 
Th.is has not been done so far (May 1984) . 

T11us, 18 units of binoculars imported in June 1982 
at a cost of $ 1,12,867 (Rs. 10.16 lakhs) which were 
found defective on receipt were still (May 1984) 
lying in the COD in the same condition. 

'-. 29. Procurement of aerials for th-e Navy 

, . 

For maintaining an efficieor naval communication 
system, the Naval Headquarters (Naval ~Q) planned 
in June 1972 and July 1973 the re_p'lacement of the 
existing aerials at Wireless Transmitting (WT) 
Stations. Two types-'A' and 'B'-of aerials were pro
jected for procuremenl and installation. The Ministry 
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of Defence accorded sanction (August and October 
1973) for the procurement of 3 8 numbers of aerials 
of type 'A' and 36 numbers of type 'B' costing 
Rs. 22.25 lakhs and Rs. 46.80 lakhs respectively. 

Supply orders for procurement of the two types of 
aerials were placed (6th and 25rh January 1975) by 
the Department of Defence Supplies on a private firm 
(38 numbers type 'A ' costing Rs. 17.39 lakhs) and a 
po'Jblic sector undertaking (36 numbers type 'B' cost· 
ing Rs. 35.17 Jakhs). The suflplics materialised during 
1-977-1978 and were received in 3 Naval Stores 
Depots. 

Our of 3 8 aerials of type 'A' and 36 aerials of type 
'B', only 30 of type 'A' and 23 of type 'B' were instal
led during January 1978 to February 1984. Naval 
HQ stated (February 1984) that while. 6 aerials (type 
'A ' : 1 and type 'B' : 5) were planned to be reallocat
ed to new WT s!ari.ons, 15 aerials could not be installed 
(May 1984) for want of spare parts, cables, sui table 
site, etc. 

Even though tbe Naval HQ had planned as early 
as in 1972 to bring the naval communication system 
up to a satisfactory standard, 21 aerials (cost: 
Rs. 15.67 lakhs approximately) out of 74 procured 
in 1977-1978 remained uninstalled even after a lapse 
of 6 years after the'ir procurement. 



CHAPTER 7 

AR.MY 

30. Prornr~ment oi cm:unmuca~~{)n C(!t:.ipment 

A communication equipment 'X' in use by Army 
was being procured alongwith voltage stabiliser from 
a public sector Lrndertaking (PSU) (manufacturer) . 
The annual provision review carried out as on 1st 
October 1975 revealed a deficiency of 3,737 sets of 
equipment 'X'. Since this equipment 'X' was plci nued 
lo be replaced by another equipment under a modern
isation scheme, Army Headquarter'> (Army HQ) re
commended ( l 3th July 1976) procurement of only 
2,000 c:e·!'s of the equipment. The PSU q~oted (August 
1976) R i;. 27 ,680 per unit for the main equipment 
alongwith voltage stabiliser ::ind connected cable 
Ltssemblies. In a price negolintion meeting hf'lcl on 
2 1st July 1977, the ~U <1gr;cJ to supply the main 
equipment a~ Rs. 24.505 each and t'hc voltage stabiliser 
with connected cable assemhlies at the rate of 
Rs. 2,365 each. 

Based on the results of a v::i~ue engineering study, 
a proposal for the elimina1ion of the voltage stabiliser 
was discussed in a meeting hdd on 26t'h July 1977 at 
the Army HQ. The PSU was, however, not in favour 
of eliminating the voltage stabilisers. Despite the view 
held by the PSU, it was decided to prccure eq uipment. 
'X' against all future requirements without the voltage 
stabiliser and to ask the PSU to design a suitable back 
plate assembly (BPA) to eliminate the need for t he 

,voltage stabiliser. Accordingly the Direcror of Ordnance 
Services raised two indents on the PSU for equipment 
'X', without the voltage stabiliser, one .in October 
1977 for 2 ,000 sets at a total cost of Rs. 490.10 lakhs 
and another in March 1978 for 285 sets at a total 
cost of Rs. 69.84 lakhs. 

The PSU designed the BPA (Cost : Rs. 725 each) 
\~hich wa~ tried out with equipment 'X' by a special 
signal regiment in December l 977 / January t 978 and 
found suifable. In foly 1978, an amendment was issued 
to. the indents raised earlier asking the PSU to supply ' 
with the main equipment 2,285 numbers of BPA at 
Rs. 725 each (total cost : R s. I 6.56 lakhs). 

1:he PSU offered (December 1979) some sets of 
equip~~nl '~' .with BP A for inspection. The inspecting 
authont.J.es intimated (January 1980) t'he PSU that 
t~1e B~A was not acceptable to t11e users due to varia
t'ions m the battery voltage which affected the commu-
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nication range. Earlier in March t 979 the equipment 
'X' with BPA was found to be incompatible with 
equipment -Y' which wa:; apprnvec! in September 1976 
for introduction into ScrVJ.cc und.:r th0 modernisation 
scheme. The PSU was, therefore, askctl to disconrinue 
manufac'.urc of equipment 'X' with BPA and intimate 

.the financial implication of such discontinuance. The 
PSU replied (February 1980) that on receipt at 
amendment to the indenr in July 1978, all the compo-
nents and the materials required for 2,000 sets ot ·) 
equipment 'X' wi.h BPA had been procured, parts for 
1,400 sets had been fabricated and 700 sets fully 
assembled. In a meeting held in Apri l 1980 in Army 
HQ, it was dedded tba~ 1,400 sets oi equipment 'X' 
would be accepted with BPA fqr i ~o;ue to certain speci-
fi 

I 
ed user units only and the balance 885 ~ets on order 

would b~ procured with the voltage stabiliser. Tlus was 
subsequcnti) confirmed in <! meeting in November 
1980. 

On 31 st · Au~ust 1981, t:1c i11dc•1tor requested the 
PSU to resubmit its quotation for the voltage stabiliser 
and also to intima:e the financial implication involved 
in scrapping ihe BPA in rcspec~ of the balance 885 
sets. The PSU quored (September 1981) Rs. 3,909 
p'er unit for the vo~tage stabiliser. In January 1982 
the PSU intimated that due to scrapping of the BPA 
componen·s worth Rs. 0.90 Ja!<h had been icndered 
surplus which could be ordered on them as maintenance 
spares. After price negotia tions with the PSU the 
price of the \'Oltage stabiliser was focd at Rs. J ,209 
per unit as against Rs. 2,365 quoted by the PSU in 
July 1977 and financial sane io:l of Rs. 28.40 lakhs 
f?r the procurement of 885 nmnbers of voltage stabi~ 
liser was ac~orded in March 1982. Necessary amend
ment to the indenrs raised earlier in October 1977 and 
March 1978 was issued (April 1982) by the indenter, 
whereby 1,400 sets of equipment 'X' would be sup
plied with BPA (Cost : R s. 353.22 Iakhs) and 885 
sets with voltage stabilisers (Cost : R s. 245.27 lakhs). 
By August 1983, 1,155 sets of equipment •x• with 
BPA and 553 sets with voltage stabiliser were supplied 
by the PSU. 

. Instructions were issued (December 1982) by the 
~n~ent.or to the s•ock holding depot to lssue equitfmept 
X with BPA to a partic>.1lar type of units only. The 
General Staff Branch stated (December 1982) that 
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non-issue of equipment 'X ' with BPA to newly raised 
units had affected their operatio:ial efficiency 

The case reveals the fellowing points : 

The Army authorities decided (July 1977) 
to procure a communication equipment with 
BPA in place of voltage stabiliser despite 
the advice given by !'he PS.U that they were 
against such a change. 

2,285 sets of equipmei1t 'X' with BPA were 
ordered on the PSU in Ocl'ober 1977 · and 
M arch 1978. Although the BPAs designed 
by the PSU were tried out with equipment 

• 'X' by user unit in December 1977 / January 
1978 and found suitable, samples of equip
ment 'X' with BPA submi~ted by the PSU 
in D-::ccmber 1979 for inspection were not 
found acceptable due to variations in battery 
voltage and incompatibility with equipment 
'Y'. The Army author ities, therefore, decided 
(April 1980) to restr ict the procurement of 
equipment 'X' with BPA to 1,400 sets and 
to reven to the procurement of the balance 
-885 sets with voltage ' stab iliser. This resulred 
in· extra expenditure of Rs. 7.47 lakhs besides 
affecting operational efficiency of newly 
-f'aiscd ~Jnits. 

--- ' Equipment 'X ' when u~ed with BPA would 
be incompatible with another equipment 'Y ' 
inrtoduced under a modernisation scheme. 

31. Pmcurcmer;t of rsl::ct a.--id ma::hhtery for nn Anny 
Base Workshop 

4l 

A proposal accepted (November 1971) by the 
Ministry of Defence (Minist'.ry) to entrust the base 
overhaul of a gun to an Army Base Workshop involv
ed provision of addi''ional plant and machinery and 
technical accommodation. A case for obtaining finan
cial sanction for procurement of ten machines through 
indigenous scorccs (estimated cost : Rs. 15.46 fakhs) 
and thirteen machines (estimated c;ost : Rs: 19 .S4 
Jakhs) through import was initiated by the user D irec
torate in March 1972. The estimated cost of machines 
to be procured was obtained in consultatfon wit'h likely 
suppliers. The technical accommodation requi red for 
housing the plant and ma~hinery was sanctioned (fone 
1973) by the Ministry at an estimated cost' of Rs. 42.89 
lakhs. The financial sanction for t'.he procurement of 
machine<> was accorded in Febrnar; 1974 and the re
quired foreign exchange of Rs. 19.84 Iakhs was 
released in J~ly 1974. 

An indent for the import of thirteen machines. was 
e_laced by the Director of Ordnance Se'l"vices (DOS) 

• 

on the Director General, S.·.1ppli1.!s ana D isposals 
(DGS&D) in D ecember 1974 wi1h a copy to the 
Supply Wing of :rn Indian Mission abroad (Supply 
Wing). The indent remained in correspondence bet
ween the indentor, the DGS&D and the Supply Wing 
till September 1976. The Supply Wing informed (Sep
tember 1976) the indenlor that since no formal cross
mandating of the indent had been received from the 
DGS&D, no act:ion had been initiated by them for 
procureme'Ilt. 

Before taking any further action on the Indent which 
was 2 years old, the indentpr requested the Supply 
Wing in September 1976 and again in October 1976 
to ascertain the l.atesr prices of the machines with a 
view to obtaining the required additional forci~n ex
change to cover th e escalation in price<:. The Supply 
Wing informed (January 1977) the indcntor that addi
tional fu nds afrer allowing 20 per cent increllse for 
every year i£)Ver the last price known be provided and 
separate indents for each type of machinery be raised . • 
Accordingly, a sum of Rs. 23.80 lakhs in free foreign 
exchange was a Uocated in Febmary J 978 and thirteen 
urgent indents were raised (March 1978) on tht' 
Supply Wing with the expected date of delivery being 
December 197 8. Based on die quotations obtained by 
the Sopply Wing from the likely suppliers, the total 
pric:! for the thirteen machines worked out to Rs. 66.53 
lakhs. The Ministry, therefore, approved ( 2nd March 
1979) tl' e import of thirteen machines involving an 
add ii'ional foreign excha,pge of Rs. 42.73 lakhs, which 
was released on 6th March 1979. 

The Supply Wing concluded contracts--three in 
April 1979, two each in May 1979 and September 
1979, one each in June 1979, July 1979; August 1979, 
October 197.9 and May 1980 for tw~lve out of thirteen 
ma~hines with accessories and spares for 2 years 
maintenance at a toral cost of Rs. 66.88 Iakhs. . 

The technical accommodation required to accom
modate the machines. was completed in September 
1976 at a cost of Rs. 55.27 Jakhs and the ten indige
nous machines were procured nod installed during 
May 1976 to May 1982. Our of the 12 imported 
machines, 11 were received during June 1980-
December 1982 and installed and commissioned during 
October 1981_...:March 1983 . One machine (cost : 
Rs. 1.44 lakhs) was received in burnt condition. 

. 
The base repairs of the guns commenced from the 

year 1975-76 and during the i:teriod of five years from 
l 975-76 to 1979-80 the number of guns repaired was 
38 per cent of rhe target level as envisaged in the 
project'.. 

• y 
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The case revealed the following points : 

Though financial sanction for the import ot 
thirteen m achines reqcired by an Army Base 
Workshop for base overhaul of a certain 
type of gun was accorded in February 1974, 
proper indents couJd be raised on the Supply 
Wing only in March 1978 after a gap of 
four years, 

Due to delay in !'he import of machines, the 
investment of R s. 71.43 lakhs on providing 
technical accommodation and prociirement 
of indigenous machines remained largely 
idle and the workshop• was handicapped in 
tl1e base overhaul of the gun. 
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The Ministry state<l (August 1984) that : 

In the absence of imporCed machines, tho 
existing machinery and indigcnoosly procur
ed machines were used by the workshop for 
base overhaul of the guns. The i.Glported 
machines are of general purpose high pre
c1s1on-measuring and manufacturing 
machines. In their absence, the quality of 
the repairs carried out for the overhaul of 
the gun could not . be ascertained. 

Accumulation di repairable arisings was due 
10 several factors like non-availability of 
spares in adequate range and depth and delay 
in t'he provis ion of additional resofuces in- , 
eluding imported machines . 

• 

• 
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CHAPTER 8 

• 
NAVY 

32. Review on the working of the Controtluale of 
Procurement 

1. Introduction 
1.1 The Controllerate of Procurement ( CPRO) 

ca me into being in 1971, as part of the efforts to im
prove the material management procedures in the 
Navy, with the objective of proc~ing srores of the 
r ight quality in the right q~antity, at the right price, 
at the r ight time and from t'he right source. 

The CPRO is responsible for the procurement ot 
stores classified under General, Engineering, E lectrical 
a nd Elcclronics required for Naval ~mits/ships . The 
followi ng types of indents/ demands are processed by 
the CPRO : . 

All items of stores and machinery spares 
ha ndled by the Marerial Superintendent 
(MS) , ·valuing upto Rs~ 0.50 lakh per item. 

• 
Ad-hoc requirements of Naval ships for 
meeting their urgent requirements. 

Stores required to replenish stocks costing 
upto Rs. 0.40 lakh per item. 

Base demands of Naval Head~arters 

(Naval HQ) and any other indent's.)5toject
ed by them. 

1.2 F or purchase of items required exclusively by 
the Navy, a Central Purchase Cell was created at 
CPRO with effect from 1st June 1976. All recurring 
requirements were to be purchased centrally and local 
purcllases resorted to only for urgent and essential re
quirements. Analysis o( th~ purchases made by CPRO, 
however, revealed that during the years 1980-81 and 
1981-82 the number of items purchased loca1ly (LP) 
was far in excess of those purchased centrally (CP) 
as shown b elow:-

Year Number of orders Items Percentage to to ta 1 Total value 
covered number of of orders 

(Rs. in 
Orders Items crores) 

1980-81 CP 223 525 1.3 ] . 7 0 .29 
LP 17,194 29,720 98. 7 98.3 16. 83 

i 1981- 82 . CP l,302 5,224 13.2 23 .3 1. 32 
LP 

1982- 83 . CP 
LP 

2. A test check of local purchases made by the 
CPRO (selected at random ), revealed the foJlowrng 
i rregularities : 

2.1 l11vitatio11 to. tender 

Invitation to tender in the case of local purchases 
under the limited tender system is required to be issued 
to a minimum of 7 firms for purchases of value upto 
R s. 20,000 and LS fi rms for purchases of value ex
ceeding Rs. 20,000 and upto Rs. 50,000 . Non-obser
vance of these instructions ,; as noticed in 32 cases of 

S/2 DADS/ 84-7. 
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8,546 17,213 86. 8 76.7 9 .02 

1,025 16,776 15.8 57.4 10 .93 
5,462 12,473 84.2 42.6 6.38 

tender enquiries (for purchases exceeding Rs. 20,000) 
issued c:krring 1978-79 to 1982-83. 

2.2 Splitting up of requirements 

In respect of a few items selected for scrutiny for 
which there were regular and recurring requirements 
and in considerable quantities, ir was found that such 
requirements, were spli t so as to bring them within 
the delegated financial powers of the Admiral Super
intende~ (ASD) /CPRO. As a result, these pur-
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chases escaped the scrutiny of the Tender Purchase Commit'tee (TPC) which had to examine purchases 
exceeding Rs. 50,000. In these cases, orders were split and plaeed r..:p~atedly as indicated below :-

1980-81 • 1981-82 1982-83 
. Item SI. 

No- Numbe.rof 
order$ 

Value 
(Rs. in 
lakhs) 

Number of . Value 
orders (Rs. in 

Number of 
orders 

Value 
(Rs. in 
lak.hs) lakhs) 

1. Soap laundry . 29 8.41 6 3.02 2 0.94 
2. Soap soft Grade JI 14 5.53 3 1.04 
3. Cuprous oxide . 33 12. 88 , 6. 42 
4 Rope PolypropyJine parapro (of different types) 78 25.46 62 25.79 17 6.26 
5 PaintAdmar Chocolate 14 4.32 9 4.52 

Noni : ~o orders were placed for central purchase of items at SI. No. 1, 2. 3 and 4 d uring 1980-81 to 1982-83. 

3.1 Extra expenditure on local purchase of soda ash only for individuals who were not employed on stren-

Soda ash technical grade is consumed by the Nirvy uous work. The life of the raincoats was assessed as 
in considerable quantities. This item is available on one year. No orders were, however, is~ued introducing 
Director General, Supplies and • Disposals (DGS&D) the item in service as required under the presqibed 
rate/running cootracts. Under the standing instructions procedure nor had Naval HQ intimated their decision 
of Government, when items conforming to the pres- on the introduction of plastic raincoats into service. 
cribed specifications are available on rhe DGS&D rato/ Nevertheless, the CPRO placed (May 1980) 5 Local 
running contracts, these should be procured only from Purchase Orders (LPOs) for the supply of 5,000 
the firlJl.S enlisted in the DGs&D rate/running con- numbers of raincoats at R s. 37 each and 2 LPOs for 
tracts. Although soda ash technical grade was avail- 5,000 numbers of souvesters at Rs. 4 each at .a t0tal 
able on the DGS&D. rate contracts, yet rhe CPRO re- cost of Rs. 2.05 lakbs from firm 'A'. 
sorted to local purchase from private firms at rates The inspection authorities intimated the CPRO that 
(varying between Rs. 2.80· and Rs. 4 .40 per Kg.) · the quality of stores offered by the furn for inspection 
much higher than the DGS&D rates (varying between being not uniform at all, stores were accepted taking 
Rs. 1.05 and R s. 2.11 per Kg.) and procured 248 into consideration urgent requirement. They added 
tonnes costing R s. 7.78 lakhs between November 1978 t'hat the firm be black-listed and p~nding orders for 
and October 1983, thereby resulting in extra cxpen- 1,068 plastic raincoats and 1,500 souvesters be can-
diture of Rs. 3.09 lakhs. celled. However, the entire lot was accepted, ignoring 

3.2 Irregular procurement of a non-patternised item 

Iri April 1979, Nava) HQ instructed the Flag Officer 
Commanding-in-Chief (FOC-in-C) of a Naval Com
mand to obtain a few numbers of c:ommercial rain
coats for issue ro sailors during the monsoon -season 
for trial purposes with a view to replacing the exist
ing rubber rai~coats. The FOC-in~C in turn instruct
ed (May 1979) the CPRO to procure .14 numbers of 
commercial raincoats from the market and issue them 
to ten different ships/establishments for trial purposes. 
In response to a telephonic enquiry on 15th June 
1979, the CPRO obtained quotations on a single 
tenper basis from firm 'A' for supply uf raincoats 
nylon finish of quality suitable for use by rcooter
riders at R s. 45 each and of quality suitable.for normal 
use at Rs. 37 eat:h . This offer was accepted by the 
CPRO and orders pJacd on 18th June 1979 for 
supply of 7 numbers each of the two qualities of rain
coats . . 

During November-December 1979, the Naval Com~ 
mand furnished to Naval HQ a detailed report on the 
raincoats procured from furn 'A' indkating the results 
of trials and recommended thar they would be suitable 

the Inspector's rematks and the CPRO asked (Sep
tember 1980) the Inspector to review his inspection 
reports. •ln r eply ro an audit query as to the cir
culllstances leading to the acceptance of rejected stores, 
the CPRO stated (October 1983) that the matter was 
being investigated. Results of the investigation were 
awaited (April 1984) . 

4. Unnecessary procurement of stores : 
(a) Paint bituminous enamel 

4.1 The annual requirement of this paint was 
10,000 Kgs. as per the records of the Controlkrate of 
Warehousing (CWH) / Controllerate cf Material Plan
ning (CMP). Against t11e requirement of 12,000 Kgs. 
of this paint projected by the CWH on 27th September 
1980 (when ther~ was stock of ll!,300 Kgs.) , the 
CPRO placed 11 LPOs between 30th December 1980 
and 10th J anuary 1 981 on a local firm for the pro
curement of the required quantify at a total cost of 
R s. 1.56 Jakhs, The quantity ordered against the LPOs 
was received by the CWH between 6th March 1981 
and 12th May 1981 . The entire stock remained un
issucd upto March 1984; the shelf life of this stock 
expired by May 1982, resulfing in a loss of Rs . 1.56 
lakbs. 

) 

• 
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The CWH also received 27 ,425 Kgs. of this paint · 
during January-April 1981 against pending CPOs. 
Out of this, only 682 Kgs. could be issuetl upto March 
1984. The shelf life o( the remaining stock (26,743 
Kgs.) costing Rs. 1.90 lakhs expired by April 1982. 

(b) R efractory materials : 

4.2 Wilh a view to indigenisation of one of the 
items of refractory materials viz., 'refractory mortor 
cement', an ,indigenous development order was pfaced 
by the Department of Defence Supplies on firm 'C' in 
July 1980. The firm supplied (February l982) 
400 Kgs. of thls item at a total .!=Ost of Rs. 964 and 
the same was under users' trials (March 1984). The 
CPRO had, however, placed an LPO on a local firm 
for procurement of 4,905 Kgs. of this irem at a total 
·cost of Rs. 0.42 lakh. The item s.upplied (July 1982) 
by the firm was issued to the Naval Dockyard at station 
'X' during October and December 1982. The entire 
quantity was returned by the Dockyard to t'he CWH 
in April 1983, being surplus to requirements. While 
the stock procured against the LPO was lying with the 
CWH, requirements of this item in respect of Naval 
Dockyard and orber ships were being met through 
import. The shelf life of the item would expire in 
July 1984. 

Further, the CPRO also placed (March and May 
1983) two more LPOs for the ptoCi.irement from firm 
''D' of 23,000 Kgs. of 'Plastic Refractory-Mix.'
another refractory material at a cost of Rs. 0.92 Iakh. 
Against these LPOs, t'he firm supplil!d 19,000 Kgs. of 
the material (total cost : Rs. 0.77 la.kb) between 
15th June 1983 and 10th August 1983. No issues were 
made out of the material procured loc~lly and the 
Navy's reguirements continued ro be met through 
import. 

Thus, the entire stock of the refractory materials 
purchased locally at a cost of Rs. 1.19 lakhs was lying 
in stock un~Jsed (March 1984). 

( c) Paint bituminous .black : 

4.3 Against three exclusive indents raised by Naval 
HQ in February 1979, April 1979 and October 1979, 
the CPRO concluded (between .June 1980 and Sep
tember 1981) three contracts with local fums 'E' and 
'F' for the procurement of 66,498 litres of this paint 
at a total cost of Rs. 3.79 Iakhs. Out of the total 
quantity of 57,500 litres of p~nt received by the 
CWH (consignee) between April 1981 and December 
1981 from the two firms, a quantity' of only 
36,742 litres could be issued till · March 1984 and 
the bahince quantity of 20,75& litres (costing Rs. 1.34 
lakhs) remained in .stock (March 1984) with shelf 
I ife (of one year) already expired. . 

... 
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(d) Paint sky blue : 

4.4 A q11antity of 10,900 litres of paint sky blue 
(cost : Rs. 2.86 lakhs) procured against 5 LPOs 
placed by the CPRO during July 1981-March 1982 
and against tbe DGS'&D contract of April 1981 was 
roceived by the CWH between December 1981 and 
October 1982. This quantity was despatched to a 
Naval Stores Depot (NSD) at station 'Y' ·between 
January ~nd December 1982. The NSD returned (July 
1983) 9 ,000 lil'rcs of the paint "being excess to re
fiiUirement". The shelf ·life of this paint had already 
expired in October 1983. The unnecessary procure
ment of this paint, its despatch to the NSD and its 
ret_ui:n to the CWH resulted in a loss of Rs. 2.40 lakhs. 

(e) Syncolite Mosaic Layer and Topping: 

4.5 Between August 1980 and November 1980, the 
CPRO placed 5 LPOs on a local furn for supply of, 
30,000 Kgs. of Syncolite Base Layer, 20,100 Kgs. and 
25,300 Kgs of Syncolite Mosaic Topping 'Yellow' and 
'Green' resp&tively at a total cost cf Rs. 1.41 lakbs. 
The supplies were made• by the firm between February 
and May 1983. Meanwhile, in February 1983 another 
LPO was placed by the CPRO on the same firm for 
the procurement of 2,500 Kgs. of Syncolite Mosaic 
Topping 'yellow' at a toral cost of Rs. 0.05 lalch. 
Supplies against this order were made by the firm in 
April 1983. Out of the stores received, ·only 1,000 
Kgs. of Syncolite Base Layer were issued and the 
balance valuing Rs. 1.44 lakbs remained in stock 
(March 1984) . · 

5. Procurement of paper labels at exorbitant rate 

5.1 In September 1980, Che CPRO placed an LPO 
on firm 'G' · for supply of 7 lakh numbers of Label 
Manila (paper labels) at the rate of Rs. 63 per 
thousand. The rate was justified by the CPRO on the 
ground that the previous purchase rate was Rs. 71 per 
thousand. The previous LPO dated 16th May 1979 
(quantify 50,000) was for supply of cloth labels and 
not for paper labels. Audit scrutiny als0 revealed that 
the demand, based on which the procmement of 7 fak1i 
labels was made, added upto 3 lakh only and that 
in the limited tender enquiry floated for placement of 
the LPO, tender enquiries were not issued to any of 
the previous suppliers. 

Five more LPOs were placed on private firms by the 
CPRO b.etween November 1980 an<l January 1981 for 
the _procurement of 18.30 _lakh of this item at prices 
ranging from Rs. 50 to Rs. 62.70 ;?er thour.and. Co~
par~d to the previ\iling market rate of Rs. 22.25 per 
thousand the extra expenditure due to local purchase 
of paper labels at ~xorbitant rates worked out to 
~ 0.92 lak.h. Th~ <;PRO bad not produced the docu-



ments relating to these LPOs for audit scrutiny 
(March 1984) . 

At the end of March 1984, the CWH held 28 lak11 
numbers of paper labels which wqutd be sufficient to 
meet the requirement of the next 7 years. 

The CPRO stated (October 1983 ) "The Group 
Officer and the dealing Clerk have already resigned 
from service and no more in Indian Navy. H ence 
no clarification can be given''.. 

6. Central Purchase 

L ocation of sources of supply ancl enlistment - of 

suppliers : 

6.1 An examin~tion of the procedure followed by 
the CPRO in respect of locating sources of supply and 
registration of su ppliers revealed the following deficie

ncies : 

• 

Majority of the fi rms registered were either 
agents 01: retailers; 93 out of 176 supp liers 
registered during 1981 to 1983 were agents/ 
retailers. 

Banker's Report regarding the financial 
s!a nding of the firms was not obtained even 
in a single case. 

The capability and capacity of the firms as 
manufacturers/~tockists were not assessed 
by competent inspection authority or b y 
the CPRO. 

Out of the 176 registrations granted during 
1981 to 1983, Income Tax Clearance Cer t!
ficate was not obtained in 56 cases. 

Sales Tax Certificate was not obtained in 40 
cases. 

Ownership certificate was not obtained in 
61 cases . 

No registers were being maintained in 
r~spect of firms black-listed, banned or re
moved and firms whose registration -was 
under consideration. 

Firms were allowed to keep the registration 
beyond 3 years without revalida tion. 

Further, separate lists of suppliers for central/ 
directjlocal purchase were not maintained in spite of 
specific instrnct ions by Government. The CPRO 
stated (October 1983) lhat all deficiencies in the 
procedure, pointed out by Audit w..ould be removed in 
a phased manner. · 
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6.2 Extra expe11.diture on procurement of waste cotto1t 
coloured and rags cotton coloured 

Naval H Q raised on tbc CPR O an exclusive indent 
dated 5th M ay 1979 for the procurement of 
44,344 Kgs. of w_aste cotton coloured and 
1.49,995 Kgs. of rags ctotton coloured at a total esti
mated cost of Rs. 8.56 lakhs (at the rate of Rs. 2 .90 
per Kg. for waste cotton coloured and R s. 4.85 per 
Kg. for rags cotton coloured) with the stipulation that 
the items should be delivered by the successful bidder 

· on or before 30th September 1979. · T he CPRO re
ceived this indent on 11th May 1979 and issued 
tender enquiry on 13th July 1979 . T he last date for 
receipt of tenders was fixed as 6th November 1979, 
allowing a period of over 15 we~ks fd~· the submission 
ot quotations as a-gainst the normal time limit of 4-6 
weeks. The CPRO received 6 quotations; the lowest 
and the next lowest ones were as under : 

Hem 

Waste cotton coloured 

R a gs cotton coloured . 

Quo tation 

r lou•est : Rs. 3. 86 per Kg. 
(Rs. 3. 90 per Kg. le s I per 

I cent discount) from Firm 
~ 'A-I '. 

I Next Lowest : Rs. 3 . 87 per Kg. 
(Rs. 3 . 75 per Kg. plus 3 per 

L · cent tax) from Firm 'B-1 '. 

L owest : Rs. 5 . 9.+ per Kg. 
(Rs. 6 per Kg. less I p er cent 
discount) from Firm 'A-J'. 

Next Lowest : Rs. 6 per Kg. 
from Firm C-l. 

T hough the comparative statement of tenders 
(CST) was prepared (6th November 1979) and firms 
'A- 1 ', 'B-1 ' a nd 'C-J ' were on the "approved list of 
suppliers" oj the CPR O, fU;rther action to process the 
cJse through the T PC was pot taken. Instead tenders 
were reinvi ted and in response to the tender enquiry 
of 20th February 1980 opened 0 11 2nd May 1980, 
the CPRO received 10 quotations. The lowest among 
them was from firm 'D-1' which ranged from Rs. 2.18 
to Rs . . 3.05 per Kgs. for different types of waste 
cotton coToured and from R s. 2.75 to ~s. 4.20 per 
K g. for rags cotton coloured. Since the CPRO 
doubted the credibility of .firm 'D -1' 's offer, he made 
enquiries with the Naval Inspectorate at station 'Z' 
(where firm 'D-1' was locateu) about the capability 
of this firm to meet the Na,vy's requirements within the 
stipulated delivery period and according to the pres
crjbed specificatiQ,Os. On receipt of the r eport of tl1e 
Naval Inspectorate which confirmed the apprehen
sions of the CPRO, the case for the procurement of 
the items was pro~ssed through the TPC. The TPC 
recommended the placement of order on firm 'E-1', 

• 
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the uext lowest tenderer whose rates were R s. 3 .97 
per Kg. for waste cotton coloured a nd R s. 6.87 per 
Kg. for r ags cotton colour..'!d and the same was approv
ed by the competent aulhcrily. On 3 1st J uly 1980 
the CPRO concluded the contract wi th fi rm 'E-1 · and 
the supplies were received between September 1980 
aod D ecember 1980 . During the period May 1979 to 
the \.late of receipt ( 11th September 1980 ) of first 
·supply agains t this contract. the CPRO purchased 
locally 97,000 Kgs. of waste cotton coloured and 
1,05,850 Kgs. of rags cotton coloured. The local p ur
chase ra tes for these items varied from Rs. 3.72 to 
R s. 4 per Kg. for waste cotton coloured and Rs. 5.60 
to Rs . 6.87 per Kg. for rags cotton coloured . The 
bulk of the local pmcbascs (62,000 Kgs. o f waste 
cotton colom ed at the rate. o f Rs. 4 per Kg. and 
60,550 Kgs. of rags cotton coiourcd at the rate of 
R s. 6 .87 per K g. ) was from firm 'E- 1 · to whom tl~e 

contract was eventuaJly awarded (Jul y J 980) . 

, Non-conclus!o n of contract against the Jowest 

\ ... 

· q uo tatiops received in the first tentier enquiry 
( November 1979 ) resulted in an ext ra expenditure of 
Rs. l .44 lakhs. 

6. 3 Avoidable extra expt'11diture in procurement of 
. sandals PVC 

Naval HQ raised en the CPRO an exclusive indent 
dated 14th January 198 1 for the pr.ocurement of 
80,000 pair s of saudals PVC st raps in d ifferent sizes, 
out of which 40,000 p airs were operational require
ment . T he estimated cost o f the purchase was 
Rs. 9.60 Jakhs ( a t the rate of Rs. 12 per pair) . The 
indent contained inier a/ia the followin!! stipulations : 

The CPRO would issue tenders to all regis
tered suppliers, allowing sufficient time to 
enable the fir ms sitm~tecl outside to submit 
their quotat ions. 

Tenderers wc;rnld submit, alongwith their 
quotations, two pairs of sandals as tender 
samples, conforming to the prescribed 
specification and the test particulars of the 
item from a recognised/ registered labora
tory. 

N aval HQ would scrutinise the CST and 
approve the samples to guide th~ procure
ment and inspection. 

The CPRO would process the procurement 
through the T PC under the p rocedure pres
cribed fo r !he direct purchase o[ stores/ 
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spares, etc. requi red excl usively by the 
Navy. 

The successful bidder would commence 
supp ly from 15th March 1981 a: a mon thly 
rate of 20,0CO pairs o( sandals. 

T he CPRO issued tender enquiry on 4 th F ebruary 
1981, specifying the last date for r:::ceip t of tcnde1s 
as 14 th May 198 1. O n 11 th April 198 1, the CPRO 
reported to Naval H Q that since the fi 11alisal1on of 
tJ1e contract would Lake time, 40,000 pairs of sandals 
PVC would be procured through local purchase to 
rue-::t the o perationQJ requirement . Between Apri l 
1981 and June 198 1, 1 1,000 pairs cost ing R s. 3 .70 
lakhs were th us procured by the CPRO from two local 
suppiiers a t R s. l l.95 per pa ir. Against the tender 
enquiry of 4th February 198 1 opened on 14th M ay 
198 I, the C P ;~o received 8 quo tations, the !owe_ t 
Lhrce anv.rng them bd ng R s. l 0.50 {plus Centr::il 
Sales Tax al 4 per c<'11 r ), Rs~ 10 .95 and Rs. 11.00 p er 
pair quoted by brms 'A-2', 'B-2' nnd 'C-2' r espec
tively. Afte r scrutiny, rhcse quotations \\ere forwar

dcJ ( May-.J unc 198 1) to Nava l HQ alongwith the 
CST etc. with the following remarks : 

Only one firm 'D-2' ( n9 t among the three 
lowest) had fo rwarded the samples along
with the test ccrtitica te and the sandals PVC 
of th is llrm were made out of virgin materia l 
whereas tbOS,'! of other fi rms were made of 
reprocessed scrap. 

40,000 pairs of sandals req uired on opera
tiona l basis had already been procured under 
local p urch:u:c powers on urgent basis . 

Naval HQ which examine<l the case, communicated 
the followin.g remarks iO ll1e CP RO on 25th June 
l 981 : 

T he offer of fi rm 'D-2' (viz. Rs. 19.77 ptr 
pair) alone fulfilled all the condi tions of 
tender enquiry. 

Except for the quo ta tions of firms ' A-2', 
'C-2' and ' D-2', who are the m anufacturers 
of the item s, the o ther quotations · were from 
the agents of maI}ufaeturcrs nnd hence bac 
to be ignored. 

/\ ftcr taking into account the terms and 
condition.s o f the tender and the operational 
nature of half the quantiLv of the indent, the 
case be taken up with the T P C for the 
placement of order for 40,000 pairs cf 
sandals PVC on firm 'D-2'. 

t 



Firms 'A-2' and 'C-2' whose quotations were 
lower should be advised to send their test 
reports from a recognised laboratory along
with two pairs of samples and also to extend 
the validity of their offers until August l 981. 

After obtaining necessary approval of the TPC/ 
competent au!bor ity, the CPRO placed (July 19 81 ) 
a n order on firm 'D-2' for 40,000 pairs at a total ccst 
of R s. 7.91 lakhs (at the rate of R s. 19.77 per pair). 
The suppl ies ma terialised during November 1981. 

On rece ipt of samples and test reports furnished by 
firms 'A-2' a nd 'C-2' through the CPRO, Naval H Q 
advised ( November 1981) the C PRO to procure the 
balance quantity of .rn,ooo pairs of sandals PVC 
from firm 'A-2' at the rate of Rs. 1 l.35 per pair. 
T he requirement was, however, subsequently cancelled 
(June 1982) by Nav:ll HQ. 

• 
'fhus, procu rement of 40,000 pairs of sandals PVC 

from fi rm 'D-2' at a higher rate resul ted in an avoidable 
extra expenditure of R s. 3.64 lakh: . 

7. Other inl'eresting poims 

7 .1 Procurement of stores 0 11 propr ietcry article 
certificates 

The procurement of stores on single tender 
basis wa·s resorted :o by the CPRO on the basis 
of propr ietary article certificates even in cases 
where the brand name of a particular product was 
i11dicated as the require mcllt and the same was treated 
as proprietary product of the manufacturers of that 
product though there were other manufacturers pro
ducing the items bearing different brand names', vide 

instances giv~fl below ~ .. 
( 1) R ope Polypropy lene 

The requirement of this item was specilied as 
"Polypropylene Parapro" being the brand name of 
the polypropylene rope treating it as a proprietary 
product of firm 'XX' whereas other fi rms 'XA', 'YA', 
'ZA', etc. were also manufacturing polypropylene rope. 
During Septembe~ 1980 to October 1983, purchases 
of the i tem amounting to Rs. 64 .Ot lakhs were rlfectcd 
from firm 'XX' against 173 LPOs. 

(2) Foam Rubber prodr:cts 

The CPRO placed (F ebruary and May 1980) 
5 LPOs for foam rubber items (costing R s. 0.45 lakh) . 

· f 
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o( brand name 'MM F oam' on fhm 'AD' (an 
authorised dealer of the manufacturer ) without inviting ,;.. 
tenders on the ground that the items were propr ietary 
products and were rcquir~d urgently by the users 
( though such products of equally good quality were 
ma-rketed by several other manufactu rers). 

7.2 F1111ctioni11g of Fast Tra1zsctc:io11 Team 

A F ast Transaction T eam (i'TT) headed by a 
Technical Officer fu nctioning under the d irect control 
of the CPRO was created to procure operationally 
required stores and machinery off the shelf. In keep
ing wit!) the urgency of the requirements, the FTT 
deviated from the normal procurement procedure in ) 
the following respects : 

Hand delivery of tenckr enqumcs and 
collection of quotations as against the normal 
p roced ure of sending them by post. I 

" 
Limited time allowed for submission of 
quotations. 

Less number of quotations obtained making 
the tenders k ss competit ive. 

These relaxed procedures made it inoperati ve that 
procurement of the items by the FTT should be 
confined to immediate requirements to keep the ships 
operational. During the years 1981-lS2 and 1982-83, 
purchases aggregating Rs. 106.43 lakhs and Rs. 85.83 
lakhs respectively were effected by the FfT. A 
random scrutiny of the procurements made during J.. 
1982-8 3 reveale~ that stores for entertainment 
furnishing, etc. were procured. 

8. Summing up 
from the review : 

The following points emerge 

9 8.3 per cent and 76. 7 per ce1tt of the total 
numbet of i tems covered by the orders 
placed during the )1e:lfs 1980-81 and 
1981-82 res pectively were procured throu~b 
local purchase. 

In -respect of fast moving items where 
procurement should have been made through 
Central Purchase the requirements were 
split a'nd procurement made through LPOs 



within the delegated powers of lower com

petent financial authority. 

Piecemeal procurement through local pur
chase of soda ash despite the item being 
covered by the DGS&D rate contract resulted. 
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in extra expenditure of R s. 3.09 lakbs. 41 

Irregula r procmement of a non-patternised 
item (plastic raincoat) costing Rs. 2.05 
lakhs aj!;ainst requirement of patternised 
item. 

Unnecessary procurement of sto res valued at 
R s. 9.83 Jakh<;, shelf life .. of whica had 
already expired o r was nearing expiry . 

Ir.regular procurement of paper labels at 
exorbitant rates resulting in extra expendi
ture of Rs. 0.92 lakh. 

Extra expenditure of R s. 1.44 lakhs in 
procurement o [ waste cotton and rags cotton 
due to non-acceptance of lowest tender a.nd 
resorting to re-tendering. 

Avoidable extra expenditure of Rs. 3.64 
lakhs in procurement of sandals PVC due 
to non-acceptance of lowest offer. 

Incorrect procurement of ~tores such as 
rope polypropylene,. foam rubber products, 
etc., (being markete-:l by sevenrl manufac
turers) on single tender b asis on the basis of 
proprietary ar ticle certificates. 

Large scale procurement of stores (costing 
Rs. 192.26 lakhs during 1981-82 and 
1982-83) by the FTT of the CPRO created 
for procurem<:nt o~ stores for operational 
requirement in . violation of laid down guide
lines. 

The review was issued to the Ministry in July 1984; 
t heir rep1y is awaited (November 1984) . 

33. Avoidable extra expenditure on acquisitloo of an 

equipment 

An equipment required for filmcnt in certain Naval 
\ . sl1ips under indigenous construction in Ma7agon Dock 

Ltd. (MDL) was to be supplied t o MDL by a public 
sector undertaking 'X '. The same equipment was 
also reC1uired for Base and Depot Spnrcs. An order 
for 7 1;umbcrs of the equipment required by !vfDL 

• 

was placed (December 1977) by undertaking 'X ' . 

(which was responsible for combining another part . 
with the equipment and supplying complete unit to 
MDL) on another public sector undertaking 'Y' at 

the rate of Rs. 9.30 Jakl1s eacb. The first two seis 
of equipment were to be delivered by D ecember 1979. 

Since the delivery schedule indicated by undertaking 
'Y' was not found suitable by MDL, one nrnnber of 
the equipment was imported to meet the immedirrte 
requirement. MDL, therefore, sought (November 
1978) reduction in the.quantity o{ equipm nt on order. 
To du so, undertaking 'Y' demanded ( February 1979) 
cancellation charges to the tune of R s. 5.56 Jakhs. 
Later, it agreed (Aprn-M ay 1979) to reduction in the 

order by one number subject to a separate order 'ft>r 
one number b eing pla(.;cd immediately by Naval 
Headquarters (Nava l HQ) at the price of Rs. 9..30 
lakhs. O n being informed of this, the user Directorate 
at N aval HQ 'requested (June 1979) the indenting 
Directorate to procure cme number of the equipment 
( against the cancelled quantity ) for Base and Depot 
Spares. 

The indenting Directorate fostea'd of placing an 
order aga inst the cancelled quantity invited (October 
1979) fresh quotations from undertaking 'Y'. The 
quotations were received .in April 1981 and a supply 
order was placed (September 1981) for one number 
of the same equipment at ~ cost of R s. 31.10 lakhs; 
amended to R s. 35.22 lakhs in October 1983; its 
supply mater~alised in March 1984. This resulted in 
avoidable extra expenditure of R s. 25.92 lakhs. 

Ministry of Defence stated (October and D ecember 
1984) that in order to r P.ctify the omission of non
linking of Naval HQ supply order of 30th September 
198 1 to the agreement. undertaking 'Y' was 

• approached (July 1984) to reduce the cost charged 
for the ,equipment to Rs. 9.30 Iakhs and refund the 
additional amount of Rs. 25 .92 lakhs but it declined 
(October 1984) to accept the request for refund. 

• 
34. Grounding of Naval helicopters due to premature 

failure of engines 

• 
A Naval Training School was established in 1970 

for imparting basic as well a<; advanced training to 
N aval pilots. F or imparting basic training, a cer~a in 
helicopter ( type 'A') was selected (July 1969) by the 
Nava] H eadquarters ( HQ) on considerations of its 
availability ex-stock \vith u foreign fi rm, guaranteed 
supply of spares with the Indian a·gen t (of the foreign 
firm) agreeing to stock voe year's requirements and 



indigenous availability with private firms of overhaul 
facilities for airframe and engine. "The Ministry o( 
D efence (Ministry) a·ccorded (30th July 1970) 
sanction for the procurement of 4 such helicopters 
together with 2 spare engines, associated ground 
equipment, tools and maintenance spares to meet 
4 years' requirement at a total estimated cost of 
Rs. 17 Jakhs. 

The Naval HQ raised three indents- two on 
31st July 1970 for Jie)jcopte1:s and spare engines 
(R s. 11.92 lakhs) and one on 2utl April 1971 for 
maintenance spa res, tools and ground equipment 
(Rs. 2.54 lakhs ) - on an India Supply M ission abroad. 
The third indent did not cover the full range of spares 
etc. which was awaited from the fore ign firm. Tue 
s~pplics of belicopters and spare engines were made 
in June-July 1971 and early 1972 respectively. As 
regards mainten,ance spares, no record indicating 
contract action and materialisation of supplies could 
be shown to Audit by the Naval HQ. 1he Ministry 
s tated (October 1984) that the relevant old files and 
records were not available. 

As against the engine overinul prescribed after 
every 1 ,000 hours, four engines fai led prematurely 
(the number of hours run by eaclI engine, inclusive of 
runs after repairs, varic:d between 255 arid 450 hours) 
and one spa-re engine not fi tted to the helicopter was 
found defective in February 1975. 

The annual flying task of the Naval Training School 
was assessed at 680 hours for prcvicling basic training 
to the Naval pilots. The four helicopters used for 
provid ing ba ic training to the pilots during the period 
1971 to 1978 had flown to the extent of only 4 1 per 
cent (average) of their estimated· ftyirtg task. The 
low serviceability was ~lated (February 1980) to be 
due to non-materialisation or delay in materialisation 
of spares. From the year 1979, the basic tra ining 
was given on another lype of helicopter ( type 'B'). 
The Naval HQ proposed (April 1981) the phasing 
out of the type 'A' helicopters-2 each in 1981 and 
1982. The Naval HQ pointed out (October 1982 ) 
that continued low service-ability of type 'A' helicopte r 
had affected satisfactory progress of heiicopter con
version courses in stipulated ti.Jtie. Government 
approval to phasing out of type 'A' helicopters i still 
(10th October 1984) awaited. 

The following interesting points emerge io this 
C~St: • 

Serviceability of the helicopters procured 
fiiom a for~ign firm at a cost of about R s. 12 
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• 

• 

lakhs for imparting training to pilots coulcl 
not be maintaiJ1ed for want of spines. 

During the period 1971- 1978, the helicoir 
ters could be u·sed to the extent of only 41 
per cent of the assessed flying task; this 
adversely affected the training programme. · 

The proposal for phasing out of the helicop
ters initiated by Naval HQ in April 198 l 
is yet (10th October 1984) to be approved 
by Government. The delay, besides invol
ving avoid;::blc expenditure on their 
maintenance, might result ir. further 
deterioration of these helicopters a nd conse
quently reduce their resak value. 

3 5. Import of pa..ints 

During the review meeting on the modernisation of 
a certain Naval ship. the Naval authorities decided to 
use epoxy heavy duty non-skid black and yellow paints 
011 the ship'. This df'Cision necessitated the positioning-( 
by end August 1983 of l ,250 Litres' of epoxy paints 
(750 litres black. and 500 litres yellow) and ~00 litres 
o( primer in a Naval Docl)'ard. A Naval Command 
intimated (July 1983) Naval Headquarters (HQ) 
that taking into account the time required for supply, 
inspection and testing the performance of the paints 
for heat resistance Che supply from indigenous sources 
would not be available tiU October 1983, and the paints 
should, therefore, be imported. 

After obtaining import clearance from tbe Directo
rate of Production and Inspection (Naval) , Naval HQ 
placed (17t'h Au~_1s t 1983) an operational indent on 
the Supply Wing of an Indian Mission abroad (Supply 
Wing) for the p rocurement of the stores. The require- r 

mcnt of tbe stores was indicated in the indent as 
'immediate' and the stores were to be despatched by 
air. The Supply Wing concluded a contracr (7th/ 12th 
September 1983) with the foreign firm for supply. of 

the stores at a total cost of £ 5,812.50 (Rs. 0.92 
lakh). The stores were despatched by Air India flight 
on 29th September 1983 on freigh t to pay basis and 
landed in India aC station 'X' on the same day. The 
air freight charges payable to Air India amounted to 
R s. 0.68 lakh. The Controller of Warehousing (CWH) 
could not get the s!ore cleared from the airport on 
their arrival due to : 

non-availability of financial sanction for 
air-lifting of store~ and payment of freight~ 
charges; 

refusal by Air India to give credit facilities 
towards payment of air freight charges ; and 



,.. 

.,.. 

. 
instr•:.tctio·ns from the Ministry of Finance 
(Defence) to the Defence Accounts autho
rities restraining the latter· from making any 
provisional payment on account of air freight 
charges on the ground <hat the stores had 
been ordered by Naval HQ beyond delegat
ed powers and wit'.hout obtaining proper 
Government sanction for the air freight. 

Government sanction accorded on 21st October 
1.983 for payment of air freight charges amounting to 
Rs. 68,111 was received by the CWH on 31st October 
1983. Thereafter, necessary funds were obtained from 
fhe Defence Accounts authorities and £tores were got 
ckarcd on 8th November 1983 after making the 
following payments. 

--------=--------·------

- Air freight charges 
-Warehousing charges for delay in clea-
. ranee of consignment 

- Customs Duty 

T OTAL • 

Rs. 
68,111 

80,146 

2,49,685 

3,97,942 

The stores were taken on ledger charge of the CWH 
on 15th November 1983. Thereafter 748.500 litres of 
black paint, 498.500 litres of yellow paint and 75 litres 
of primer were issued t~ the Naval D ockyard during 
end December 1983 and January 1984. Out of these 
quantities, the Naval Dockyard issued 550 litres of 
black paint, 300 litres of yellow paint and 75 litres of 
primer to the Naval ship during 16th January- 6th 
February 1984. 

T he Ministry of Defence (Ministry) stated (Sep
tember ·1984) that the period involved in obtaining 
of Government sanction for payment of actual air
freight charges ~llld completion of procedural formali
ties thereafter has resulted in payment of godown 
charges of Rs. 80,146. The Ministry further added 
that the· delay of 4 months in actual utilisation of stores 
was only due to procedural formalities/time required 
for communication at different points which could not 
be foreseen at the time of indentrng. 

Thus, the stores required by end August 1983 to 
meet the operational requirements of a Naval ship, 
imporCed at a cost of Rs. 0 .92 lakh and despatched by 
air, were received at the destination qn 29th September 
1983 but could be got cleared only on 8th November 
1983 (after making a payment of Rs. 3.98 lakhs 

S/ 2 DADS/ 84-8. 
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towards air freight, warehousing charges and customs 
duty) ; anJ ·issued during January-February 1984 for 
use on the Naval ship. Further, of 500 liCres of primer 
imported (which wa!; considered as urgent, inescap
able and abfolutely essential' req.uirement) , only 75 
litres (15 per cent) were issued to the Naval ship in 
January 1984 and the remaining quantity of 425 litres 
( 85 per . cent of primer imported)-proportionate 
cost : Rs. 1.1 8 lak~ .could be -:onsumed only by 
August 1984. 

36. Ji.:,ira expenditure _due to issue of a defective pro
prietary article cemficattl 

The Director of Logistics . Support, Naval H ead
quaners (Inde!'ltcr), rai!;d (November 1981) an 
indenr for proC}lrement of 23 items of certain spares 
through the Supply Wing of an Indian Mission abroad; 
the indent was accompanied by a proprietary article • 
certificate in favour of firm 'A'. The Supply Wing 
obtained a quotation ftom furn 'A' and placed an 
order on it (July 1982) for supply of 19 of the items 
at a total case of £ 1,31,1 66. 

The Schedule of Requirement accompanying the 
indent indicated that two of the items ordered were 
actually the products of firm 'B'. 

The Supply Wi ng, however, placed the order with 
rhe furn 'A' without making any inq~iries with firm 
'B' or from any other source. At the time of inspection 
of stores the Inspection D irectorate of the Supply Wing 
observed (April- May 1983) that, 4 of the items 
were actually proprietary to firm 'B'. With g view to 
having a comparison. of the prices of the two furn, the 
Supply Wing obtained (May 1984), at the request of 
Audit, a quotation from furn 'B' in respect of these 4 
items. A comparative study of the prices revealed that 
the prices of furn 'B' were considerably lower than 
those contracted for in r~pect of 3 of lhe 4 items, the 
net financial implication being of the order of 
£ 21 ,779 (Rs. 3.44 lakhs). 

The defective proprietary article certificate issued by 
the indentor coupled with the omission of the Supply 
Wing to notice the real manufacturer indicated in th~ 
Schedule of Requirement for two items, resulred in 
the Government being put to an extra avoidable ex
penditure of Rs. 3.44 lakhs ~ven on the basis of firm 
'B' 's quotation of May 1984 by which date the Index 
Numbers of producer prices had actually gone up by 
more than 7 per cent . 

The Supply Wing stated (July 1984) that from the 
description of the items in the Schedule of Require-



ment it could not be made out that the items were the 
producrs of firm 'B' and that as the proprietary article 
certi ficate was in favour of firm ·A '. the items were 
procured Crom tha't firm. This is hardly tenable since 
the fact of the items being proprietary to firm '.B' could 
subsequcnrly be noticed by the Inspection Directorate. 

• 

• 

I 
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Further, it was noticed that the Supply Wing had 
issued instructions (December 1983) requiring, inter _;... 
afia, that all proprietary article certificate cases, irres
pective of value, should be referr~d to (he Director 
( Lnspection) for advice/ comments before issue of 
tender enquiries . 

-< 

) 



CHAPTER 9 

AJR FORCE "· . ·: . 

3 7. Loss due to m•oidable ground accidents of ::iircrnft 

Two I ndian A ir Force ( l AF) aircraft of type 'Y' 
were involved in ground accidents ( in December 1975 
and F ebruary 1980) du~ to inadvertent charging of 
oxygen/ingress of !n:Jhmma'ble material in the accumu
la tor of the aircr:ift while under repair, causing fire 
and exten!>ive damage to the ai rcraft and the dea th of 

C a person in o ne case. 

Aircraft 'YI' wh ile under'°going ( 17th December 
1975) periodical maintenance servicing at the squad
ron by a detachment of a P ublic Sc1.:1or Umlntaking 
( U ndert'.aking)· was involved in a ground accident 

' )causing severe da mage to the airframe r.nd its two 
engi nes. As a resuJt, the airframe ilad to be declared 
unserviceable and the engines put to extensive repairs. 
The value of the loss was estimated at Rs . 27.77 lakhs. 
O ne o f tJ1e employees of the Undertaking also died as 
a res~lt of the burn injuries received by him. 

A Court of 1 nquiry convened (20th :Uecember 
1975) to enquire into the cause of tlle accident as well 
as to fix respo nsibi lity for the zccide:nC fo1.ind that : 

( i) the accumulator in the aircraft was charged 
from an oxygen cylinder mistaking it fo r 
comp ressed air and the high pressure oxygen 
coming into contact with hydraulic fluid 

caused explosio!l and fire; a nd 

( ii) there was no stenci ll ing . on the ~ylinder as 
an identification for air cyl indcr (requireJ 
unde r the existing technical insrruction) , 
there was a small amount of b lack pain t on 
the r ear plug and the spherical portion of 
the cylinder that wo uld indicate that i r was 
ao oxygen cylinder. 

The Court held the Su;:ier visor and • the Assislant 
Supervisor of the Undertaking di rec tly responsible 
for the acddent as they had certified thal the cyli nder 
which was used for charging the accumulator wa air 
cylinder whereas it was actually oxygen cylinder. 

The Cou rt recommendetl tha t in the 111t~r~~t cf ~af ty 
the colou r coding and stencilling on compressed air 

.,. a nd gases shou ld be p roperly visible at a ll times o n 
the cylinders and instructions should be is ued that 
supplies of cylinders from contractor uf C'vlinders 
without clear stenci1Jing/ J1ainting sho uld be rejected. 
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Ai r H eadq uarte rs ( A ir HQ) reviewi ng ~he proceed
ings of the Court of Inq ui ry observ.:d !'hat there had 
been a chain of lapses with regard to the sup ply of 
compressed gases at the A ir Force uni1. which probably 
indirectly contributed to the accident. Since these as
pects were ignored by ilie court' convened in D ecember 
1975, Air HQ d irected ( June 1976) that the court be 
reconvened and these J aps~s investigated. Accordingly 
the Court of lnq.ui ry was reconvened in July 1976. 
.The fi ndings of the court were that : 

( i) the- ma rking over t'.he body of the cylinder 
received fro m trade had faded away indud
ing stencill ing of word 'oxygen' ; and 

(ii) the supervi~ory staff of the logistic ect ion 
were fultv aware of the possibil it ies of mix 
l•p and they exercised effect ive contro l to 

avoid uch a mix up. 

T he Court recom111ended that the markings o n 
cylinders be more vigorously checke <l · bot'.h by the 
stocking sect io n and the user section. The Chief of A ir 
Staff (CAS) also agreed ( October 1976) that the 
cause of accident was d ue to erroneous charging o f 
hyd raulic syst'em with oxygC'l1 instead of ai r and tile 
Supervisor and the Assista nr Supervisor o f the Under
taking were responsible for r.hc accident for m istakingly 
au tho rising the use of oxygen cylinder instead of air 
cylinder to charge the hydraulic system. The CAS 
recommended that while suitable act io n may be taken 
against these two officers by the, Undertaking, the loss 
should be borne by the U ndertaking. 

· T he Undertaking d id no t accept (November 1977) 
the responsibility for the loss because the aircraft a t 
the time of acciden t was in the charge of the Ajr Force. 
Further. t'he Unde·rtaking contended that there was no 
d istinct painting as well as marking o n the cylinder to 
distinctly d ifferent iate a il' cyl inders from uxygen cylin
ders and thus the Undertaking was in no way res
ponsible for the damagL: caused to the ai rcraft. By 
way of d iscipl inary act ion the U ndertaking had issued 
a letter of warni ng to the Supervisor. a according to 
thi..: Undertaking.-,, a more severe act ion :vas not justi
fied a~ the Court of Inqui ry was no t abl.:: to l!stablish 

lint the condition of the cylinder was satisfactory 
enough to enable pmper ident ification. A:> a remed ial 
measure in struct ions had been issued by Ai r HQ in 



.. 
January 1976 for observing the colour code and the 
marking on the cylinder, the Undertaking on their part 
bad issued suitable instructions for ensuring against 
such accidents. . 

The loss of the aircraft was partly due to indistinct 
1 

marking/ paintings on the cylinders received from trade · 
and issued by Air Force -and p'artly due to representa
tives of the Undertaking not taking enough care. before 
the charging of the hydraulic system. The loss of 
Rs. 27.7J lakhs was thus regularised (July 1983) as 
a store loss due to gross neglect. 

In spite of the ins!'.ructions issued by the Undertaking 
to ens.me: against such accidents, yet another aircraft 
'Y,2' of the type 'Y' was involved in a similar ground 
accid~nt .in February 19 80 while undergoing overhaul 
at the premises of the Undertaking. The Board consti
tuCed by the Undertaking tO' investigate the accident 
concluded that combusUon/ tµild explosion had taken 
place in the air chamber of the hydraulic 2"ccumulator 
eitLer due to inadvertent chai:ging of oxygen or ingress 
of the inflammabie 'material into the air chamber during 
the ex!'.ernal cleaning resulting in fire and damage to 
the aircraft. The Board could not, however, categori
cally establish which of the two possibilities was the 
primary cause of the accident. The Board among other 
things painted our thar the existing system of idenlifi~ 
ca~ion of the different gas cylinders, based on their 
content, was not being implemented satisfactorily and 
that the shape, size and identification of the adaptor · 

' 
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a:nd of the hose should have been different and dis
tinct for various types of contents. However, in the 
absence of proper documents of the work carried out 
from stage to stage on the accumulator and its perio
dic charging and also in view of the sequence of events 
leading to the accident, the Board could not fix res
QQnsibilit y on ·any individual or group of individuals 
for the accidents. The Board , however, opined that 
enough precautions should bav~ been taken and ade
quate · checks built in to prevent recurrence of such 
accidents. The Undertaking did not accept the res
ponsibility fQr the loss on the ground that there was 
no procedure laid down to insure the IAF aircraft:. It 
was, however, decided that since Governmenr was its 
own insurance covering authority, the loss was to be 
borne by Government. The loss of Rs. 18.54 lakhs was . . 
written off in April 19 84 as due to gross neglect. 

Thus the action taken in connection with the loss, 
caus~d due to gross negligence, of the aircraft of the 
Air Force consisted only of the issue of a letter of 
warning to a Supervisor of the Undertakirtg and the 
write-off of f.4e loss of Rs. 46.31 lakhs. 

Ministry stated (September 1984) that as the Court 
of Inquiry did not clearly establish that the condition 
of the cylinder was satisfactory enough to enable proper 
idenrification, a lenient view was .taken by ,the Under
taking and the concerned employees were issued only 
with a letter of warning. 

) 
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CHAPTER 10 

OTHER TOPICS 

38. Review on acquisitio1' and/or utilisation of lamls 
for defence purposes 

In troduction 

l . Regui>cm'cnt of land for defence u~e is deci~cd 
either on short-term or long-term basis dependmg 
upon the situat ion. \·Vhereas land ~cq~ired on shor~
term basis is requisitiqned in the first mstan~e. and~ is 
acquired later, ii warranted under the Reqms1tiomng 
and Acquisition of Immovable Prope~t~ (R.~lP) 
Act 1952 \and required on long-te::m basis is straight-

' ' · · · (LA) Act away acquired under the Land Acqu1~1t1on . . , 
1894 except in case of urgent ~~ imme~1atc needs 
in which case land can be req_ws1uoned m the first 

'> instance and then acquired under the relevant Act. 

2. According to the Acquisition, Custody and 
Relinquishment oi Milita ry Land Rules, 1944: th~ 
heads of the departments or services, in need oi I.and, 
are responsible to assess area of the land required, 
suitability of the land and submission of the proposal 
to acquire/requisition it to the Govermnent for sanc
tion. The responsibility to. obtain "No objection" to 
the proposed acquisition from the State. ?"?v€'..rnment 
concern~d, placement of demand for acqws1t1on ~~ ~he 
Civil authonues, ensuring steady progres~ ?f a~qws1t1on 
proceedings, assisting the Civil -authorities m assess
ment of compensation payable to the owners a'S also 
timely disbursement of compensation devolves on tr.e 

"' Defence L ands and Cantonment ·(DLC) Service. 

I. Delay in obtaining/issuing of Government sanction 

Station 'A' 
3.1 Two Boards of Officers were held in Junuary 

1970 and October 1977 to determine the area of hired 
land that had beco~e surplus to the requiremt:ots of 

• the Air Force at Station 'A'. Air Headguart~rs (Air 
HQ) approached (April 1979) the Ministry of 
Defence <Ministrv) for acquisition (290.55 acres)! 
de-hiring (290.44 acres) of land as recommenrled by 
the latter Board. . The valuation of 290.55 acres of 
hired land was assessed at Rs. 14.40 lakhs based on 
sale data for the years 1974--;1977. Sanctions for dc
hiring of 290.44 acres and acquisition of 286.875 acres 
at an estimated cost of Rs. 47.74 lakhs (based on the 
sale data for the years 1979-1981) were accorded 
by the Ministry in January 1981 and May 1982 respec-

' . 

tively. The delay in i5suing the sanction was stat~d 
(September 1981) by the Ministry !o be due to d1s
crepanci-es in the area of land recommended for de
hiring and acquisition as also finalising the as~~sment 
of the cost of acquisition by the DLC authorities. In 
February 1983, preliminary notification (i.e., intention 
to acqu.iN) undet.the L A Act to acquire 286.875 acres 
of hired land was published in the State Gazette. 
290.44 acres of land was yel (March I 984) to be 
dehired, pending demarcation of the area. bv t.!1e 
Defence. Estates O.fficer(DEO) in consultation with 

the users. 

3.2 Thus, the delay of over 3-4 years in obtaining 
sanctions (by the Air Force authorities/D~,C authori
ties) for acquisition and de-hiring of land resulted in 
an avoidable expenditure of ~s. 33.52 lakhs on account 
of escalation in the cost of la.nd. Besides, continued 
retention of the hired land found surplus to require
ments entailed a further avoidable expenditure of 
Rs. 1.44 lakbs from 1963 t<> March 19 84 on payment 
of renial cha.r_ges. 

St7itio;; 'B' 

4.1 An Army unit was located temporarily at 
station 'BB' pending finalisat:on of its Key Location 
Plan (KLP) . The KLP of the unit was decided 
(October 1968) at Station 'B'. The State Government 
agreed (March 1969) to release an area of 307.21 
acres o'f land (private land : 256.06 acres; State 
Government land : 51.15 acres) at Station 'B' for 
acquisition by the Army. 

4.2 The Command HQ forwarded (April 1974) the 
acquisition papers to the Army HQ for obtaining Gov
ernment sanction to the acquisition of 307.21 acres of 
land at an assessed cost of Rs. 24.91 lakbs (private 
land : Rs. 22.94 lakbs; State Government land : 
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Rs. 1.97 lakhs). The delay of over 5 years (1969-
1974) in finalising the propo~al by the Collll.i".land HQ 
was stated (January 1984) by the Ministry to be due 
to non-receipt of the vital information wjth regard to 
cost of land from the Civil authorities. This delay 
could have been obviated had the Assistant Milit ary 
Estates Officer (MEO) concerned taken steps to obtain 
the information from the Civil authorities by vigorously 
pursuing the case. After protracted correspondence 
with the concerned Command HQ, Army HQ app
roached (October 1977) the Ministry for sanction to 



• he acquisition of the laI!d. Wbile Ministry agreed 
October 1977 ) to the prop<>sal, financial concurreilce 
1as accorded oniy o n l ~t July. 1982 (i.e. , after over 
! year.s) due to certain clarifications sought by the 
1inistry of Finance (Defence) in regard to the l?ropo
al and protracted correspondence with Army HQ. On 
.6th July 1982, the Ministry accorded sanction to the 
cquisition of 307.2 1 acres of land at estimated cost 

~f Rs. 49.55 lak.hs (private land : Rs. 47. 70 lakhs; 
tate Government land : Rs. 1.85 Jakhs ) . In August 
982, demand for acq uisition/ transfer of the land \vas 

- laced on the Civil authorities; the acqui!>ition w:is 
-till in progress (February 19 84) . 

4 .3 Thus, the delay of over 8 years in projecting 
le case by the C ommand HO/ Army H Q to the 
1inistry for approval and another 5 years in obtain-
1g financial concurrence resulted io an extra expen
iture of Rs. 24.64 fakhs. 

' 1.. Delay in acquisition of land after issue of sanc-
tion 

tation 'C' 

5.1 In November 1975, the M inistry accorded 
anction· to the taking over of 196.21 acres of land 
t Station 'C' from a D istrict .Council on payment of 

-0mpensation of Rs. 3.46 lakhs ( including the amount 
Jr exploitable and marketable produce, structures 

-nd sta!_lding crops and frwt trees ) fe r locating an 
umy establishme~t. The possession of the land 

-1cluding forest produce was taken qvcr on 
th January 1976 subject to spot verification of the 
ist of forest produce before payment. 

5.2 On 27t i1 January 1976, the Army estab1ish-
1ent requested the Divisional Forest Officer 
DF O) to arrange joint verification to deter-
1ine the exact amount of compensation payable on 
ccount of forest prod uce. On 26th April 1976, the 

- •istrict Council requested the Army estabUshment to 
iake payment of Rs. 1.78 lakbs being the value of 
)test produce before 15th April 1976. Jn May 
976, the DFO informed the MEO that the question 

•f joint verification of forest produce did noi arise 
-t that stage. On 31 st May 1976 the Distr ict Council 
~quested that the compensation of Rs. l . 78 lakhs be 
aid immediately. 

S.3 Payment of the compensation could not be 
rranged by the MEO till May 1977 when the District 
~ouncil intimated that the allotment order stood 
m celled. The District Council allotted (April 
980) another plot of 200 acres of land for which 
ayment of compensation was to be made by J une 
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J 980. Sanction was accorJcd by the Ministry in 
J une 1980 for the acquisition of 200 acres of land 
authorising a n ad hoc 'on account payment' of Rs. 5 
lakhs. As payment of compensat:on could not b~ 

made by Jun~ J 980, the second allotment order was 
also cancelled but revived in January 198 1. On 
demarcation and survey. the actual area worked ou t 
to 260 acres, compensation fo r which was assessed 
by the :Cistrict Council as Rs. 18.67 lakhs. Accord
ingly, the sanction issued in June 1980 was modified 
(23xd F ebru:iry 198 l ) for mak:ng provisional pay
ment of Rs. 17.84 lakhs sub~:ct to adjustment after 
physical veri fication. The payment amounting to 
Rs. 17.84 lakhs was made to the Dist rict Co uncil on 
28th February 1981 at?d the land was. taken over by 
the MEO in August 1981, afier physic.al verification 
of the si te. Since the value of the land was finally 
assessed (September 198 1) ,at Rs. 16.89 lakhs, an 
amount of Rs. 0.95 lakh was reiu nded by the 
District Council on 29th December 198 1. 

5.4 Thus, the action of t.he MEO/ Army establish
ment in taki ng over (Jan uary .1976) the land in irially 
allotted by the Distr ict Council without co nducting 
spot veri fication gave rise to dispute o.ver: the payment 
of compensation leading eventually to cancell ation cf 
the ioj tial allotment order and re-a llotment of another 
plot at an extra expenditure of Rs. 12.3 1 lakhs. 

S~ation 'D' 

6. 1 Land measuring 581 acres at Sta tion 'D ' was 
requisitioned (December 1942) under the Defence of 
India Rules, 1939 for imparting field fi ring and w~1r
fare training to the troops. The requisitioning was 
extended in September 1946 by the Distr ict Collector. 

6.2 In I:'ebruary 1948, it was decided that 469.23 
acres out of the requisitioned land be de-requisi
tioned and the balance 1 l 1 . 77 acres retained for 
Army use. In Seprember. 1967, the Ministry a<.:cord
ed sanction to the acquisition of 111. 77 acres of land 
(comprising private land, State Government forest 
land and the Gram Samaj land) at ,a total cost of 
Rs. 0.5 1 lakh. 

6. 3 In the mean time the Civil authorities rev.i.ed 
(31st March 1964 ) the esti mated cost of Gram Snmaj 
land from Rs. 0.19 lakh (included in the sanctioned 
amount of Rs. 0.5 1 lakh ) to Rs. 0.76 lakh. This was 
intimated by the MEO to the DLC in October 1965. 
In .January 1968, the MEO placed a dem:ind on the 
Civil authorities for acquisition of the iand. The 
State Government approved (December 1968 ) the 
transfer of 48 .35 acres of Gram Samaj land only. Io 
January 1969, tbc Civil authorities in formed the 
MEO -to deposit a sum of Rs. 0.76 lakh ·as tran sfer 



value of 48.35 acres of Gram Samaj land .Pending 
approval of the M inistry to the revised estimated cost 
of Rs. 0. 76 Jakh the amount was yet to b~ dcpositerl 
(January 1984). 

6.4 ln April 1969, th~ State Government informed 
t.he MEO that 51. 70 acres of land (cost : Rs. 0 .21 
Jakh ) was private land _and not forest department 
land . Thereafter, the DLC authorities investigated 
the matter and found that the land actually belon·ged 
to private parties and w::is under the management of 
the Forest Depart ment for a period o[ 15 years. In 
October 1980

1 
the MEO placed a demand for acqui

sition of 51.70 acres of land (revised value : Rs. 6.37 
lakhs) on the civil authorities. Another demand fQr 
acquisit ion 0f land was placed in 1982. TI1e land 
stands acquired with effect from 3 l st December 1983. 
The reason adduced ( August 1983) by the ss!stant 
MEO for delay in placing the demand for acquisition 
of ·51.70 acres on the Civil authorities, was that vital 
documents like original requisition/ de-requisitiort 
order and ha nd ing/talcing over notes had been mis
placed. 

6.5 The Ministry stated (January and October 
J 984) that acquisit ion proceedings in respect of 51.70 
acres of land could not be comple ted because real 
ownership of land remained undecided till May/June 
1982. 

6.6 Delay of over l I years in placing the demand 
for acquisition of 51. 70· acres of land on the Civil 
authorities by the MEO thus resulted in extra expen
di ture of Rs. 6.16 lakhs besides continued payment of 
rental to the extent of Rs. 0.85 lakh . 

Station 'E' 

7. l In September 1969. the Ministry accorded 
sanction to the extension of runway, provision of 
paralfel t.axi-tracks, etc., in an ai rfield at station 'E'. 
The sanction catered inter afia for acquisition of 
513.27 acres of land by paying compensatiqn of 
Rs. 12.65 lakhs for private land. The land actually 
acquired (February -1970) measured only 49 l.5 1 
acres (private land : 461.27 acres; State Government 
land : 30.24 acres). In March 1970, the Deputy 
Commissioner served the owners of private land ( 148 
parties) with not ices to receive 50 per cent payment 
on account of compensation assessed by him. As 4 7 
out of 148 owners were not satisfied. with the amount 
of compensation fixed (Rs. 3,000 per bigba for basti 
land, Rs. 2,500 per bigha for paddy land), they re
ceived the payments under protest. · As per their 
request, however, the State Government appointed 
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U une 1970) arbit•·a tor ·x- to dec~de the dispute . Thi 
arbitrator awarded (November 1970) : 

recurring compensation at the rate; o 
Rs. 200 per bigha per annum (rem 25tl= 
November 1962 (date of .requisition) tc 
19th Febrnary 1970 (date of acquisition) 

compensation at the rate of Rs. 4,000 pet 
bigha towards acquisition of land ; and 
interest at 6 per cent per annum on the 
above amounts from 19th February 197( 
till the actual .date of realisation to the 4 7 
claimants. 

7 .2 ln February 1971 , the State Government sent 
a copy of the arbitrator's award to the M EO con
cerned for necessary follow-up action. The decretal!!!! 
d ues. of Rs. 7.84 lakhs ( including interest of Rs. 0 .53 
lakh) were paid in April 197 J . 

7 .3 In the meantime, the Deputy Commissioner 
off~red to the rem aining l 0 1 own~rs revised com
pensation at the rate of Rs. 4,000 per bigha for paddy 
land and Rs. 5,300 per bigha for basti land in respect 
of abou t 166 acres of land acquired from them. 
Majority pf the owners gave written consent to the 
enhanced compensa1 ion on the condition that payment 
should be made immediately. As the Deputy Com
missioner could not arrange payment of the enhanced 
compensation irnmediat~ly without a fresh san::tion 
from the Defence Department the parties ( 10 I num
bers) did not execute the bonds for agreement and 
approached the State Governmnt for appointment •of 
an arbitrator. This situation. oould have been avo;_ded 
if the MEO had kept proper liaison with the Deputy 
Commissioner consequent upon the award published 
by a rbitrator ·x· and obtained necessary sflnction of 
the Ministry to the enhanced amount 

7.4 Arbitrator 'Y' appoi nted .in July 1971 published 
his award in November 197 1, by w\1ich 101 claimants 
became entitled to recurring compensation of Rs. 150 
per bigha per annum from the date of requisition 
(25th November 1962) to the date of acquisition 
together with interest at 6 per cent from 
25th November 1962 to the date of final payment 
and compensation of Rs. 8,000 per bigha towards 
acquisition of land a longwith interest at 6 per cent 
per annum on the amount of compensation from the 
actual date of possession of land (12th January 
1970) to the date of final payment. 

· 7.5 The decretal dues of Rs . 30.10 lakhs towards 
compensation for acquisition and Rs. 9. 78 lakhs 
towards interest were paid in May 1972. 



7.6 Thus. non-arrangement of funds for payment 
o( enhanced compensation to 101 owners immediately 
after publication (November 1970) of the award in 
47 cases resulted in extra expenditure of Rs. 18.92 
lakhs towards additional compensation awarded by 
the second arbitrator and Rs. 9.78 lakhs on account 
of interest for the belated payment. 

Station 'F' 
8.1 The Ministry accorded (March 1972) under 

the RAIP Act, sanction to the acquisition of 
832.65 acres of private land (requisitioned in 1963) , 
at station 'F '. at an estimated cost of Rs. 31.39 lakhs, 
for use as firing ranges. The concerned Special 
MEO placed (April 1972) a demand on the Special 
Land Acquisition Collector (SLAC) for acquiring the 
requisitioned land. Jn December 1972, the Station 
HQ asked · the Special MEO to acquire the private 
land that fell inside the existing ranges/danger zone 
and to de-requisition the land falling outside the danger 
zone. Demarcation of the requisitioned land 'falling 
inside the danger zone was carried out by the SLAC 
and requisite notification for acquisition of 710.72 acres 
of land was published in the State Government 
Gazette in March 1973. The cost of acquisition of 
Jand was revised from Rs. 31.39 Jakhs (for 832.65 
acres) to Rs. 14.29 lakhs (for 710.72 acres) in June 
] 974. 

8.2 The Station HQ advised (April 1974) the 
Special MEO that the balance 121.93 acres (actually 
me~sured' J. 23.74 a'cres ) of land was also required and 
should be acquired. The Special MEO, however, 
requested (August 1975) the SLAC to drop the 
acquisition proceectings for the balance land. 

8.3 In October 1975, the Station HQ convened a 
Board of Officers with a view to a~certaining if the 
danger zone of the ranges w:is sufficiently covered by,1 
710.72 acres already acquired. The Board recom
mended (November 1975) that to meet tlle 
requirement of the danger z.one of the ranges the 
entire area of 832.65 acres should be acquired. The 
Board could not comprehend any reasons for not 
acquiring the entire area of 832.65 acres at the initial 
stage and suggested an enquiry be made into this. 
Based on the recommendations o( the 13oard, the 
Station HQ advised (September 1976) the Special 
MEO to acquire the bi:rlancc area of the requisitioned 
land. Nori.fication in res~ct of the remaining 
req uisitioned land (123 .74 acres on actual 
measurement) was eventually published in the State 
Government Gazette in February 1978. The cost of 
acquisition of this land was assessed ( October 1978) 
at Rs. 9 .46 lakl~s against Re;. 3.48 lakhs payable in 
tenns of the award of April 1974. ' 
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8.4 TJms, acquisition of requisit ioned land ln 
two stages resulted in avoidable expenditure of 
Rs. 5.98 lakhs. 

8.5 The Ministry stated (January 1984) that the 
reasons for delay in acqumng balance area 
(121.93 acres) of land, which resultcu in avoidable 
expenditure of R s. 5.98 lakhs, wc;·e being looked 
into through a departmental Court of Inquiry. 

III. Non-utilisation/ ill nwnagement nf 1'rmd 

Station 'G 
9.1 A Board of Offic rs conveacd ... n September 

1974 recommended acquisition of 1,585 acres of land 
for locating certain Army units at station 'G' at a 
particular site taking into account the non-buildable 
land in the sit.e. In September 1975, the State 
Gm·eniment issued 'No Objection Certificate' for 
acquisition of the land. In a meeting held in 
September 1976, which was attended by representa
tives of the user unit, the MEO and the Secretary 
(Land · Revenue) of the State Govermnent, it was 
decided to acquire 2,000 acres of land on 'top priority 
ba'Sis'; the. State Government agreed to release 
1983.53 acres (comprising 1,393.53 acres of private 
land and 59Q acres of State Government land). The 
cost of acquisition was assessed as Rs. 2.07 crores 
by the Director General, DLC. 

9.2 On 2nd December 1977, the Ministry accorded 
sanction to the a'cquisition of 1393.08 acres (later 
measured as 1,395.08 acres of private land under 
the LA Act and transfer of 590 ·acres of State 
Govern~ent land at a total estimated cost of Rs. 2.07 
crores (including Rs. 4.63 lakhs payable on acquisition 

/ '" 

of land under urgency-clause of the LA Act and ')... 
Rs. 72.37 lak11s as. compensation for cardamom 
plantation). On 17th December 1977, the Mjnistry 
accorded sanction to the payment of an advance of 
Rs. 1.65 crores (increased to Rs. 1.76 crores on 
29th December 1977) on account of compensation 
payable for 'the acquisition of both private land 
(Rs. 1.24 crores) and State Government land 
(Rs. 0.52 crore). The advance payment of Rs. 1.76 
crores was made to the State Government in January 
1978. ' State. Government land measuring 590 acres 
was taken over in May 1978 and possession of 
1395.0.8 acres of private land was taken during Marcb
Apri! 1979 (1297 .39 acres), February and December 
1980 (30.21 acres) and January 1983 (67.4 8 acres). 
I o 1979, the State Government publisheci a'n award ~ 
whereuoder the cost of acquisition increased to Rs. 2.37 
crores. 

9.3 569.04 acres of private land (cost : Rs. 50.70 
lakbs) .and 433.50 acres of State Government Jand 
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(cost: Rs. 21.67 lakhs) were already covered under 
cardamom plantation. Pending finalisation of the 
Zonal/Master plan of the station, the Army authoritil?S, 
at the instance of the Director General DLC, bad to 
take over (December 1978) an<l maintain the 
cardamom plantation. 

9.4 In September 1981, the maintenance of 
cardamom plantation, disposal and marketing of the 
produce, etc. was transferred, at the instance of the 
Director General DLC, to the Forest Depmtment of 
the State Government for the period 26th September 
1981 to December 1983 (three crop seasons) under 
an agreement which, inter alia, envisaged that 50 per 
cent of the net profit after deducting all cost towards 
maintenance of the plantmion, etc. was to be paid to 
the Defence. During the period (September 1981-
1983) when the plantation was under the management 
of the Forest Department o~ the State Gcvernment, a 
sum of Rs. 3.30 lakhs was realised as crgainst the 
expenditure of Rs. 7.59 lakhs on maintenance of the 
plantat ion incurred by them. The yield during the 
period the cardamom plantation was under the 
mamrgement of the Army compared much higher as 
detailed below :-

---- -----
Yield Nr year during the 

ma, agcment by Army 
Yield per year during the 

management by t11e Forest 
Department of the State 

Government 

Year 

1978--79 . 

1979-80 . 

Yield Year 
(Jn Kg~.) 

9,216.9 1981-8:! 
(September) 

J J,310 .2 1982-83 

Yield 
(Jn Kgs.) 

2,068 

14,282 

(Nu revenue was realised from the State 
Government on the pica tha t the expendi
cure on maintenance of plantation exceeded 
the sale proceeds of the produce). 

- ---..---
Consequently, it was decided by the Ministry · to 
terminate the agreement with the Forest Department. 
A termination notice was served in 1983. The 
Minisfr)' stated (November 1983) that orders for 
placing the management ol' the land under the MEO 
were under issue. 

9.5 Thus, 1985.08 acres of land acquired duxing 
1978-79 at a cost of Rs. 2.3 7 crores under urgency 
clause of the LA Act was not put to intended use 
(January 1984) for which it was acquired. Ministry 
stated (January 1984) that the Zonal Plan of the 
station bas since been finalised and was under exami
nation at Army HQ. 

Station 'J' 
10.1 For Jocming an Air Force unit the Ministry 

accorded (February 1970) sanction to th• acquisition 
. of 43.29. acr~~ of land at Station 'J ' by invoking the 

urgency clause of the LA Act. The MEO concerned 
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placed (January 1971) a demand for acquisition c
the land on the District Collector. A declaration fc
the acquisition of land was issued in December ~97J 

10.2 In January 1972, the Air HQ issued a directiv 
to the DLC !Directorate to pend acquisition of the lam 
till further instructions in view of ~ likely change iJ 
the deployment of the unit. Ac1:ordingly, the DL< 
Directorate directed (February 1972) the Cornman• 
DLC authorities to advise the MEO not to tak 
possession of the land under the urgency clause of th 
LA Act. However, on being informed by the Ai 
HQ in March 1972 that location of the unit remaine( 
unchanged, the Ministry accorded (October 1972: 
sanction to the provision of works services in respec 
of the urtjt at station 'J' at an estimated cost o 
Rs. 34.42 lakhs (including Rs 2.66 lakhs toward: 
acquisition cost of the land). 

10.3 In March 1973, it was decided by the Air HC 
to move the unit to station 'JA' and to utilise the Ian~ 
under acquisition for installation of a new equipment
Possession of the land was taken over' by the MEC 
in May 1973 pending declaration of the aw~rd o 
compensation by the Collector. 

10.4 In September 1974, the Air HQ proposed tc 
the Ministry that ;>ending finalisation of its actua 
utilisation the land acquired at station 'J' be leasec 
out temporarily. Accordingly, the Ministry decidec 
(October 1974) to lease out the land for cultivat.io1-
purpose for a period of 2 years but the land couk
not be leased out due to agitation by the land owner. 
who had not been paid full compensation. 

I 0.5 The Collector declared the award in Octoqe 
1975 and disbursed (November 1975-May 1976: 
a sum of Rs. 2.85 lakhs to the owners of ihe land 
A further sum of Rs. 0.78 lak.h toward:; interest fo 
not paying or depositing the amount of compensatior 
before taking possession of th~ land was paid in Augus 
1978. 

10.6 In September 1976, the Air Command agree< 
to lease out the land to ex-servicemen for a period o 
5 years from ~ovember 1976 to October 1981 at ar
annual rental of R s. 4,329. In October 1978, tht
Air HQ decided that the land which was no longci 
required for Defence Services be disposed of. 

HI. 7 The Ministry stated (March 1984) that th•· 
disposal action was stopped on opermional grounds 
Thus, the land acquired (December 1971) on urgen 
basis at a cost of Rs. 3.63 lakhs remained unutiliset
so far (March 1984). 



' . . 
11:1 A Board··. of. Oflkers held in August 1970 

-C6mln~ndcd ·a site for con3truction" of an· Army 
:>spi:tal at Station 'K.'. In Dece~ber 1970, the Area 

-Q sanctioned a job for soil · investigation of the 
o~sed site at a cost of R~. 0.31 Jakb. The job 

-lS undertaken ( 1 ~73) by an Indian 1 nstitute of 
~chnology. The investigation could be done by the 
stitute oply partially till 1975 due to unauthorised 
croachments of a portion of Defence land by jhuggi 
1ellers. The land which was not fit for cultivation 
.d been placed under the management of MEO who 
id no watch and ward staff. The Ministry stated 
~ebruary 1 ~84) that encroachments on the land were 
it susceptible of detection as they came up over-
~t. E~ictjon p,roceedings were initiated against 
-e encroachers sometime in 1971-72 but were 

)pped (May 1974) under orders of the Government 
. nding arrangements for re-l1abilitating the 
croachers by local Civil Administration. Jo May 

-!.75, the question of re-habilitating the encroachers 
some other alternative site was taken up with the 

:al Civil° Administrntion . In July 1975 the local 
vil Administration agreed to a request from the 
:al Development Authority that shifting of the 
croachers be phased out after studying the problem 
detail in consultation with the Defence authorities. 

11.2 At a high-leval meeting held in November 
176, it was decided by the Defence iruthorities to 
trust removal of encroachments/re-habilitation ot 

- uggi dwellers to the Jocal Development Authority. 

11.3 In April 1980, the Min istiy accorded sanction 
the payment of Rs. 9.37 lakhs to the local 

!velopment Authority for removal and re-settlement 
504 families which had encroached the Defence 

ld. The an;10unt of sanc;tion was revised (October 
'80) to Rs. 12.18 lakhs on the basis of 655 families 

be re-habilitatecl Construction of security wall 
the Defence land with a view to preventing further 

croachments was sanctioned· (August 1981) by the 
-)mmand HQ at a cost of Rs. 14.03 lakhs. Even 
ough payment of ].ls. 12.18 lakhs was made to the 
:al Development Authority in February 1981 no 

-ogress could be made to get the encroachments 
moved. The number of encroachments which were 
:o prior to June 1973 increased to 655 by July 

-'82. The ru-ea of Defence land under encroachment 
-ls about 26.87 acres valuing Rs. 191 Jakbs 
proximately. During that period the project could 
it be taken up as it was not Pl'Ssible to re-site it 
;ewbere. 11be estimated cost of the project for 
...nstruction of the hospital including residential 
commodation escalated from Rs: . 15.29 crotes "(in 

f972) to Rs. 27 crores '(February 1977) and ·further 
to Rs. 32.03 crores (1981-82) . · 

.. 1~.4 The Ministry stated. (January 1984) that the 
encroac~ent on the land earmarked for the Army 
hospital had been removed by the Civil Administration 
and tfie land handed over to the Army authorities 
fre~ of encumbrances. The Ministry added that a 
go-ahead sanction for Rs. :'iO lakhs was issued (April 
f983) for taking up work on the project. 

11.5 Tims, placing the temporarily surplus defence 
land under the mana<gemc'1t of MEO resulted in 
c.i;icroachmeuts for removal or which an unusual 
payment of Rs. 12.18 lakhs had to be made to the 
lcx;:al Development Authority and the objective 
expected to be achieved by undertaking the hospital 
project rcma'ined unfulfilled. Besides, the estimated 
cost of the project also escalated from Rs. 15.29 crores 
in 1972 to Rs. 32.03 crores in 1981-82 . 

Sta/ion 'L' 

12.1 fn January 1953, the Ministry permitted a 
State Government, without imposing any condition 
to' construct stalls for hawkers on defence land at 
station 'L'. In May 1954, the Ministry intimated the 
State Government that the land measuring 1.27 acres 
(cost: Rs. 13.21 lak.hs) under their occupation for con
i;truction of the stalls wouid be treated as having been 
!eased out for a period of 30 yea:rs on paym~nt of 
rental of Rs. 72,685 per annum (including occupier's 
share of taxes) with a stipulation that the land would 
be reverted to the Defence depart mcnt when it was 
no longer required for the said purpos.e. In September 
1965, the State Government apprmrched the Ministry 
to waive recovery of licence fee for the Defence land 
on which stalls were constructed as the land was 
originally made available to them without imposiug 
any condition. The Ministry did not, however, 
communicate their decision. Consequently, the MEO 
could neither execute er lease agreement with the State 
Government nor couJd recover the outstanding licence 
fee of Rs. 22.53 lakhs accrued for 31 years from 
1953 to 1984, pending decision of the Ministry in the 
matter. 

12.2 Defence land measuring 1.613 acres (along
with buildings standing thereon) a't station 'L' was 
leased out to the State 'Government for a period of 
20 years from April 1950 on payment of annual 
rental of Rs. 0.20 lakh. The period of lease expired 
on 5th April 1970. The property, however, continued 
to be under occupation of the State Government. In 
April 1975, the MEO requested the State Government 
to restore the land to Defepce a'S it was required for 
construction of an office · complex, a transit camp etc. 
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for the Navy. In October 1975, the State Government 
requested the Ministry either to tra.usfer to them the 
land and the premises or to extend the lease for a 
further period of 20 years from May 1970, ex-post
facto. No decision in this reg~d was taken by the 
Ministry till February 1984. As a result, neit~er the 
lease could be extended nor could any recovery of the 
outstanding rent of Rs. 2.80 lakhs for the period 
April 1970 to March 1984 be enforced. 

13. Sumrm11g up: The various points emerging 
from the above review arc summed up below: 

In two cases delay in obtaining/issuing 
Government sanction to the a·cquisition of 
land resulted in avoidable expenditure of 
Rs. 59.60 Iakbs. 

In three cases, acquisition of land after issue 
of Government sanction was delayed between 
four and sixteen years rcsultiJ~g in extra 
expenditure of R s. 25.30 la'khs. 

Jn one case, delay in arranging funds r esulted 
in extra expenditure of Rs. 18.92 lakhs 
towards additional compensation and 
Rs. 9.78 lakhs on account of interest for 
belated payment. 
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[n one case, 198'5.08 acres of land acq1urcd 
in 1978-79 at a cost of R s. 2.37 crores 
under urgency clause was not put to intended 
use (January 1984). 

In one case, 43.29 acres o( land acquired 
(1973) uuder urgency clause of the LA Act 
at a cost of Rs. 3.63 lakbs remained 
unutiJised so far (March 1984). 

In one case, placing of temporariJy surplus 
defence land under the management of 
MEO resulted in encroachments, for removal 
of which an unusual payment of Rs. 12.18 
lakbs had to be ma'de to the local 
Development Authority. This also delayed 
taking up construction of the hospital and 
resulted in cscala.tion in the cost of the 
project from Rs. 15.29 crores (1972) to 
Rs. 32.63 crores (1981-82). 

In two cases, a total amount of R s. 25.33 
lakhs on account of licenc~ fee/ rental 
remained unrealised (March 1984) as no 
decision with regard to waiver of licence 
fee/transfer of land or further extension of 
lease had been taken. 

(M. PARTHASARATHY) 

Director of Audit, Defence Services. 

TN. th"'J..-a..,~,.J,· 
(T. N. CHATURVEDI) 

Comptroller <:nd Auditor General of India. 
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