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· · ·.·This Report for the year ended March 2007 has lbeen prepared for submission to· the President 
under Article 151 of the Constitution. The Report relates mainly to matters arising from test 

.. audit of the financial transactions of Ministry of Defence, Air Force, Navy, and Coast Guard . 
. Results of audit of Mjnistrjr of Defence, in ~o far as they relate to Anny .and Ordnance 
.·Factories; Army HQ, Ordnance Factory Board, field units of Anny, Ordnance Factories, 
associated Research and · Development units and Military Engineer Services have ·been 

· iricfoded in Report No. CA 4 of 2008. · 

. The Reportindudes 31 paragraphs ... 

. . . ' . . 

• The cases mentioned in the Report are among those which came to notice in the course of 
·. audit during· 2006-07 and early part of 2007-0S as well as those· which catne to notice dwing 

earlier years, but could not be :i.ncludedin the ptevious Reports. . 
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Report No. CA 5of2008 (Air Force and Navy) 

[ OVERVIEW ] 
The total expencliture of the Defence Services during 2006 - 07 was Rs 88, 675 crore. Of this, 
the Air Force and Navy spent Rs 24,691 crore and Rs 16,322 crore respectively. The combined 
expenditure of the two services accounts for 46 per cent of the total expenditure on the Defence 
Services. The major portion of the expenditure of the Air Force and Navy is capital in nature, 
constituting almost 60 per cent of their expenditure. 

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

I. Upgradation of an Aircraft 

IAF's Aircraft 'A' upgrade programme approved in August 1999 at a cost of Rs 430 crore wiU 
have limited viability as inherent problems being faced by the Aircraft and engines have not been 
resolved . The feasibility of the project was doubtful ab-initio and considerable time overruns 
would further dilute benefits of the project as the upgraded aircraft would have a very short 
residual life. Reductions in scope of the upgrade with the intent to contain costs have also 
truncated the envisaged role of the aircraft projected to the sanctioning authority. Besides, even 
the limited number of aircraft modified were accepted by IAF with restrictions . Project costs 
were severely understated and would actually be over Rs 900 crore i.e. more than two times the 
approved cost while various unamortised and hidden cost remained out of the ambit of the 
project. Advance payment of Rs 156 crore to HAL even before approval by the sanctioning 
authority was in violation of budgetary and financial controls. Failure to conclude a contract with 
HAL even after eight years of approval of the Project vitiated the control framework of the 
project. 

(Paragraph 2.6) 

II. Acquisition of VIP Boeing Business Jets 

Ministry concluded a contract with Mis Boeing Company of USA for acquisition of three Boeing 
Business Jets at an aggregated cost of Rs. 936.93 crore for VIP use to replace two existing 
Boeings of the Communication Squadron of IAF. The acquisition process for the VIP aircraft 
deviated from laid down procedures and weU recognized norms of propriety . Supplies valuing 
USD 50 million were contracted without the benefit of competition. Besides, the acquisition of 
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both the aircraft and Self Protection Suite was inordinately delayed leading to a total cost 
escalation of USD 19.70 million. In addition, even after four years of the existing VIP aircraft 
becoming unsuitable for VIP flights, replacement aircraft are yet to be inducted. Procurement of 
a third additional aircraft as stand by arrangement costing Rs 312.44 crore was avoidable. 
Despite spending Rs 936.93 crore, newly acquired VIP aircraft will not be used for international 
travel necessitating continued use of Air India aircraft with all its adverse consequences. 

(Paragraph 2.1) 

ID. Acquisition of Landing Platform Dock 

Navy acquired an ageing 36 years old foreign ship from a foreign Government after 
refurbishment at a cost of USO 50.63 million without physical assessment of the ship. Poor 
condition of the ship entailed significant changes in the scope of the refurbishment work with 
cost of refurbishment, repairs, etc going up from USO 15 million to USO 36.94 million. Navy 
did not bring all costs for consideration of the Competent Authority while seeking approval. 

(Paragraph 2.3) 

IV. Delay in replacement of obsolete and decommissioned radars in IAF 

Ministry concluded a contract with Hindustan Aeronautics Limited in March 2002 for 
procurement of 17 Precision Approach Radars at an aggregated cost of Rs 193 .10 crore. 
Acquisition of these critical Radars to replace obsolete/decommissioned radars was considerably 
delayed and Air Force bases are operating flights with old radars, identified as obsolete sixteen 
years ago, with operational limitations. The acquisition process also deviated from the prescribed 
procedure. Further, of the ten radars delivered by HAL only one could be made functional, that 
too, with intermittent failure and remaining nine radars costing Rs 100.52 crore are yet to be 
commissioned. 

(Paragraph 2.2) 

V. Lack of transparency in awarding a Contract 

Ministry, concluded a contract with Mis ABG Shipyard Ltd., a private shipyard in March 2004 
for acquisition of three pollution control vessels for the Coast Guard. The acquisition process 
followed by Coast Guard HQ lacked transparency and deviated from prescribed purchase 
procedures, which also contributed to delay. Flaws and distortions in the procedures adopted by 
the Coast Guard and the Ministry yielded no assurance that the decision taken to award a contract 
worth Rs 368 crore for building specialized vessels to a private shipyard was technically sound 
and financially prudent. This is corroborated by the unsatisfactory progress of the project leading 
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to revision in delivery schedule of the vessels. Payment of Rs 221 crore released to the shipyard 
is not commensurate with the milestones specified. 

(Paragraph 5.1 ) 

VI. Sub-optimal performance of Pilotless Target Aircraft 

PilotJe s Target Aircraft (PT A) are required by Indian Air Force (IAF) for providing realistic 
airborne targets for training of aircrew and ground crew in air to air and surface to air weaponry. 
Although design and development of PTA commenced in 1980, DRDO and HAL failed to 
provide an indigenous PT A to meet the training needs of lAF even after a lapse of 27 years and 
after an expenditure of Rs 165 crore. Despite the fact that initiaJ development of a prototype 
failed to fully meet the Qualitative Requirements of IAF, DRDO went ahead with limited series 
production of PT A . Further, clearance by the Ministry for bulk production without evaluating 
the performance of limited series production of PT A indicated serious flaws in development of 
technology and the production programme. Sub-optimaJ performance of three delivered PT As led 
to lAF putting on hold its acceptance of the balance 12 PT As ordered on HAL. lAF also 
withdrew its commitment to the PT A-II programme in favour of imports. The basic objective of 
providing lAF with realistic airborne target for weapon training hence remained unfulfilled 
eriously affecting training efforts. 

(Paragraph 2.5) 

VD. Delay in Procurement, Installation and Commissioning of a Training Simulator 

Ministry concluded a contract in March 2004 with Mis TSL Technologies Ltd, New Delhi to 
upgrade, at a cost of Rs 31 crore, an exi ting simulator instaJled in a Na val Training 
Establishment. Simulator, considered vital for the training of pilots and observers of Seaking 
helicopter, could not be upgraded and inducted into the Indian Navy even after a lapse of a 
decade and expenditure of Rs 18.52 crores affecting the quality of training. As ociated co ts of 
over Rs 3 crores due to usage of helicopters could have been avoided had the project been 
completed on time. Related developments may lead to cancelling of the contract with extra 
financial implication of Rs 18.50 crores, without ultimately achieving the objective. 

(Paragraph 2.8) 

VID. Delay in setting op of Overhaul facilities 

A project conceived in 1986 for the augmentation of repair and overhaul of Gas Turbine (GTs) 
for a class of ships in the Navy awaits completion even after two decades. As a resuJt of lack of 
synchronization of various project activities, equipment and spares procured at a cost of Rs 21.16 
crore have remained unutilised for eight years since the date of purchase. Even after the 
completion of the project, its utility to the Navy will remain limited as the GTs have already 
received their scheduJed overhaul from the OEM and benefits accrued from the project will be 
marginaJ as more than half of the service life of the ships, for which the facility is being created, 
would be over. 
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(Paragraph 2.7) 
IX. Procurement of unsuitable Guns for Navy and Coast Guard Organization 

Navy as well as Coast Guard placed order on an Ordnance Factory, for manufacture of a type of 
gun without proper clearance of it prototype. Acceptance of gun costing Rs 28.44 crore by 
Directorate of Naval Armament Inspection from the Ordnance Factory, for issue to Navy and 
Coa t Guard was improper as the weapon platform is incomplete without an accompanying 
stabilized optronic pedestal compromising operational effectiveness, thus defeating the purpose 
of procuring these guns. 

(Paragraph 2.4) 

X. Upgradation of an Airport of Indian Navy 

Government sanctioned upgradation of an existing Naval Airport jointly used by Airport 
Authority of India in October 2002 at an estimated cost of Rs 19 L.52 crore. Lack of integrated 
approach, synchronization and deficiency in planning on the part of Navy led to delay in 
construction of magazines and relocation of a Naval Armament Depot. As the risk factors for 
both aircrafts and explo ive stores still exist, the upgraded auport is not usable for operation by 
the Long Range Maritime Reconnaissance aircraft of the Navy a well as bigger aircrafts of the 
civil airlines. As such, value for money for the investment of Rs 145.16 crore remains unrealised. 

(Paragraph 4.4) 

XI. Non-crediting of Cash Flow Benefit to IAF 

Ministry paid Rs 370 crore as an advance to Bharat Dynamics Limjted (BDL) in 1998-99 against 
a mjs ile project for IAF. BDL passed on ca h flow benefit of Rs 52.19 crore to IAF till March 
2003 . After 2002-03, BDL did not pass on the cash flow benefit to IAF against the advance held 
by them. As a resu lt, IAF was deprived of revenue to the extent of Rs 91.33 crore which could 
have been ploughed back into the project with dimirushing financial liability to IAF. 

(Paragraph 3.7) 

XII. Non-recovery of interest due on ad-hoc advance 

Under a sanction accorded by the Ministry, the Controller of Defence Accounts released an 
interest bearing ad-hoc advance of Rs Rs 11 3.40 crore in March 2002 to Bharat Electronics 
Limited against a project. De pite clear provision in the contract, Controller of Defence 
Account failed to recover interest of Rs 46.70 crore from BEL on the ad hoc advance provided 
to the company. 

(Paragraph 3.6) 
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XIII. Procurement of sub standard components for a helicopter 

Ministry concluded a contract in October 2003 with lndo Russian Aviation Limited, a joint 
venture company for procurement of rotables for helicopter 'D' at a cost of Rs 12.43 crore. Fuel 
Control Units were suppljed by IRAL from an unreliable source and were found to be 
substandard exposing helicopte r 'D' to flight safety hazard and the helicopters had to be 
grounded for want of FCUs. Five Auxiliary Power Units costing Rs 1.06 crore also failed and 
are yet to be replaced. While punitive action taken by Air HQ was ineffective being tentative and 
inadequate, the company was awarded further contracts for supply of equipment and spares for 
IAF by the Mirustry and Air HQ. The firm also failed to supply 12 out of 82 lines of spares and 
equipment contracted for. 

(Paragraph 3.2) 

XIV. Unauthorised erection of Antenna on a defence building 

An Air Force station violated canons of financial propriety and di regarded security safeguards 
by allowing a private company to erect an antenna on a defence building located in a sensitive 
security zone. Even though the company is exploiting facilities of public property, payments 
made by the company are regularly being deposited in the non-public account of the Air Force 
station. Air Force Officers have also been provided mobile phones free of cost by the company. 
The case needs detajled probe to fi x responsibility for the violation and omission. 

(Paragraph 3.9) 

XV. Excess procurement of imported spares 

Material Organisation, Kochi and Naval HQ worked out requirement for nine items of spares 
even though there was no demand outstanding for those spares revealing deficiency in 
provisioning. Failure to correctly assess the requirement of spares resulted in excess procurement 
costing Rs 6.20 crore. The spares have remained unutilized since their procurement in 2004-
2006. 

(Paragraph 4.3 ) 

XVI. Non-realisation of revenue from disposal of felled trees 

To establi sh a Naval Academy at Ezhimala, project authorities had cut large number of trees for 
site clearance. Failure of DEO Chennai to fix the minimum reserve price and consequential delay 
in disposal of 25,605 felled trees led to non-realisation of revenue to the extent of Rs 1.87 crore 
by the Navy. Naval authorities also fai led to make compensatory afforestation equa l to ten time 
the number of trees cut, thus defying the above requirement of the Ministry of Environment 
subject to which the project was cleared. 

(Paragraph 4.7) 
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XVII. Excess procurement of gear boxes for an Aircraft 

Ministry placed an order in June 2005 on a foreign firm for procurement of 44 gear boxes for an 
aircraft of the IAF. Audit crutiny revealed that failure of IAF to ensure timely repair and 
inadequate planning for technical life exten ion of gear boxes already held by IAF led to 
avoidable procurement of 44 gear boxes at a cost of Rs 164.78 crore. 

(Paragraph 3.1) 

XVIII. A voidable expenditure on import of Nickel Cadmium Cells 

Despite instances of procurement of Nickel Cadmium Cells from the indigenou sources, 
Directorate of Naval Air Material overlooked the existence of the approved indigenous firms 
whose rates were much lower than the foreign supplier. As a result, the Directorate imported 
1470 Nickel Cadmium Cell at a price nearly three times higher than the rates of approved 
indigenous cells, entailing an extra avoidable expenditure of Rs 1.31 crore. 

(Paragraph 4.2) 

XIX. Procurement of spares for Off-shore Patrol Vessels 

Three Off-shore Patrol Ve sel of the Coast Guard became due for their 24000 hourly routine 
between April 2006 and January 2007. Owing to fau lty maintenance planning and delays in 
taking up the scheduled maintenance routine of engines of the vessels, spares worth Rs 7 .90 crore 
remain unutilized. Further, over provisioning of spares led to avoidable expenditure of Rs 57 
lakh. 

Paragraph 5.2) 

XX. Management of Transport in Air HQ and other IAF Units located in New Delhi 

Air Force Station possesses a large fleet of passenger vehicles and huge establishment of MT 
drivers above the sanctioned establishment in violation of rules thereby flouting economy 
measure of the Government. Indiscriminate use of service vehicles resulted in unauthorised 
exploitation entailing an extra expenditure of Rs 5.60 crore during the last three years which was 
unauthorisedly regularised by Air HQ. 

(Paragraph 3.10) 
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Report No. CA 5of2008 (A ir Force and Navy) 

[CHAPTER I: FINANCIAL ASPECTS] 

1 Financial Aspects 

The total expenditure on Defence Services during 2006-07 was Rs 88,675 
crore as against Rs 83,660 crore during 2005-06. This was 5.99 per cent 

higher than the expenditure of 
Total Defence Expenditure 2005-06. The share of the Air 

88675 

2006-07 

Force and the Navy in the 
total expenditure on Defence 
Services in 2006-07 was 
Rs 24,69 1 crore (27.84 per 
cent) and Rs 16,322 crore 
( 18.40 per cenr) respectively . 
The expenditure on the Air 
Force was 12.62 per cent 
higher than the expenditure 
during the preceding year, 
and in case of the Navy it was 
14. 79 per cent higher than the 
preceding year. 

• Total Defence Expenditure • Arrrt1 o Air Force o Navy o Ord. Fact. o R&[ 

The total revenue expenditure on Defence Services for the year 2006-07 was 
Rs 54,846 crore, as against Rs 51,322 crore during 2005-06. The Air Force 
and the Navy together accounted for Rs 16,90 I crore, representing 31 per cent 
of this expenditure. 

The total capital expenditure on Defence Services for the year 2006-07 was 
Rs 33,828 crore, as again t Rs 32,338 crore during 2005-06. The Air Force 
and the Navy together accounted for Rs 24, 1 13 crore, representing 71 per cent 
of this expenditure. 

1.2 Expenditure of the Air Force and the Navy during 2006-07 under 
broad categories is analysed in the following table: 



I 

·Report No. CA 5 of 2008 (Air Force and Navy) 

· Category AIR FORCE NAVY 
Rs in crore . Per cent of Rs in Per cent of 

total crore total 
Pay and allowances 2597 10.52 1615 9.89 
Transportation 178 0.72. 166 1.02 
Stores 6250, 25.31 2718 16.65 
Works 909. 3.68 489 3.00 
Repair & Refit -- -- 1202 7.36 
Other expenditure 130 0.53 646 3.96 
Capital acquisitions 14627 59.24 9486 58.12 
Total 24691 100· 16322 100 

1.3 The summarized position of appropriation and expenditure . during 
2006-07 in respect of the Air Force and the Navy is reflected in the table 
below: 

(Rs in crore) 

Final Grant/ Actual Total Excess/Savings 
Aooropriation E:xvenditure (+)I(-) 

AIR FORCE 

:REVENUE 

I voted 10115.89 1©062.96 (-) 52.93 

.Charged 5.93 1.54 (-) 4.39_ 

CAPITAJL 

'Voted 13710.20. 14617.29 (+) 907.09 

icharged 1530 10.00 (-) 5.30 
I 

Total 23847.32 24691.79 (+) 844.47 

NAVY 

'REVENUE 

: Voted 6889.27 6836.29 (-) 52.98 

Charged· 1.37 0.24 (-) 1.13 

CAPITAL 

·Voted 9607.77 9484.64 . (-) 123.13 

I Charged · 3.60 1.07 (-) 2.53 
I 

: Total 16502.01 16322.24 (-) 179.77 
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I 
I 

I 
I . 

Unspent prov1s10ns cdnstituted 1.09 · per cent of the final 
. I . . . 

1.4 
gr.ant/appropriation of the Navy~jand overspent provision 3.54 per cent of the 

AirForce. · • I 

1.5 An analysis of the Appropriation Accounts, . Defence Services, has 
I . 

been included in the Report of tp.e Comptroller and Auditor General of India 
for the year ended March 2007: !Union Government - Accounts of the Union 
Government (Report No. 13 of 2~07). 

1.6 This report indicates tha( an amount of Rs 2.70 crore was recovered 
and there was also a saving of dpenditure to the extent of Rs 5.50 crore at the 
instance of Audit during the yearl 

I 

I 
1· 

i 
i 
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CHAPTER]]: MINISTRY OF DEFENCE 

· The. acquisition p:rocess for the VIP aircraft deviated from llaid 
down procedures anirll well irecognized nrnr.ms of propriety, Supplies 
valuing USD 50 milllftollll were contracted without the benefit of 

' competition. Besides, the acquisitiion of both~ the aircraft and SP§ 
• was imm1:lliinateily deh11yedl Ileading to a total cost escalation of 
. USD 19,7 millllion, In addition, even after four yea:rs of the existing 
. VIP aft:rcraft ·becoming unsuitable fo:r VW flights, replacement 
aii!rcraft are yet to be inducted. Pmcurement of a third additional! 

i aft:ircraft costing Rs 312.44 cmre was avoidable.· Despite spend!iing 
i Rs 936,93 cmire on new VJHP' alilrcraft these wm not be used for 
• mterirnatfollllal trave] necessitating continued use of Afr !ml!ia afrcraft 
wiith a]Il Ji.ts adverse conseq1lllences, 

I 

. : The Ministry concluded a contract with Mis Boeing Company of USA in 
: October '.200.5 for acquisition of three Boeing Business Jet Aircraft at an 
•aggregated price of ·USD 161.425 million (Rs 734 crore) to replace two 
existing Boeing aircraft of the Communication Squadron. Ministry also 

. concluded another contract in Septemper 2005 with a foreign Government for 
i acquisition of Self Protection Suites (SPS) for these jets through the Foreign 
, Military Sales (FMS) route at a total cost of USD 44.60 million (Rs 202.93 
crore). These aircraft fully equipped with superior VIP configuration including 
state of art communication, entertain~~nt facilities· and SPS are scheduled to 
be delivered between January 2008 and October 2008. 

! Audit scrutiny of the records connected with the acquisition revealed the 
• following: · 

· ll Piromrement of a thill"'idl. additfonal alircraft was not justified 

1 Communication squadron of the Indian Air Force (I.AF) maintains two Boeing 
aircrafts along with other mrcrafts for operating flights for internal travel by 

' VIPs. For international travel by VIPs, aircraft from Air India are hired. 
Acquisition of the three aircraft in replacement of existing two Boeings was 

'initially proposed in December 1999 to meet requirements of both domestic 
! and international travel of the VIPs. Despite a subsequent decision to use the 
! 
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new aircraft Only fof domestic traJ, the procurement of the thITd additional 
aircraft was retained on fue plea of ~1tringent servicing schedule leading to less 
availability of aircraft and for meeting training commitments. According to the 
Ministry' (December 2007) a•standb~ -aircraft was required to avbid- increased 
flym~ effort~, incre~s~ in oper~tion :cost and ~o meet the increase i~ qu~turn 
of flymg owmg to_. vmt of foreign heads. Aucbt observed that the third: arrcraft 

- . I -

procured by· the Ministry was avoicfable due to past trend of low utilization 
- - I ··- . 

. levels (27 per cent over a periocH919-2007) of the existing Boeing aircraft by_ 
VIPs, increased availability of aircraft to the squadron after induction of four 

I 

new Executive jets in 2005 and mollification of eight AN-32 aircraft for use 
by VIPs. Fifty five per cent of the fatal flying done by_ existing Boeings was 
·already meeting the training commiiments and additiomilly, two other Boeing 
aircraft were also available with MF for the same purpose. Holding a new 
large aircraft costing Rs 312.44 j crore as standby : would lead to an 
unacceptable level of redundancy and to sub-optimal use of high cost capital 
~~; : - J. _- . 

llJl: Ries11:irll<Cftedl 11.Il§e @ft' rul!"ciral11: @Jily for ibrn1l:em2Il 11:1r2veil 

In July_ 2001 it was deCi_ded to !continue use· of Air Indfa aircraft for 
mtemationru travel and brmt the use of new arrcraft to domestic travel only 
resulting in reduced' specifications I with- regard-- to range and·· endurance of 
aircraft. Accordingly, contracted ai~craft were without auxiliary fuel tanks 
needed to extend the range of aircraft. The new aircraft were thus tedmicaUy 
eCJ[uipped only to undertake short· an~d medium haul domestic flights, thereby, 
continuing the reliance on Air -India aircraft for undertaking international 
travel despite s~ending Rs936.93 crtre on new Business Jets. -

Ministry stated in December 2007 /that the aircraft with the range of 3000 
nautical mliJes (n.m) was primarily in~ended for internal travel. However, it can: 
be used for international flight covering entire Europe and Africa. Ministry's 
contention is not acceptable since Air HQ, while justifying the necessity for 
the· aircraft in December 2000, had ~omitted that desirable range needs to• be -

- - I - - -
4500 nm to ensme non.:.~top flights to London and the mandatory range 
requirement'for international flighf,s needs to be 3700 mn. Evidently, the 
aircraft contracted for is more than the- requirement of internal flight and 

- - - . I - -
falling short of the reCJ[uirement of international flight. - - - - -· 
- - - I -

- Thus, despite incurring huge expen.~ture, the objective of_ procuring aircraft 
which couk!be used forinternationat flights was not achieved. 

' - I 

I s 

1-

1 
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ill Acquisition process deviated· both from prescribed procedures and 
norms of propriety .. 

(a) Operational Requirement (OR) we.re irn~omplete and tentative 

The OR was tentative with respect to cabin layout, interiors, instrument 
landing system and communication facilities. This resulted in change in scope 
of supply involving additional costs of USD 5.25 million for the three aircraft 
which remain.ed out of the ambit of competitive bidding. · 

(b) Technical evaluation was riot comprehensive 

No flight evaluation of the aircraft offered by the two vendors (Mis Boeing 
and Mis Air Bus Industries) was undertaken in terms of Request for Proposal 
(RFP), on the ground that performance of the aircraft was well documented 
even though extensive customization of layout for VIP role and addition of 
several non-standard communication equipment were involved. Though 
aircraft were required to be short listed based on their. ability to operate from: 
critical airfields, the Ministry decided that field trials only of aircraft offered 
by L.,.1 company be undertaken to verify this capability. Undertaking field 

. trials after opening of price bids and determinfttion of L-1 bidder was not 
consistent with the terms of RFP and the provisions of Defence Procurement 
Procedure. Ministry admitted (December 200'Z) that Technical Evaluation 
Committee's (TEC) decision of not undertaking flight trials before declaring 
Ll vendor was a violation of approved procurement procedure. 

Key aspects. such as finalization of 'aircraft induction· schedule, evaluation and 
instqllation of SPS, finalization of ;layout and interiors, air crew and ground 
crew training, maintenance planning, provision of list of recommended spares 
parts including spare engines and :other rotables etc. that should have been 
addressed and settled at the stage of. technical negotiations were deferred to the 
commercial negotiations stage. As; such, position on several issues was not 
frozen even after technical evaluation and the opening of price bids ·which led 
to non-competitive cost additions ,besides denying equal opportunity to the 
competing vendors. 

IV Several concessions were ~ade to the selected bidder 

The vendor was shortlisted even though it did not have arrangements for 
carrying out comprehensive repair and maintenance facilities in India. 
Shortfalls with respect to OR and' RFP conditfons relating to cabin layout, 
communications equipment, initial :supply of spares list and submission of a 
definite offer for SPS were condoned. Though the company's commercial 
offer was valid only for four months against the RFP's requirement. of 12 

6 



Report No. CA 5of2008 (Air.Force and Navy) 

months; the srune was condoned and the company was allowed to extend the 
validity of its -offer after opening lof price bids with escalation of USD 19.70 
million. Additionally, though th.e RFP provided that prices quoted were 
required to be fixed and firm, th6 vendor was allowed to escalate its. quoted 
prices without being bound to/ any escalation formula . specified in its 
commercial proposal.· Several d~viations from . standard contract conditions 
were all~wedon the insistence o~ the vendor. The contract was made su~j~ct 
to Washington State Law and the company was exempted from providing 
bank guarantees for advance pJyments and from furnishing performance 
warrant)r: ·A diluted liquidity dam~ges clause was incorporated in the contract 
without CFA1 approval. An adv~ce of 17.5 per cent of the contracted cost 
was. allowed as against the norm 6f limiting advance to a maximum of 15 per 
cent prescribed in DPP 2005. j · · · · · 

. . I 
. . . I 

Most of the deviations were allowed on the .plea of urgency for completing the 
acquisition. This would appear utijustified given the inordinate delays noticed 
at all stages. As a result,. the interests of the Government as . the buyer of the· 
aircraft were seriously compromisbd. . . . . I . 
V · IAF's approach with ~egard to SPS was uncertain and the 

·. acquisition process flawed. . . ·. . . . 
. . . ·. . I . . 

Even though· SPS was a mandatory fitment. for the VIP arrcrafts, RFP issued 
did not bear detailed specificationlfor the SPS. After Mis Boeing was declared 
the L-1 bidder, despite not makin~ a proper offer for a SPS, the acquisition of 
SPS was taken up under the FMSj route with the foreign Government in a de­
facto single vendor situation. Prices quoted both for equipment and services 

. • I • . . 
were not ·negotiable and no warranties or performance guarantees were 
provided. There was thus no assuJance that the acquisition of the systems at a · 
total cost of USD 44.60 million wJs cost effective. . · 

IAF' s overall approach w~th regld to equipping VIP aircraft. with SPS was 
vacillating and'it frequently changbd its requirements and opted for equipment 
which did not meet its own broa~ technical requirements. Finally, a system 
which had not been evaluated by *1e IAF at all was accepted. The system was 
accepted at a time when it was only in the initial stages of being integrated on 

· a few transport aircraft of thel Air Force of the foreign Government. 
Inadequate scrutiny of the offer of the foreign Government 'is..also revealed by 
the fact that IAF was unaware thkt the offer did not have provision for "in-

1 CoinpetentFinancial Authority 
2 Foreign Military Sales 
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. ' 

country programming" of the system iwhich would: now need to be contracted . 
at an extra cost. The accepted system is also believed to be expensive to 
maintain as subsystems require frequent repair and overhaul. 

Ministry stated (December 2007) that!the OR of the SPS were made based 011 

knowledge of available equipment liky RWR3
, MAJWS4 and CMDS5 forming 

part of the SPS. The Ministry added that although advantages of IRCM6 and 
DIRCM7 were well known, DIRCM at that time· was a state of the art 

· technology and was being supplied by few vendors. Availability of D!RCM 
, was suspect as its technical details Wyre not.available. These were therefore, 

not included in the OR. Ministry's reply is not tenable since IAF had prepared 
· theBroad Technical Requirements (BTR), specifying technical details of sub 

systems including IRCM for SPS. Thus non-inclusion in the RFP deprived 
Mis Airbus opportunity to give a competitive bid . 

. Due to the uncertain approach . adopted, it took almost four years · for the 
Ministry to finalize acquisition of SPS equipment resulting in cost escalation 
of USD 4.8 million. Besides due to the delays these systems would be. 
available for integration only after completion of interiors of the aircraft, and 
their retro:-fitment is to cost an additional USD 4.0-5.0 million as per the 
estimation provided by the foreign Govemme11t 

VI Aequiisition process was not efficiently managed 

. . 
1 The proposal to induct new aircraft was first mooted in May 1997. However, 

acquisition of these aircraft could be contracted only in October 2005 i.e after 
a lapse of over eight years, even though procedural deviations were condoned 
to speed up the acquisition process: Some specific instances of delays . at 
critical stages were as under: 

. I . 

e Finalisation of OR and issue: of RFP took 22 months after the first 
statement of case for the acquisition was proposed in December 1999. 

e Technical evaluation was completed in February 2002 but price bids 
were opened only in Septemb~r 2002 i.e after a delay of ~even months 

. . I . . , . 

as time was lost. :i.n addressing'problems arising out of non-submission. 

3 Radar Warning Receiver, 
4 Missile Approach Warning System 
5 Counter Measure Di_spensing System 
6 Infra-red Counter Measure 
7 Direct Infra-red Counter Measure 
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I 
I 

of an offer· fer SPS by Mis Boeing. JOelay at th:i.s stage ,was also 
b~cause requirelllents w:i.th regard to interiors and layout co.ntinued to 
evolve. . . I · .. 

The PNC8 which commenced work in September 2002 could submitits 
. . . I 

report only in late fone 2003. Three rounds of discussions were. held 
w:i.th the vendor at interval~ of tWo months each. As a result, a best and 

I . . 
. final offer of USD 148.6f million made by the vendorin February 

2003 with a 31 March 2003 validity couldl not be availed of. Though 
revised· prices were once! again negotiated in April 2003, the PNC 
could give its report oruy in late June 2003: ~ · 

· As the PNC dlid no~ settle/; c?ntract issue~ while finalizing prices, five . 
months were spent m obtru.mng legal ad.vice before ilie proposal. could 

- I 
be processed for CF A approval. 

Resp~nse to. comments fr~m Ministry of Finance received·in February 
2004 was sent after a yeruj's delay. By then, prices negotiated Jin April 
2003 were no longer vali~ and had to be renegotiated in August 2005 

· so that a firm cost proposal could be submitted to the CF A. 
. . . . I . 

Ministry stated in. December 2007 that there were no ·procedural deviations 
since this was· a major acquisitionl and the procedure prescribed for acquisition . . ·.· .. .· . .. I· . . .. . . . 
needed to be followed, the time for processing the case could not ~e termed as 
delay.. Ministry~ s, contentfon is ~ot tenable as the entire acquisition process 

. took more · than four years· tim~ in. finalisatioh> of · the contract 
0

revealin.g 
inordinate delay· in allmost all stagbs of the acquisition despite commitments of 

. . . . I . . 
Ak HQ/Ministry to a compressed schedule to conclude the contract by June 
2002. Fmther, many of the deviatlons justified on the ground of urgency, like 
opening of price bids without fimllising technical evaluation, determination of 
Ll bidder without definite condhsion on the selection of SPS, etc. were in 
'violation of norm.al 'procmement ~rocedlllfe and practices. . 

As a .resu!I of the inmdinate ~e taken, theL-1 bidder .repeatedly revised 
offered prices. Between November 2002 and August 2005 the cost of the 
acqui.sitionincieased from USD ~4L76 million to USD 161.425 million i.e by 
USD 19,70 .minion (Rs 89.64 icrore). Of' this, while USD 5.25 million 
(Rs 23.89 crore) was due to chapge in scope of supply, USD 14.45 mil.Hon 

. . I . 
(Rs 65. 7 5 crore) was due to escalation. 

I 

8 Price Negotiation Corllmittee 
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Acqllllisitiioirn illlif cll."itka! P1recisfollll. Approach Radar to irepfaice 
l!llbsolete/decommissiol!lled. 1radlar ·was considerably delayed •.. The Ai:r 
IForce bases an~, tlhleirefore, operating . fl.ighlts with olld :radars, 
declared olbisoiete 16 years ago,. with operational Rimitations. The 
acquisiltnollll pnrocess aliso deviated from the pirescribed procedure. 
Furth.ell", l{])f tlhle ten nufars delivered by HAL, omy one could! be 
made ful!lldiol!llall, that foo, with intermittent 'failmre and mne radars 

1 
costing Rs 100.52 cirol!"e received;by IAF under the contract are yet 

· fo be commissioned. 

Ministry concluded a contract with H,industan Aeronautics Limited (HAL) in. 
March 2002 for procurement of 17 Precision Approach Radars (Radar) at an 

, aggregated cost of Rs 193.10 crore .. HAL had collaborated with Mis FIAR, 
Italy for supplying of these radars to Indian Air Force (IAF). Five radars were 

1 to be supplied by Mis FIAR in fully .furnished (FF) condition to. HAL for 
delivery to IAF and remaimng 12 radars were to be manufactured by HAL 
(raw material stage) under transfer of technology from FIAR. In terms of the 
contract, five radars (static) were to be delivered between July 2003 and 
March 2004 at the rate of one set every two months. Delivery_ of the balance 

' 12 radars (8 static and 4 mobile) manufactured by HAL was to commence 
from July 2004 and completed by April 2007 at the rate of on.e set every three 
months. While 15 of the radars to ~e procured w<::re meant to replace 12 

' existing obsolete radars and three decommissioned radars, two radars were to . ' . 

be new inductions. 

. . 

· As of November 2007, HAL has delivered fiv~ FF radars imported from OEM 
and five radars manufactured by it. The deliveries were made between 
February 2005 and October 2007. The remaining seven radars of raw material 
(RM) stage are yet to be supplied by HAL. , 

Audit examination of the acquisition process and post-contract events 
disclosed the following: 

lO 
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JI ·lDl<eilIDy lllill nmulftiiall:folill alllill«l! fnIIDailftsatll:Il@IIll @ft'~l[])IID1tll."alld 
. . ··. I . . 

There were inordinate defays in initiation and finalisation of the acquisition 
owing to deficient planning and ~rocedural delays in the Ministry/Air HQ as 
indicated below: · 

o The ne~d for the procmdment had arisen as IAF had declared 16 
, - . I • : . . .. 

~adars, :i.nduicted between 1973 and 1983, obsolete in 1991.and six of 
them had aheady been adcommis.sioned .. Normally, procmement of 
.critical equiipmeni must bb planned well in advance so that obsol.ete 
systems are replaced as I soon as. such replacern.ent . becomes due. 
Although the radars were declared obsolete in 1991 and the system. 
suffered from :i.nheirent limifations and poor · spare back uip, IAF 
initiated the case for. repfadement of ilie radars only jn 1995, i.e. after a 
gap of fou~ years. · · I . . . . . · . . 

ei After ·obtaining "in principle" approval of the Competent JF:i.nancial 
Authorify on 5 Septemben 1998, Request for Proposals (RFPs) were 
issued to seven known vehdors on· 14 September 1998. fu response, 
three proposals were recdived from (i) BEJL, in collaboration with 
Omnipol of Czech Redublk, (ii)· HAJL, :i.n collaboration with 
Mis TESLA of Czech Republic, and (iii) HAJL in collaboration with 
Mis HAR, !tally. The Technical Evaluation Comrn.i.ttee (TEC) in 

I 

February 1999 found that the system offered by all the vendors inet the 
Operational Requirements jCORs). Based on the recommendations of a 
Site Evaluation Committee (SEC), consisting of representatives from 
IAF, BEJL and HAJL, whldh evaluated the offers of all three vendors, 

I 

the radar offered by Mis f1AR tlrrough HAlL was.finally accepted :i.n 

March 2002: . . . I . . . . . . · · 
· o l\1!inistry took more. thaq five years in conduding the contract 

.A voi.daM~ delays were evident foUowing s.i.te evaluation trials which 
· were compieted in Ociobet 1999:. · Ministry took 29 months in talci.ng a 
decision to award the conttact to HAlL in collaboration with Mis HAR. 
. I . . 

Ministry stated in Novembe! 20011 that though th~ proposal for procmement of 
radar wasiniti.ated in June 1995,_RFP c~uld be issued only in September 1998 
dluie to paucity of requisite budgetary allocation during 1996-97 and 1997-98. 
Thereafter, it was actively· progrJssed and t:i.me taken was that required for 
thorough examination of the cas~ at each stage. While absence of buidgetary 
aHocati.on may explain delay· in issue of RFP, it does not explain delay in. 
initiating a case for replacement. IAiso, absence of allocations for plllfchase of 
radars whose procmement proc~ss . had been initiated in 1995 indicates 
deficient planning and inept bu1getary formuilation. Moreover, even after 

I u 
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getting the budgetary allocation in 1998-99, Ministry was able;to conclude the 
contract only in March 2002. Further delays at various stages of conclusion of 

· contract indicated Ministry's lackadai,sical approach in replacing critical radar · 
systems that had been declared obsolete more than a decade ago. · 

Il Lack of Competition 

Bids were :invited from seven vendors on the basis of data available with Aif 
HQ. Ministry's records did not indi~ate the basisand criteria on which these 
seven vendors were selected for invitation of bids. Even out of seven vendors, 
Ministry got only-three offers and Mo of them were ~rom the same Defence 
PSU i.e. HAL which had collaboration with two different foreign vendors. 
After the site evaluation'; two offers were eliminated leaving only one vendor 

, i.e. HAL in. collaboration with Mis FIAR; which could produce a functional 
radar for site evaluation. This outcome itself is an indication of an inadequate· 
vendor base of Air HQ on which the offers were invited and the tender process 
carried limited assurance that the : process . adopted . sufficiently fostered 
competition, as the avenue for wide publicity through open advertisement was 
not used. · 

ill Deficient Technical evaluation 

0 Technical evaluation undertaken was deficient as.it did not assess one 
of the RFP requirements, i.e of state-of-the-art technolOgy. The radar 
·that the Technical Evaluatio~ Committee (TEC) recommended was 
claimed by the vendor themselves to be out-dated .and obsolescent. 

· Although a presentation was made at Air HQ by Mis Galileo Avionic 
(Mis GA), formerly known as Mis FIAR, in January 2002 wherein the 
vendor proposed to redesign the system due to obsolescence of 
majority of components of their radar and IAF had agreed for the 
modifications, Ministry I· Air :HQ went ahead with conclusion of the 
contract for the old radar. Thus~ the basis on which the TEC declared 
that the technology of this radar would provide a much-heeded boost to 
indigenous technology is ques,ionable. 

e ' Contrary to the requirement· of procurement· procedure approved by the 
Government, the Site Evaluation Committee constituted did·· not 
.include any member from DRD09 and DDB&S10• . . 

. . - I . . 

e The offer of Mis Tesla who had quoted lowest rate (Ll), was rejected 
on the ground that it did not make a functional radar. available for site 
evaluation. Ultimately, an obsolete radar which was offered for site 

9 DRDO - Defence Research and Development Organisation 
10 DDP&S - Department of Defeiice Productic;m and Supplies 
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I . . . 
evaluation was accepted by KAJF. ·As of now, these radars are operating 
w:i.th limitations as there are ~oftware related problems. 
. . . . I . . .. · .·. 
1Pos~ C([JIJID.~l!"Slcf dJ.evell([Jl]plllllD.ellD.~ aift'lfedii.!lllg ([]keilii.velt"y scllnedJ.me 

As per contract, supply of five FF sets was to commence from July 
2003 to March 2004 and su~pHes of remaining 12 RM 'sets were to be 
staggered between July 2904 and April 2007. However, after 
condusion of contract with HAL, the foreign collaborator in July 2002 
indicated that there wouild ~e some delay in supply of first six radars 
due to redesigrui.ng of a fairly large number of components. Therefore, 
?ased on the requiest · from fAL the delivery schedule was revised 
m respect of FF sets to cmpmence from May 2004 and completed 
by- October 2004 and delivery of remaining 12 RM sets was to 
. . I 

commence from August 2004 and completed by September 2006 .. 
Th~ vendor failed to deli+r the radars even within_ the extended 
delivery schedule and requested. KAP to extend the dehvery schedule 
further without imposing li~uidated damages. Five FF sets and five 
radars of RM phase were *tually delivered between February 2005 
and. October 2007 after delay ranging from nine to 12 months and 
remaining seven. RM phasb radars have riot been supplied so far 
(November 2007). 

e The inadequacy in technical evaluation of the products is evident from 
the fact that though the fi~e FF sets were installed between March 
2005 and November 2005, only one radar could be made functional in 
February 2007 and remainin~ nine· radars were yet to be commissioned 
duie to delay in developmertt Of software by OEM;.Moreover the five 
FF sets supplied· by the· vbndor. are not considered reliable duie to 
occurrence of frequent defehs. The main reasons for inordinate delay 
in instaUation/ commissionibg of.radar are attributable t<;> contracting 
of filll underdeveloped and I un-product:i.onised system ·and prolonged 
dela~ on. the part of OEM[to complete the development of software 
reqmred m the system. ·. · 

I . 

Ministry stated in November 2007 ~at the evaluation of TEC and conclusion 
of contract took time; and in tHe meantime the company upgraded the 
transmitter_ and receiver portion I of the radar due . to obsolescence of 
components which also involved modification of the software leading to delay 
in commissioning of radar. This uhpl:i.es that even though KAF was informed 
in January 2002 about the obsQlesb~nce aspect of the components, Ministry 
went ahead with conclusion of c6ntract and obsokscence aspect remained 

·. . I . . 

unanswered even after delivery of the radar by the company.· As a result, only 
a single radar delivered over thel~st 32 months could be commi.ssioned, that 
too, with limitations. I 
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V . Delay in (jelivery of radars .affecting gying operations 

The radars presently installed in various air bas~s were identified obsolet~ 
sixteen years ago .. The operating bases are operating flights witnthe obsolete 
radars with restriction on visibility/cloud condition. :Further, the ·first five 
radars were dismantled in anticipa(ion of commissioning of new radars and 
hence, the bases .are operating without radar which may have. serious 
consequences in terms of flight safety. Ministry stated in November 2007 that 

I . to assist the safe landing of aircraft; the bases are utilizing air defence radar. 
Tliis adhoc arrangement had its limitation as the Directorate of Flight Safety 
informed audit in October 2007 tqat non availability of radar led to three 
accidents. of aircraft involving loss of Rs 67.03 crore during the period 
between 1994-95 and 2002-03. 

To sum up, acquisition of critical Precision· Approach Radar to replace 
obsolete/decommissioned radar has been considerably delayed and the Air 
Force bases are operating flights with radar deCiared obsolete sixteen 'years 
ago, with operation.al limitations. The acquisition process also deviated from 
the prescribed procedure. Further, of the ten radar delivered by HAL only one 
could be made functional, that too, with intermittent failures and nine radars 
costing Rs 100.52 crore received by IAF under the contract are yet to be 
commissioned. 

Navy acquired an ageing foreign ship after refurbishment at a cost 
of USD 50.63 minion without ·physical assessment of the ship. Poor 
condition of the shlp entailed significant changes in the scope of the 
irefourbishment work with cost of :refurbishment, repairs etc going up 
f:rom USD 15 miRlion to USD 36.94 minfom Navy did not bring al! 
costs for consideration of the Competent Authority while seeking 
approval. 

Ship 'X' is an amphibious Landing Platform Do".k (LPD) commissioned in a 
foreign Navy in 1971 meant for transporting ancl landing troops, equipment 
and vehides by using landing crafts. and helicopters. In September 2004, the 
concerned foreign Government offered the ship 'X' for sale to India under the 
Excess Defense Article (EDA) progiamme through the Foreign Military Sales. 
(FMS) route. The ship, in the absence of any further extensions, was .to be 
decommissioned in 2006. On the basis of ajoint visual inspection with the 
foreign Navy (September2005), the Indian Navy (IN) concluded that the LPD 
would meet its requirements for the. next 12 to 15 years.. The foreign Navy 
indicated that the basic cost of the ship 'X' would be 10 pef cent of its original 
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· th. d" · ·r h hl I 'Fs· · · · d' ir- • cost smce e COil ltiOn 0 t e S p ras . poor; reparrs requrre . · m ltS IlOil:-

negotiable lLetter of Offer and Ac9eptance (LOA), the foreign Government 
offered a package worth USD 48.23. mHl.ion wh:i.ch was accepted and 
accordingly, Government sanction iksued in July 2006 provided for each.item 
of the package as follows: I 

§Il lftem 
I 

Allllll@umt· 
NI[]). 

1 Basic cost of the ship · I USD 6, 786,900 

2 Ship OB spares, components, acc~ssories and 4.LCM11 USD 1,865,840 

3 fudustrial availability , I USD .15,000,000 

4 Ship B&D spares I USD 10,50,000 

~ Crew Training, Messing & Bertnilig USD5,207,400 

6 Logistics Assistance I usn. 2, 192,000 
I 

7 Other Technical Assistance I USD 3,650,000 .· . 

8 Programme Management. I USD 1,713,000. 

9. Administrative charges I · USD 1,134,620 

rn Tech, Non-: Tech Boo!cs, Transpofation, Acl.miillstrative_ USD J83,130 
SUDPOrt costs . . · 

The ship after .refurbishment an~ refit in. the supplier's country was 
commissioned in. the fudian Navy oh 22nd June 2007 as ship 'Z'. The cost at 
present is USD .50.6 million (Rs 202jcrore) which may go up further. . 

Alldit scrutiny of the documents refahng to the contract reveals the foUowin.g: 

.· ·. . . . I . . . . . . 

JI C@lllll!:ll."atd wais C'1J)llllcllUJlirl!ie<dl wi1l:llnl{])UJl1l: a Jlllrn]llleir plhlysiicall assesslllllliemtt 
.. . . . . I . . ·. . . . 

The non negotiable offer of the foreign. Navy was accepted without a rigorollls 
technicall evaluation of the. actual ~hysieal ·state of the ship and on-board 

equi?ment. Rather, there :':as _overire~iance on i~ormation pw:iclled_ .by the 
foreign Navy on the cond1t10n and mamtenance history of the ship. Smee the 

. I . . . . . . 

ship was. still in use, no dry-dock drurui.nation could be con.ducted fo examine 
the state of the huU and access ke~ areas of the ship. Ultiniaiely, its sea­
worthiness was conduded on the ba~is of a visual inspection. As a result, th~ · 
ship initially dassified as F8 i.e., pclor condition, requiring repairs at the ti.me 

'' LCM - Londffig Craft M<chanired I . . 
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I 
Of approval was downgraded to F9: 'Unserviceable - requiring major repairs' 
at the start of the overhaul and refit activities. Consequently, the provision 
made for refit and repair work fell short of USD 21.94 million and large 
amounts of additionai work had to bb approved as discussed at para below. 

! 

The envisaged life of this class of ships was 40 years. By 2003, however, the 
ships were not considered suitable !for further modernization and were to be 
decommissioned. By IN standards also, the service life of an aircraft carrier is 
40 years while the service life of aLanding Ship Tanks (LST) is 21.8 years. 
Since the ship 'X' has already outlived major part of its service life (36 years 
up to 2007) before beillg commis.sioned in Indiari Navy, decision for the 
acquisition of the ship does not appear to be prudent. In fact, while claiming 
that the ship would have a residual life between ilO and 15 years, no basis for 
reaching this conclusion has ever been given. 

The ship was purchased in a hasty manner to take advantage of reduced 
administrative costs. In fact, not only was the acquisition approved by 
Government on 31 July 2006 but the contract itself was signed on the same 
d_ate. Absence of due diligence in examination of the contract is testimony to 
the dilution of standard procurement procedures. 

Il Scope of the project was changed without approval of CF A 

After the signing of the LOA, a team of the foreign Navy was deputed to make 
a detailed condition assessment • before any refit work, i.e. Industrial 
Availability (IA), was undertaken. , As per this assessment, funding required 
for Industrial Availability (overhaul, refit and repair activities) was USD 29.88 
million, i.e. nearly double of the original estimate and the sanctioned amount 
(USD 15 million). However, when the work on the Industrial. Availability 
(IA) was actually commenced, the· requirement for funds increased to USD 
36.94 million. The excess of USD 21.94 million was met through an 
amendment to the LOA and by reviewing the items noted in the table below in 
addition to others arid achieving 'roll-backs arni savings' i.e. Navy utilised 
fund~ meant. for other items towat~s IA. However, the final scope of work 
necessitated augmented funding of USD 2.4 million. Unable to further divert 
funds, Navy finally obtained Government sanction for an additional USD 2.40 
million in May 2007. 
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§Il. lltem 
I 

Amriloumt (funi UJ§J!Jl mnllllfollll) 
Nilll. 

I 
AsJPleit'lLOA Aft'iell' Il'illlililcb!!\IC!ks 

·. !!lllllall savfumgs 
1 LPD I 6.78 1.89 
2 On-board spares + LCM i 1.86 0.37 
3 Messi.nl! and Berthinl! I 1.69 1.32 

4 IA (i.e. overhaul, · refit and 
I 

15 33.89 (36.94 after 
repair activities} Amendment 1) 

5 Supply Support 
I 10.5 3.66 (2.66 after 
i Amendment 1) 

6 Programme Management 
I 

1.71 0.88 (0.37 after 
. Amendment 1) 

7 . Other Technical Assistance I 3.65 0.38 

Audtt revie~ed the roUbacks and lavings havhig a flnancial implication of. 
USD 18.89.. million and found thatj thes~ were done without the approval of 
competent financial authority (CFA) even though they resulted in a substantial 

·change in scope of the project. . I . . . 

. Audit als~ found that these changes[had potential for impacting operations and 
· futnre maintenance of the ship adversely. For instance, 
. . . . . . I . 

o Original induction cost of the uro \Vas reduced by almost 44 per cent due 
to downwar. d revision of rating.I This is. likely to impact fufure operation 

. and maintenance costs. . · 

o There has been a reduction in th~ amount expe~ded on OB12 spares and the 
four LCMs, due to their conditidn being downgraded and hence these have 
been procured at 5 per ceni rif their induction cost. However, when 
justifying the original cost of thJ spares to CF A, Ministry had daimed that 
these were 'new items' and ac4uisition cost equivalent to 30 per cent of 
their induction cost was 'reasonable'. · 
. I . . 

o Supply Support (SS) in terms of B&D13 spares were to be provided for a 
period of five·' years . and cos.AL 14 spares for a period of two years in 
addition to other items. HowevJr, Amendment 1 to the contract dlrasticaUy 
modified these provisions resultfug in nH provision of B&D spares and only 
selected COSAL spaires with /no speciijcation of time period. Thus, 
USD 7 .84 million approved for SS was utilized for IA. Besides the adverse 

. ·.·. - I - - . . 

12 OB spares - On board spares .1 . 
. . 

13 B&D spares - Base and Depot spares I · 
14 COSAL spares ~ Coordinated shipboar~ allowance list spares 
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impact upon future refits as , these items win not be readily available, 
additional expenditure will have to be incurred to procure these items. 

© .Am:ount sanctioned for Other Technical Assistance and Programme 
Management has been reduced without assessing impact upon short-term 
needs of the refit and repair and long:-term needs, since there is curtailment 
of the services provided. Apparently now a decrease of over 78 per cent in 
the value of . services provided could be . absorbed without any effect, 
signifying a lack of proper estimation of costs and effective negotiation. 

While presenting the case to Government, IN stated that the refit work 
package would be on a 'not exc~eding' basis and, therefore, the cost of the 
package would, in effect be 'capped'. Subsequently, the proposal for the 
additional USD 2.40 million was justified on the grounds that all projections 
were based on best available data with the foreign Government and the 
purchaser was required to pay any cost exceeding the amount estimated in the 
LOA. Considering that this transaction was the first of its kind, the ][N and 
Ministry could have drawn lessons learned by other nations from similar 
acquisitions. For instance, the acquisition by the Australian Navy of two LSTs 
through the same PMS I EDA route at a cost of USD 61 million in 1994, is a 
case to point where inadequate examination of the ships' condition by tb.e 
Australian Navy had resulted in cpnsiderable time (14 to 44 months) and cost 
over-runs (USJD 192 million). 

m Navy did not bring on board all costs while seeking approval of 
CFA 

@ ][N had specified that it .did not . 'envisage any major/large-scale 
modification on the platform during its residual life.' The validity of this 
assumption is doubtful considering that the ship was delivered only in a 
'safe-to-steam' condition and would require upgrades and modifications, 
costs for which were not assessed, to discharge its envisaged role. In fact, 
][N is already in negotiation with a foreign firm for refurbishment of the 
weapon system installed on-b?ard the ship. 

@ Spares and services support for the residual life, a part of the follow-on 
materiaI support case, would be executed th,rough a separate LOA. 

IV Restrictive clause 

Restrictive clauses raise doubts about the real advantages from this deal. For 
example, restrictions on the offensiv~ deployment of the ship and permission 
to the foreign Government to conduct an inspection and inventory of all 
articles transferred_ under the End - Use monitoFing clause of the LOA. Given 
that the ship is of old vintage, IN would remain dependent upon foreign based 
support. · · · 
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][n ·sum, the decision to purchase ship 'X' at a cost of USD 50.63 minion was 
concluded without a proper physicall assessment of the shlp~ There was a 
change in the scope of the projebt without tlie . approval of. the competent 
authority. Navy did not, bring all cbsts on board while seeking approval of the 
CFA. 

The case was referred to the Ministry in September 2007, their reply was 
awaited as of December 2007. 

ActCeptraD.1.ee oft' gulllls icGstfnmg RS 28A!4 tCiroire by Dii!l"edoll"ate of .Nawall ·· 
All"mammeRllt lIIrnspedii([J)Rll from ant Oirooall1l.tCe IB'ad~iry foll" issurre fo Navy 
aIIBdl Coast GU11.all"d was funm~iro1piell" as tllne weapon pllatfoirm . Jis 
iimitCommpilete _wi\ltllnourrtt • sm' atCtCmn~JPlannyillll.g. sttalblnlliizefill OJPl1t!l"oll1lk perllestai 
(SO:!P) ~omJP>ll"Omisiil!llg ([J)]plell"atibml!JI effednwelllless tllnlllls dldeatfurng iRne 
jp)filill"JPlOSe <riif jplll"@CUl!Jril!IBg tlnese gmi~Sa 

I 

Jfu August 2005, Ministry sahctio~ld the procurement of 11· guns ,of ty'pe 'M; 
. along with · 12 Stabilised Optronic \P~destal (SOP) from· an Ordnance Factory 

(O~) at a ,cost· of R_s ·44.24 cror~[ for the Indian Nav~ ~][N) to b~ fitted _on 
vanous classes of ships. Further, 1Il December 2005 Mimstry sanct10ned mn.e 
type 'M' guns and 12 SOPs at an akgregated cost of Rs 34.71 crore for fitment 
in different vessels being operated hy the Coast Guard Organisation. · 

As per Staff Requirements (SRs), lhe type 'M' gun was to be integrated with 
the SOP as the latter :i.s a necessi~ for controlling the gun, remote operation:, · 
·surveillance and firing of the gun. /Audit ~crut:i.ny of the _doc~ments relating ~o · 
procmement of the type 'M' guns chsclosed that msp1te of the gu.m s 
incompatibility with the marine !environment, Navy went ahead with the 

. present contract revealing poor p~anning and an· ad hoc approach. Detailed 

findings are given below. ·. I · • . · .· · 
lL Navy ats wellll as 00>ats1t GUllatird pfaicedl 1mrdlelt" l[])!lll OF wi1l:Jlnl[J)Ull1l: UJllt"OUJliell." 

. I 
icileatratllllice·([])fF 1tllne. ]pllt"([])fo1ty]ple ([])Ullne gUlllllls. · · · 

Despite arequirement for a suitaJfo gun since 1997, Navy did not.draft any 
' I 

SR for a gun capable pf meeting marine environment and Navall application. 
Instead, from 1997 onwards, Nkvy and Coast Gu.ard Orgallisation spent 

I ., 
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Rs 18.83 crore in trying to adapt a successful land gun to the marine 
environment. This gun, though comffiissioned and fitted onto designated ships 
could not be operationally exploited. , 

Finally, Naval HQ formulated preliminary SRs in September 2001 for the 
naval. version of the OF gun designated as type 'M', which were later revised 

·in September 2002. Thereafter, Naval HQ raised-an indent on the OF Board in 
July 2003 for supply of two prototypes of type 'M' guns at ;m estimated cost 
of Rs 2.20 crore. Based on Factory Acceptance Trials (FA Ts) of the first 
prototype at OF iri September 2004, the gun was approved for installation on a 
nominated ship 'Y'. The order of August 2005 was placed without awaiting 
the Sea Trials Report from ship 'Y' on the grounds that this would delay 
fitment on designated ships. Howe\:'er, results of' the trials on-bo.ard the ship 
'Y' continued to find the gun unsatisfactory. In spite of this, Naval HQ as 
well as Coast Guard HQ placed orders in 2005 for these type .'M' guns and 
SOP~ 15 from OF at an aggregated co~t of Rs 78.95 crore. 

The Harbour Acceptance Trials (HA Ts) and Sea Acceptance Trials _(SA Ts) 
and repeat SATs of the prototype w~re held in May 2006. The trial team in 
June· 2006 raised several observations on the perforinance of the gun and 
cleared the gun on the condition that. these would be addressed. The status as 
on date is that against Navy's indent, all 11 guns have been supplied and 
installed in the ships and five guns have been delivered to Coast Guard for 
fitment in ships. Observations. raised. in June 2006 have not been addressed 
fully. Most importantly, not even one SOP has been provided with the gun. 

Though the SRs prepared provided for clearance of prototype before bulk 
production, Navy /.Coast Guard placed an order on the OF in haste without 
waiting for the trial report and even before obtaining assurance on one of the 
most important elements of any gun, i.e. the efficiency of the fire control 
system after integration with the gun mounting system. 

Ministry stated in January 2008 that indent does not specify that the gun and 
SOP are to be delivered together as a completed system and all eleven guns 
have been supplied without SOP. Ministry added that there has been a delay 
in the supply of the SOP since bulk production of SOPs was only cleared after 
successful integration and SA Ts in November 2006. Ministry admitted that in 

15 Inclusive ofbothAugust and December 2005 orders i.e.11 type 'M' guns and 12 SOPs at 
an estimated cost of Rs 44.24 crore for Navy and 9 type 'M' guns and 12 SOPs at an . 
estimated cost of Rs 34.71 crore for CGO · 
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the abseii.c'e of the SOP, the gun.scan. operate albeit with reduced efficiency in 
. . I . 

the local mode with an operator. Mimstry's contention is not tenable in view . 
of the f~ct that the delivery schedhfo indicated in the indent of August 2005 
provided· for supply of one gmi Jm.mt · with SOP within six months and the 
remaining ·at· the rate of one per bonth thereafter. Therefore, clearance of· 
prototype of the guns without int~gration of SOP for bllik production lacks 
rationale. Further, operational. capJbmty of the gun in focal mode was not the 
requirement of l:he NSQR 16 sinbe the guns can . be 0 adapted to marine . 
enviromrtent only after their succdssfuI integration with the SOP and in their 
reply Mihistry had admitted that [stabilisation and tra<;:king .ability were fue 
primary problems of the SOP. ][p ·fact, dlilring ·operational exploitation in 
January 2007 · i~ was found that tht gun was operating with reduced. accuracy 
in tracking a target due to lack of tlie SOP. 

JI( AcceJPlUnnnce @ft' lllllll§uniiUl!lblill gunll1lS aills@ Jlllunts qurrestfollll maiJrlk ®nn tllue 
eftlediiwenness ®if teclbumiioo ~®lIIltll"@Il ~y tJble IlnnS][llteCtll®lIIl aig~. 

Audit scrutiny revealed that ' 

(a) Some of the parameters evaluated in the SAT trials were not as per the 
qualitative requirements fotrnulated by NHQ. For instance, . I . . . . 

§ttil]p)unllaite({_]l Jre([jjuniiJremmennts IDeikiiills ®if tll"iiaill caiJrri.e([]] · JRemmaiJrlks 

I 
' ®Ullt ·' 

Target to be used was Target used .in Sea Target size was 

1.5mxL5m TriAfs was 6m x 2m in much larger 
I . 

T1 and CCD modes 

I 

(b) Moreover, in oilier respecL like detection and recognition of ranges 
and tracking of the targ6t; the trials were not conducted as per 

I . 
con.ditions specified in the SRs. Another serious flaw was the fact that 

. I . . , 

the· acclllfacy of the guns stipulated in the SRs was not· met. These are 
detailed in the table below. 

16 NSQR - Naval Staff Qualitative Requirements 
. . I 
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; Stipulated Requnreme1111ts Deficiencies noted Remarks 

! Tracking Firing trial could not be Compatibility with marine 

i 

' 

carried out in CCD environment i.e. ship-board 
mode. The system failed operations, remained 
to · lock . onto the unaddressed 
overturned target. 

' Difficulty experienced.in 
tracking the: target wa:s 
attributed : to the 

' 
performance'. of the 

i Stabilisation svstem. 
Capable of survemairnce, Night vision facility not Lack of Night vision facility 

1rarget sighting an ell provided has impaired operations during 
'tracking at night usii.ng night and at times of low 
! camera I thermal imager visibility. Though this could 

have been overcome by 
! installation of the SOP, the 

guns have been delivered and 
' installed without the SOP. 
;Acc:qracy of +/·5m Reduced accuracy due to The Optronic Pedestal gives an 

manual flringiri·the · .··added a<;lvantc;i.ge of extended ' ' 
absence of stabilised 
· ~btronic hed'estiu 

vision in tracking of targets. 

Hence, claims with regard to achievement of these parameters mentioned in 
the trial report are questionable .. Nevertheless, factory production was· 
commenced. without adequate assurance in key areas like tracking, detection 
and accuracy in the functioning of the gun. This. seriously compromises the 
operational requirements of the Navy: 

(c) As per the Qualitative Requirements, the gun with the SOP constitutes a 
complete system. However, the guns have been delivered without the SOP. 
Norms specified in the indent provided for inspection of the gun and SOP by 
the Quality Assurance Organization and Naval ~ament Inspectorate. The 
inspection procedure was flawed as1 an incomplete system was cleared for 
delivery to the user. This was further compounded by the user accepting the 
delivery which was not as per indent. : 

I 

Ministry admitted in January 2008 ; that the inspection note had not been 
forwarded by the inspection agency f9r the guns, pending liquidation of some 
minor observations like proper document by the OF · etc. Ministry further 
added that. the guns were subjected to thorough inspection by a team 
nominated by Naval HQ, which included members from the inspection 
agencies. Ministry's contention is not acceptable since the guns should not 
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have left · the factory . premises lter production. without th~ inspection 
I . . , . 

certificate and Naval HQ's effortslto dear the guns by theii" pwn: appointed 
team contravene the· principle of independent and impartial inspection. . 

In. conclusion, hasty decision in . Je clearance. of· the gu.ns wi.thou.t the trial.·. 
report and without ensuring achievement of parameters in· vital areas like 
tracking, detection and accu.racy·ledl to procurement of ineffective guns for the 
Navy and. Coast Guard ships at an i~vestment of Rs 28.44 crore. Moreover the 
efficiency of the fire control systerh after fotegration with the gu.m mounting .· 
systein could not be proved becausb the trials were not conducted as per the 
qualitative requirements formulate~. Acceptance of guns by Directorate of 
Naval Armament Inspection from the OF, for issue to Navy and Coast Guard 
is improper as· the weapon platfont is incomplete without an· accompanying . 

. ·.. I . . . 

SOP compfomisin.g operational!. effectiveness thus defeating the purpose of 
procuring these guns. . · I _ .· . · · · 

~RDO lilllllHdl. lHIAL fafilleidl tl!ll J!llll"l!llvnidl~ lillllll nnnidlngennm.lls PTA fo meet tllne tll"lillmnllllg 
nneeidls l!llft' IAJF evienn aift'tel!" ai Illill][llse oft' 27 . yeail!"s aiimrll aift'tel!" lillllll expennidlntmure l!llf 
Rs ]_(ii§ Cll"l!llll"e. Despite tlbie [aid tlhlat mntfa[ devefopmerrnt l!llft' a ][)J["l{])totype 

I . . 

fafilleidl tl!ll fr'linlllly meet tllne Qunallftfatlive Reqiunlill"emerrn~ l!llfr' IAJF, DJRDO wellllt 
allneaidl wiitlht Iliimntedl se!l"lies ][Jl!l"l!llidlunctfonn t!l>fr' ·PT As. JF11mrtllnell", deli!l!l"lillllllce lby tllne 
Mfurrulstcy ft'm." lb1llllllk. Jlllll"oidlundlimn Jvlitllnl{Dunt evahnatlirrng tillle Jllled®l!"mlillrrnce of 
Illimlited series ][Jll"rnrllundfo1m l!llft' n A! lirrnidliickteidl seirfouns ffllaws iirrn idlevefopmennt 
l!llfr' tecllnnnl!llllt!J>gy arrnidl tllne. prnidlunctfoJ JPlll"([)~Jrlillmme. Sul!J-l(D][lltlimall Jllleirfoirlll!llli!l!lllce 
• . ,, . I . . , 

l!llfr' tllniree dellliveirerll JPT As Ileidl. tl!ll IAF. JPlll.llttlinng l!llrrn llnl!lllla:ll lits acceJ!llfallllce l!llf tllne 
I . . 

lballarrnce 12 P'Jl'As l!llira:llell"eidl l{])lln JHIAL. IAF allsl{D wiitllna:lll!"ew lits cl!llmmmlitmellllt fo 
tllne PTA~lII Jlllrl!llgl1"2imme ·Jinn fav~unir oft' ftm][lll{])ris. 'JL'llne lbaslic l!llb.Jledive oft' 
Jlllirl(Dvilmnng lIAF wiitlln irealllistlic alill"lbl!llme fairget foll" Wteli!IJl)l!llrrn tl!"amlil!llg llnellllce 

. • . . . I . . 

l!"emalirrned umft'unllif"nlllleidl seirfounslly affiectlinng tll"lilllillllmg eft'foirts. · 

Pilo~less Target Aircraft (PT A>° arb required by Jindian Air Force. (IAF) for · 
providing realistic airborne targets jfor traUring of aircrew and ground crew iJ1 
air to air and surface to air weaponp'. The project for design and development 
of PT A had commenced in 1980

1 

and after development of prototype and 
limited· series proch11ction, the Ministry en~ered into bulk series production 
phase of PTA for which it. concluded a contract in December 2003, with 
Hindustan Aeronautics Limited CI$.L) which provides for procmement of_ 15 
analog version PTA christened as ]j..akshya-I (PTA.,J) for IAF at a total cost of 
Rs 50.96 crote. Supplementary orders for supply of spares, consumables and 
expendables (SCE) were . also placed on HAL in February 2007 at an 
aggregated costof ~s 7 .85 crore. 1 · · . . .. · . . 
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Design and development of the prototype and subsequent limited series 
production (LSP) of PT A were undertaken ··by Aeronautical Development 
Establishment (ADE) a unit under Defence ·Research and Development 
Organisation (DRDO) and PTA engines (PTAE) by HAL. These activities 
were spread over more than two decades. 

Development of PTA by ADE and PTA engine by HAL was delayed and the 
developed prototype (PTA I) did nqt fully meet the Qualitative Requirements 
(QRs) despite expenditure of Rs 26:21 crore (PTA-I) and Rs 9.22 crore (PTA 
engines) incurred on the project. Clearance by the Ministry for LSP of PTA-I 
despite its failure to meet QRs and import cif 25 PTA at. a. cost of Rs 23.42 
crore and 14 engines at a cost of Rs 6.57 crore for use with LSP of five PTA 
were commented upon in para 30 of the Report of the Comptroller and 
Auditor General of India (Audit Report No. 9of1997 - Air Force and Navy)17

• 

In their ActionTaken Note, Ministry in December 2001 had stated 'that bulk 
production of PT A after successful development was planned to be entrusted 
to HAL and regular production at HAL was expected to commence from 
1998-99. However, HAL could not commence bulk production of PTA 
pending finalisation of orders from the three Services. Ministry assured Public 
Accounts Committee that during the interim period infrastructure and facilities 
set up at HAL would be adequate for commencing production of · PT A 
immediately after receipt of orders from the Services. 

Audit examination disclosed that the project continued to suffer from delays 
and inefficiencies even at the ~tage of bulk production which led to sub­
optimal performance of PTA and delay in fulfillment of commitments against 
the orders placed by IAF. Deficiencies noticed in project management are 
discussed below: 

- - .. - . 

I . IAF had to accept PTA engine with Umitation due to trailllirig 
compulsion 

During Price Negotiation Committee (PNC) meetillg, held in November 2002 
it transpired that the engine developed by HAL had certain limitations. It had 
an altitude limitation of 6.5 kilometer against QR altitude of 9 kilometers .. 
Besides, HAL had offered a life guarantee of only five landings as against a 
minimum guarantee of ten landings ,envisaged in QR. These limitations were, 
however, accepted by IAF so that training of personnel in Air Defence 
Weapon System did not get further adversely affected given that the existing. 
imported Chakor PT A had been phased out. · · · 

17 
Design and Develop~ent of PTA for the 3 s.ervices was also commented mi extensively 
in para 46 of the C&AG's Audit Report.No. 3 of 1989 for the year ended 31 March 1988. 
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' I . 
Il Mlirnu!stry~s cllieal!ral!mce fo:rr lblwlk ][:Dlt"([]ldlundi1im ([]If !PT A ][ wais se:rrfounslly 

·~ . . I . . . . 

ADE delivered five PTAs in 1999-2000 under JLSP. But lIAF coU11d n.ot 
. conduct any autonomous mission1

1

Ulsing the PTA~ due to non-availability of 
spares and consillnables. Subsequrntnrlssion carried out by the IlAF revealed 
numerous defects and design defi.~~en.cies in PT A:I which were brought to the 
notice of ADE in March 2004. Hqwever, none of the promised improvements 
~ave been: proven by ADE on P[fA·l The Ministry, however, cori.duded 
contract for bulk production of PTA-Il with HAlL in December 2003 without 
waiting for the results. of perform¥ce of the PTA-I developed by ADE under 
JLSP. As a resllllt, HAJL proceeded to undertake bullc production of PTA-Il wiili 

·major deficiencies like defects fu tow body, poor en.dmance, inadequate 
. product support, deficiency in. boo~ter brackets seriously affecting operation of 
PTA. . 

Alth<;>ugh three~PTA-Il were deHyered by HAlL in August 2005, under .bulk 
series production, . the first campaign with these could only be undertaken 
during December· 2006_due to +Ulltiple. problems associat~ ·with. engine.s 
manufactured by HAL, During thr trials, the PTA~Il could be test flown only 
upto the height of 2.5 Km. again.st the contracted lower QR of 6.5 Km. The 
PTA-Il were again test flown on f March 2007 ,at the instaIJ.ce of ADE for. 
verification. of the height performance of the aircraft and its operational 
capability. However, this could nbt be ascertained as within 14 seconds after 

. . . .· . I . • 

launch the .. PTA-Il crashed into water. . . I 
. . . I . . . 

DRDO . stated in September 2001 that the decision to go ahead whh. bullk: 
prodlllction was base.d. on ilie perfqrmance of PT A· Il under JLSP as wen as the 
experience of Air Force and Navy ;during 39 flights of PTA during 1999-2003. 

· Hence the. observation that the decision on the qullk production of PTA was 
. • . . . • ··. . . . I . . . . 

taken without studymg· the performance of PT A tmdler JLSP does not reflect the 
factuallposition.. The contention :of ilie DRDO is not tenable as Air HQ in 
their reply to the draft para had adinitted the sub optimal performance of PTA­
l and stated that ADE and HAJL h~d promised to implement modifications for I . . · .. 
addressing the shortfa,Hs. However, the promi.sed improvements are yet to be 
operationally implemented. · 

. . . 

rn · §J!n([Jllt"tft'aillll !urn meetiil!llg dlelliivie:rry scllnoounlle · . . . 

The delivery schedule of 15 PTi-Il as _per the contract with HAJL was to 
commence from March 2005 and was to be completed by December 2006. 
The JIAF, however, received only furee PTA-Il in .August 2005 and ilie balance 
12 P'fA-Il are yet to be dlelivered by HAlL (March 2007). Despite the delay, 

. . . . . 
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: Ministry did not impose any liquidated damages on HAL in terms of the 
contract. 

Air HQ, however, confirmed in August 2007 that no liquidated damages were 
imposed as HAL promised to deliver.the balance PTAs by the scheduled date 

, which was extended up to June 2007,. DRDO stated in September 2007 that 
initially the delay was due to non availability of imported Line Repair Units 
(LRUs) of PTAs and subsequently, because of the failure of indigenised PTA 
engines manufactured by HAL Despite DRDO's claim of bringing out -
continuous improvement, Air HQ refused to accept the PTA and as such the 

1 
issue of delivery of balance 12 PTA~ remained unresolved as of November 
2007. 

, IV Overpayment to HAL 

In terms of the contract, an amount of Rs 23.19 crore inclusive of IAF's share 
of DRE was payable to HAL on account of delivery of the first three PTA-I. 
Air HQ had however, released Rs 45.68 crore till 2005-06 representing 90 per 

, cent of the contract amount. Clearly, therefore, an amount of Rs 22.49 crore 
was paid to HAL in excess against the contract provision. 

V Failure to avail of warranty benefits 

As per the contract, each PTA-I bears a warranty of one year from the date·of 
1 acceptance or launch recovery cycle of five sea dunking whichever is earlier 

and if the PTA-I fails to perform as per specification, the supplier shall replace 
or rectify the same free of charge. IAF did not undertake a single launch of 
the three PTA-I delivered by HAL between Augt1st 2005 and July 2006 to 
avail· of the warranty benefits. Subsequently during the trial conducted in 

! December 2006, the PTA-I failed to gain the required height in the first round. 
During trial later conducted in March-2007 at the instance of ADE to verify 
the height performance and operational capability, PTA-I crashed into water 

1 within. 14 seconds after launch entailing a loss of Rs 2.93 crore. Air HQ 
recommended that the balance 12 HAL manufactured PTA-I not be accepted 
in the current form. As the warranty period was allowed to expire without an.y 
launch, IAF would neither be able. to get any replacement of the PTA-I that 
crashed into water nor claim any compensation froin HAL for its non-
performance. ' 

, VI Requirements for weapons training remained unfulfilled 

. The requirement for aerial target for missile firing and annual training is· about 
158 targets. To cater for these targets,:the existing PTA would have to deliver 

' 79 launches per year. The inability of the PTA to meet the training 
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. . 

requirement of IAlF has ·adversely affected the training status of pilots and~ 
irniissHe crew; PTA-I with its sub optimal performance was found to be 

. I 

unsuitable for meeting the Air-to-Air missile training requirement of IAJF. Ah: 
. HQ stated in October 2007 that HAL supplied PT A could meet oruy 27 per 

cent of the required target and admitted that due to ddayed delivery and 
• . . I . . . 

shortfall in the performance of HAL make PTA; lIAF could not plan .and 
achieve the•processing of reguired-Aumber of aerial targets for missile training 
of crews. 

VIl hll"clln21sie ([])fr' SJlll2!ll"es, C([])nnsunmm21lbllie 21nnidl iexJlllienn1rfalbilie foll" 1?11' A 

Air HQ plac~d orders ori HAL lfor pmchas~ of spares" consumable and 
expendable for PT A ill· February 2007 at a: cost of Rs· 7 .85. crore in order to 
meet the· requirement of;-50 launcHes for· PT A-1 fu view of the fact that till 
date HAL has not been able to pfove its engine performance and the three 
.PTA delivered are also found uns~itabk and further unwillingness of ][AF to 
accept the remaining twelve PfA-I, such procurement of spares was 

avoidab~e. . .· . ·. . I. ; . ' _ . . ·. .- . 
vrn Lack ([])f C([])([])lt"idlnnnatl:fonn lbehrieienn V1dlll"Il([])lll§ wnnngs ([])f tl:llne Mnnnnstl:cy Ilieidl . 11:({]) . 

S2!!Dldfol!Ilfumg ([])ft' jplll"([])jjied lL2lkslhly21 (P'JI'A) ]f[ wnll:!ln([])lilltl: C([])mrnmil11:mmienn11: 
ft'mm. unsielt"s 

Despite various shortcomings· detected _in the PTA-I manufactured by ADE 
under LSP:_, arid by HAL uQder bunt production; the production agency as well 
as ADE was unable to bring any inliprovement in its .performance over the fast 
.eight years: IAFitself on several otcasions had extorted ADE for rectification 
of tec!mical and operational sho~comings in PTA-Lin.stead of attempting 
development of digital version of PTA (PTA-IT) as they had serious concerns 
about its future. · After feasibilify study carried out at . an expenditure of 
Rs 1.57 crore by ADE, Ministry sfictioned in Jal1uary 2006 :thedevelopment 
project for PTA· Il at a cost of Rs 45.85 crore with probable date of .· 
completion as January 2009 withotlt any commitment from users. As of March 
2007, an expenditure of Rs 4.92, crore had aheady been incurred on this 
project with an outstanding commitment of Rs 10.85 crore for which payment 

· is yet to be made. j . · . 

. . . I . . . 

After ten months of the sanction, Mi.nistry i.n October 2006 inforriled audit that 
. . . . I . . . . 

proposal for procurement of PT A Il has been dropped and IAF' s requirement · 
of PTA would be met through im~ort. However, DRDO and ADE continued 
working on the project~ This mditated lack of coordination, deficient project 
planning and development, and I fack of confidence of the· users in the 
indigenous technology developed, resulting in unfruitful investment of scarce 
resources. 
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' ' 

To sum up, DRDO and HAL failed to provide an indigenous PTA to meet the 
training requirement of . .IlAF even after a lapse of 27 years and after incurring 
an expenditure of Rs 165 crore. Despite the fact th.at iiritial development of the 
prototype failed to meet the QR fully, ADE went ahead with limited series 
production. Further, clearance by the Ministry for bulk production without 
evaluatillg the performance of PT A under LSP was . ill advised. The· 
performance of both LSP PTA and the HAL produced PTA revealed serious 
deficiencies in development of the ·PTAs, in transfer of technology and the 
bulk production undertaken by HAL. As a result, the PTA-I delivered to IAF 
performed sub-optimally forcing !AF to put on hold the balance PT As ordered 
on HAL and withdraw its coffimitment to the PTA~Il programme. 
Consequently. even after over two decades, indigenous efforts for meeting . 
critical weapons training needs of !AF remain m1successful. 

Aiircll"aft 6 A/ upgrade prnjed :approved at. a cost of Rs 430 ciroire 
w011.dd ·hine limiteidl viabillii.ty as b1herent problems being faced by the 
aill"c!l":a:ft and ellll.gnnes Jhave not been resolved. Widespread time · 
oven11.ms wo11.llid Jfunrther dilute. bel!llefits ft'rol1111l the projed as the . 
upgraded aiilrcraft wmllllidl lhiave a very shod :rresidll!laR life. RedhlldfoJin 
furn scope of the upgrade with • the lintel!llt to contain costs wmllid 
tirllilllcate tl:lhte irnle projected to tlhle CF A.~ Besides, modffied aiirciraft 
weire accepted by I.AF wntlbt lliil!ll1llitatfoims. Project cost was seveireRy 
illllllldlersuited a!llld wrnmlld :actuall!y be over Rs. 900 clt"oire ll.e., at least 
two tnmes ttlhle approved cost. Adlvam:e payline~t of Rs. 156 cmll"e fo 
HAIL eve1m before ClF A approvall was a .violation of budgetary al!lld 
fnntancian COl!llltll:"oils. Fa:il1lllll"e fo cmiidudle a ' contl:rnct with HAL evel!11 
:afte!l".eiiglhllt years of CFA appiroval vm.ated the COJ!Jltll"oll framework of 
the project. 

Ministry mooted a proposal in June 1999 for upgradation of 40 aircraft 'A' out 
of its then fleet strength of 133. The upgradation comprised modem 
navigation, attack and electronic self-defence systems as the aircraft was 
equipped only with first generation navigation systems and lacked. night flying 
capability. The. progranuµe, approved: by· the competent financial authority 
(CFA) in August 1999, was to be carried out indigenously under a cost ceiling 
of Rs 430 crore. In terms of project milestones agreed between HAL.18 an.d 
Indian Air Force-([AF) in Octob~r 1999,Jnitial Operational Clearance (IOC). 

18 Hindustan AeronautiCs Limited 
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I . . : 

for the Design. and Development 
1
(D&D) phase was to be achieved by 

December 2001 and serial :i;noclification of all the all:craft was required to be 
completed by December 2004. As against this, condliti.onal KOC was achieved 

' in' 2006 and senall modification of all l:he aircraft i.s .projected to be completedl 
by December 2008: Prodlllct support ~o the aircraft itself wiU be available from 
OJEM oruy UJ? to 2012; .· Thus, ilie upgraded aircraft will be avai.labfo to IAF for 
a short period. Decision. to take up ilie project of \]pgradation of such air(;raft 
at a high co~t was ill conc;eiyed and lwm lead.to the investment of more than 
Rs. 430 crore being rendered fargelyl unfruitful. Delay m project execution is 
allso likely to resllllt in substantial cost overmn. Detailed audit findings on the 

:plamring and project implementation kre discussed below. 
' ' ,• '' .' ' '.· !. ,· ' '' ' 

JI lPir@.D,ectPs Jf~snl!Dnlllllty-wais dl@uniM1runll 1fmITilll 111lne weiry lblegfunmnnung . 

. . . . _. . - . I ..... < 
KAF umdertook avionics ,up~adatiol} programme _of :40 aircrnft 'A' despite 

. being aware of the limited residual Hfe of the aircraft and the continued 
problems/design deficiencies that aff~cted serviceability and utilisatfon rate. of 
the entire fleet,. The decision to per~ist with the project was ill-conceiv~d in 
vi.ew of the foUowing: 

c The aircraft 'A' fleet had consistently suffered low serviceability 
(about 50 per cent) during th~ ten year periodl prior to the approval of 
the upgradati.on and the utili4tion rate (UR) of the fleet averag~d 8.42 
hours per aircraft per month as against alllthorized UR of 15 hours. . · 

. .. I - . . 
Th inh ' ct•'. bl ell' ~fi· .. h ~ ere. were . . erent an iremeva e _ es].gn ue ].C].enc1es m . t e 
aircraft, aero-engine defects, pncertain product support and inadequate 
capacity of repair agencies fpr repair and maintenance. IAF, in fact~ 
lost 17 aircraft 'A' between· 1988 and 2001 in accidents due to 
techni.call defects. j 

I 
o fu Octol;>er 2000, the. Total Techni.call Life (TIL) of the aircraft was 

increased from 1500 hours/115 years.· to · 1800 hours/30 years. The 
aircraft life was limited and the potential for frntther life extensions was 
all.so correspondi.ngliy low. 

o Kn 2001, serious doubts were expressed in. Ai.r HQ aboutthe viability 
of the upgrade project giverl the . plethora of. problems affecting the 
aircraft Kt was ,recognized that ·benefits would get further diluted if a 
reaHsti.c ti.me fr~e of seven to eight years for completing the upgrade 

was factored in. I · . . 

I 
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• HAL, wruch was responsible for executing the upgrade, was itself 
doubtful about adhering to the project's tirneframe. 

• A study undertaken by Air HQ on the reliability of aircraft 'A' found 
that irrespective of the upgrade, problems relating to the airframe and 
aero-engine needed to be resolved. Yet, Air HQ, in September 200 1, 
decided to move ahead with the upgrade project in the hope that these 
problems would be resolved and timefrarne for the upgrade would be 
strictly followed. 

• There was uncertainty about the availability of product support for the 
engine of aircraft 'A' as it was believed that the engine would not be 
in use anywhere in the world around 2005 and beyond, other than by 
IAF. The basic aircraft and the system would be supportable from 
maintenance point of view by the OEM only upto 2012. 

Audit examination (September 2007) further disclosed that product support for 
the aircraft bad become further uncertain and would be available only up to 
2012 as manufacture of the aircraft and aggregates was stopped by the OEM

19 

in 2005. 

Thus, given the very low serviceability rate of the aircraft due to aero-engine 
defects etc., uncertainty about product support by the OEM for critical systems 
of the aircraft and very limited residual life of the aircraft, it was grossly 
inappropriate on the part of IAF to take up a major avionics upgradation 
programme costing around Rs 921 crore for such an old and ailing fleet. 

Ministry stated in December 2007 though the production of aero-engines was 
stopped by OEM, supply of spares was continuing. HAL, being the licensed 
manufacture of the aero-engines used in aircraft 'A ', has manufacturing 
facilities for most spares and facilities of repair and overhaul for the aero­
engines are also available in the concerned Base Repair Depot. Ministry's 
stand is not acceptable as HAL has the facility/spares for repair of only 31 
per cent of the total aggregates of the aircraft. A request to HAL to conduct 
studies for extending aircraft life beyond 1800 hrs was discontinued in 
October 2005 due to persisting air frame and engine related problems and the 
non maintainability of the fleet. However, HAL did bring out the fact in 
October 2000 that the upgrade project would be viable and yield benefit only 
if aircraft life is extended to at least 3000 hrs - a far cry from the existing 1800 
hours. 

19 Original Equipment Manufacturer 
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A;; regards serviceability, Ministry [stated that the servicea~ty rate of tlw 
. arrcnefts has· improved to ilie . extent of 64 pet . cent and.. adequate product .· 
. support is being rendered by variou~ Divisions o:fHAL Ministry's claim of 
improved service~bility ignores the '!fact that two aircraft 'A' ·squadron were. 
number plated (phased out) in2002-03 and 2005-06, which allowed diversion 
of all servicealble ~ngines and compqnents to-reµiaining squadrons. Therefore, 
improved serviceability, as claimed, was relevant only in the context of . 
reduced number of squadrolll/arrcraft and not ·giving an ove~aU ·picture ·of 
aircraft 'A'· fleet being held by IAF. iFm1her, ilie existing serviceability rate is · 
below the norm of 75 per cent fixeb by the Government The serviceability 
rat~ may further get reduced as th~ fleet gets older and the· avaUability of 
spares and product support from the OEM becomes restricted . 

. Jill The ][]Imjed w~s '~eseft ~y Je @veirm~ . · . . 

The upgrade projec~ wa~ not cormhenced. even two and a half years after 
Government approval for.the project in August 1999. Thedelays·were due to 

I . 

delays in fin.alization of Standard of Preparation (SOP),. indecision on mode of 
procutjng equipment and· ~eliberatio~s on: the feasibiliity of the project itself: A 
Memorandum of Understanqing (MoU) was signed between HAL and 
DARE20 for ilie D&D. stage only ~n March 2002. As per revised pro]ect 
milestones, D&D was to commen4 from April 2002 and be completed: in 
October 2004 with achievement o:f IOC After successful devefopment of 
proto-type, series . modification .of hlrcraft involving installation· of . proven 
avioirnics as per SOP was re-schedule~ for a February 2008 completion. · 

. Despite ilie re-sched~ling; project ~lieston.~s continue~ to be .missed dllle to 
delays in so:ftware devefopment and integration by DARE and- delayed 

·. supplies·of.cristomer furnished equi~ment and those to:be arranged by.DARE. 
The most criti.call cause for the deIJy was, however, the inability of IAF to 
make available even two serviceabl6 prototype aircraft on a permanent basis 
for the D&D phase. Earmarked airctaft had to be frequently changed due to 

. rin'."s~rvic~abiHty and occurrence I of , major · s~ag~. . Delays in seri~s 
modificatmns were also on account of non-finabsation of the Electromc 
Warfare (EW) suite. . I 

. . . I 

A,s aresullt, go aheadl for .series modti1cations was given with clearance of an 
interim SOPin Judy 2005 followed tjy a conditional IOC in July 2006 i.e after 
a time overrun of 21 months. The final operational dearance (FOC) for the 
D&D phase is how envisaged forj February 2008. Series modification of 
aircraft which was due to commence in October 2004 actually comnienced in 
August 2005. As against 26 aircraf~ to be supplied by March 2007, only JO 

. . . I . 
20 Defence A voinics Research Establishment 

. I 
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aircraft were accepted by lAF by April 2007. Modification of all the 38 
aircraft is now expected to be completed only by December 2008. However, 
delivery of fully upgraded aircraft, incorporating all required sub-systems 
including modifications proposed post-FOC, will extend beyond this date. 
These delays have further diluted the utility of the upgrade project whlch was 
low to begin with. 

Ministry stated in December 2007 that there were delays in deciding the 
collaboration partner of HAL for D&D phase whlch culminated into tripartite 
MOU among DARE, lAF and HAL signed in March 2002. The probable 
dates of completion of the prototype development and IOC/FOC had to be 
revised. Ministry's contention is not tenable as the project proposal initially 
submitted to the CFA for approval itself indicated involvement of all the three 
parties and there was no reason to find afresh a collaboration partner. 

m Series upgrade of aircraft has been accepted by IAF with 
limitations 

The first D&D milestone i.e. achievement of IOC was due in October 2004. 
Due to delays affecting the D&D phase, 1AF as a concession cleared an 
interim SOP in July 2005 based on which an Interim Initial Operational 
Clearance (IIOC) was given for the project in September 2005. This condition 
implied that serially modified aircraft would have only basic functionality . 
The critical EW21 system, ECM22 suite, IFF23

, LDJ>24, backup Core Avionics 
Computer (CAC) system and several other systems would not be integrated. 

Though roe was granted in July 2006, this was facilitated by a change in 
scope of IOC itself. Reduced scope implied that the aircraft would be without 
integration of nine weapon systems and other capabilities. Their integration 
would stand shifted to the FOC stage, due in 2008. 

It was also noticed that there was mismatch between the development 
timeframe of the preferred Airborne Self Protection Jammer (ASPJ) and the 
upgrade schedule. These jammers which are being developed by DARE since 
1999 are expected to become available only by 2011. The ASPJ being fitted as 
a stop gap measure was found to be non-compliant with ORs and their 
integration on series modified aircraft has been stopped since the 13th aircraft. 
lAF has now proposed integration of an imported ASPJ even though problems 
had been encountered while integrating this ASPJ on non-upgraded 
aircraft 'A' . 

21 EW- Electronic Warfare 
22 ECM - Electronic Counter Measure 
23 IFF - Identification Friend or Foe 
24 LDP - Laser Designator Pod 
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I 
Acceptance of serially modified a!rcraft in a lower standard with limitations 
will have operational repercus~ions as sub-systems would either be 
unavailable or deliver lower functipnality. Upgrade to higher standards would 
also. need to be; performed and revalidated which' -would involve additional 
costs and time. While 20 series ihodified aircraft were stated to have been 
·deliv_ered to IAF, only· ten had be~n accepted as of April 2007, that too with 
critical limitations. I · 

1IV Change in tl1;e s~ope of up~iade diluted· critic~! capabilities 
• I 

An important. objective of the upgr~de. p~oject was to provide the aircraft with 
a modem self protedion suite, precision day/night. strike capabilities and 
increased radius of action. Howe¥r, audit scrutiny shows that the scop~ for 
the upgrade approved by CFA in 199~. was s_ubstantially revised in September 
2001 on cost considerations to a~oid resubmission of the case to 'the CFA 
rather than on grounds of operati0Ja1 merit. The revised SOP deleted systems 
such as NVG25 equipment, Digitdl Flight Data Recorder (FDR), air to rur 
refueling systems and TACAN26 

f while adding an advanced VICON pod. 
Deletion of NVG equipment would constrain night strike capabilities of the 
upgraded airc:aft, while omissio~ iof refueling equipment_ w~~ld restri~t the 
area of operat:J.ons. Further, delet10n of the FDR was not JUStifled as Air HQ 
itself had projected that the existing\ FD Rs had become unreliable. 

! 

v Slb.ortcomfngs in proc.ureJent airnd. deployment of submsystems · 

. . ' . - ) . . . 

The upgrade project involved integration: of a total of 23 sub systems. Of 
these, 11 were customer. fumish~d equipment (CFE) and 12 w.ere HAL 
supplied equipment. Seven of the CFEs were sourced from foreign vendors at 
a cost of Rs 283.95 crore. Of these, bx were procured under options clauses of 
existing contracts for the same equipment at a cost of Rs 209.58 crore. Besides 
unserviceability and deficiencies ih the functioning of several sub-systems 
which-necessitated modifications eyen on delivered aircraft, audit scrutiny of 
procurement of CFEs also disclosed: 

. I . . . 
o There was unseemly haste in tµe procurement of five CFE items costing 

Rs 202.29 crore since action was initiated in March 1999, well before the 
MOU was signed in March 2062 and in spite .of the fact ~at IAF was re­
considering the viability of thJ project. Mismatch between procurement 

. actio~, .upgrade milestone~ ~ndl' actual roll-out.le~ to .equipment procured 
remammg unused. In add1t10n, warranty of six imported CFE valued at 
Rs 279.40 crore have expired e~en before these were utilized. 

I 
25 Night Vision Goggles ! 
26 Tactical Air Navigation 
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• Use of option clause to buy six items had limited justification given that 
subsequent dela.('s in the project belied the urgency for purchase. In the 
case of INGPS2 

, the vendor substantially increased the price even though 
procurement was made under the option clau e, resulting in higher costs 
to the extent of USO 321,038. This aspect was commented upon in Para 
2.4 of the Report of the Comptroller and Auditor General of India (Report 
No 5 of 2006 - Air Force and Navy). 

• Procurement under options clause was under the assumption that 
equipment ordered for one type of aircraft could be integrated onto 
another type. However, problems in integrating these equipment on 
Aircraft ' A' were encountered in the case of HUD28

, VICON pods and 
ING PS. 

VI Actual cost was understated and several hidden costs existed 

The cost of the project as approved by the CFA was Rs 430 crore. However, 
these cost estimates did not include the following: 

• The cost of equipment such as RWR, SPJ, CMDS29
, VICON pod, and 

INCOM30 on the plea that the e would be catered for in other projects. 
The cost of SPJ alone was estimated to be around Rs 427 crore. 
INCOM and CMOS would additionally cost Rs 15.98 crore and 
Rs 4.55 crore respectively. 

• Work services and integrated logistics systems had not been catered 
for and included in the upgrade proposal approved by the CFA. Out of 
a requirement of work services for providing 'I' level facilities for as 
many as 14 avionics, Board of Officers for only one was completed by 
2005. Work services costing Rs 3.87 crore were in the planning stage 
a of mid July 2007. 

Further, delay in availability of work services Jed to interim arrangements for 
storage of equipment and testers and shifting of location for testing and 
training. Project costs also did not include the integrated logistics systems 
which HAL estimated would cost Rs 34.49 crore. 

If these costs are taken into account along with the cost of providing additional 
features which were proposed post-FOC as also payments towards warranty 
charges, profit on bought-out items, and higher man-hour rates to HAL, the 

27 Inertial Global Positioning System 
28 Head Up Display 
29 Radar Warning Receiver, Self Protection Jammer; Counter Measure Dispensing System 
30 UHFNHF Communication 
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total clirect project cost would be upwards of Rs 916 crore against the cost 
estimates of Rs 430 crore, for which approval of CFA was obtained. 

Ministry stated in-December 2007 that updated cost estimate including cost of 
works services works out to Rs 493.49 crore, as CFEs, etc were procured 
under other ongoing schemes of IAF. Ministry's reply is not tenable as the 
CFEs like SPJ, INCOM etc., were included in the original project proposal as 
a part of upgradation programme approved by CFA and there is no valid 
reason to view the cost of CFEs outside the ambit of the project. Clearly, Air 
HQ and Ministry flouted internal controls and financial rules in not going to 
the CFA for a revised sanction and by not disclosing several cost elements. 

In addition, there are several other unamortized and hidden costs that would 
increase the real cost of the upgrade. For instance, 

~ HAL was to be paid Rs 14.61 lakh p~r month per aircraft which was not 
made part of project cost. IAF placed 29 aircraft with HAL much in 
advance of the start of series modifications and these aircrafts have been 
idling for periods up to 17 months from March 2004 to August 2005 
without being taken up for upgrade, besides IAF incurring an expenditure 
on account of monthly payments. 

~ Two aircraft 'A' positioned at HAL as lead aircraft since 1996-97 also had 
to be overhauled later though these had not flown for the last five years. 

~ Three series modified aircraft and two D &D aircraft not fitted with RWR 
in the required configuration would require retro-fitment at a cost of Rs. 
4.79 crore which would have to be borne by DARE. 

~ As the OEM of aircraft 'A' had assured product support only upto 2012, 
IAF has advanced the phase-out schedule for aircraft 'A' squadron to 
2005-06 from 2007-08 to make serviceable engines and spares available 
for the upgraded aircraft 'A'. Such premature phase out constitutes a cost 
for supporting upgraded aircraft. 

VIl Other issues 

(a) Full payment to HAL was made in advance even before CFA 
approval and without a signed contract. 

An 'on account' advance of Rs 156 crore was paid to HAL as early as March 
1999, i.e four months before CFA approval was given, even though modalities 
for the upgrade continued to be under discussion, D&D phase commenced 
almost two years later and series modification of aircraft 'A' was taken up 
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only in 2005. The payment was obviously intended to ·prevent the lapsing of 
funds revealing significant weaknesses in budgetary controls. 

(b) Delay in signing of formal cqntract 

The upgrade project remained devoid of a control framework as no contract 
has. been concluded till .date between the Ministry and HAL for. undertaking 
series. modification of the aircraft. As such the rights and responsibilities of the 
contracting· parties remain undefined, thereby creating a project environment 
that is susceptible both to cost and time overruns and work defects. 

Ministry stated in December 2007 that the problem related to airframe and 
aero engines had initially put a question mark on viability of upgrade project. 
Major problems have since been r~solved. There were also delays during 
design and development, and the upgraded aircraft would be available in 
service till 2025. The reply is not acceptable as various limitations arising out 
of the structural condition of the aircraft, manufacturing line. being closed by 
OEM, limited facilities availabl_e · with IAF and HAL for repair and 
maintenance support, ·limited residual life of airnraft, make the upgradation 
unviable. 

In sum, the upgrade project approved at a cost of Rs 430 crore would have 
limited viability as inherent problems being faced by aircraft 'A' and engines 
have not ··been resolved. Widespread time _overruns would -further dilute 
benefits from the project as the upgraded aircraft would have a very short 
residual life. Reduction in scope of the upgrade with the intent to contain costs 
would truncate the role projected to the CFA. Besides, delivered series 
modified aircraft were accepted by IAF with limitations. Project costs were 
also severely understated and. would actually be at least two times the 
approved costs. Failure to conclude a contract with HAL even after eight years 
of approval by CFA vitiated the control framework of the project. 

A project conceived· in 1986 for repair and overhaul of Gas 
Turbines for 'T' .class of ships awaits completion even after t:wo 
decades. Lack of synchronisation led to technical documents, 
equipment and . spares procured at a cost · of Rs 21.16 crore 
remaining unutilized for the last eight years. 

Marine Gas Turbine Overhaul Cent~e (MGTOC) known as INS Eksila was 
' conceived as an integrated establishment to meet the overhaul requirements of 
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Gas Tmbines (GTs) fitted on bojd Naval ships. With the i.ndlii.llction of 'T' 
dass of shlps in the Indian. Navy, ~,etween 1987and1989, an amount of Rs 14 
crore was earmarked for augm~ntation of existing repair and overhaull 
. facilities and setting up of a Test ~tation for GTs for these particuilar shlps at 
ms Eksila. This was a part ofi the creation and augmentation of repair 
facilities at Naval Dockyard, Visalcliapatnam, which had been approved by the 
Government in October 1989 at a 9ost of Rs 51 crore. The project undertaken 
by DGNP31 ·,was anticipated to be. completed by 1995-96. The project, 

·however, experienced consider~ble . time and cost · over-runs. Audit 
examination of relevant documents ilisdosed that the project suffered from 
various ·shortcomings in both plarimng and execution since inception as are 

discussed below, . I . · . · 
I IDeffficfierrnlt Pilainrumfumg airrnirll Jllll!"®ltltaideirll irlleUaiys 

The Soviet Project Report" (SPJ) (April 1987) envisaged augmentation of 
existing repair facilities for GTs fi~ed in the 'T' dass of. ships and setting up 
of stand alone facilities and a test sfation for post repair and overhauhesti.ng of 
the GTs. There was initial delay in execution · of the project due to . 
disintegration of erstwhile Soviet Union. Subsequentily, the project was 
reviewed by Mis Zorya of UkrainJ (OEM33

), who, in 1994, submitted a fresh 
proposal for setting up of a . Te~t Station for . testing the GTs which was 
accepted by Navall HQ. In 1996J Navan HQ accepted the proceedings of a 

I. 

Board constituted i.n 1994 to evaluate the proposal of the· OEM. After six 
I . . 

years, another board constituted· qune 2000) for re-siting and. costing the test 
station project reco~ended (M~ch 2001) that the entire work be off-Iloaded 
to a single finn on. tum key basis. More than fouryears later, in December 
2005, DGNP awarded a consultatlcy contract for preparing another Detailed 
Project Report (DPR) for settjng up oftesting facilities to Rail India Techllcal 
and Economic Services (RITES). j RITES submitted the DPR .i.n April '2007 
which is under consideration by DpNP, ·Even after 17 years of the approval by 
the Government for creation of rer\air and test faci.Ilities, onily the stage of DPR 
has been. reached with respect to the critical test facilities. The DPR i.tseilf is 
yet to be approved and its actuail i.Jipnementation is yet to commence. . . 

· 
31 Director (Teneral .N~val lProjects . . j . 
32 JPrepared by specialists of former Soviet Umon 
33 OEM - Original Equipment Manufactilier 
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Ministry stated in July 2007 that the break up of the erstwhile USSR34 made it 
difficult for the Navy to obtain information and clarifications on the SPR 
which had inadequacies. Further, full cooperation from the vendor was also 
not available initially. The reasons given by the Ministry are not tenable in 
that: 

)> the time (eight years) taken by Navy to identify the inadequacies in the 
SPR, received in 1987 appears to be inordinately long. Navy became 
aware of the deficiencies only after the OEM had pointed these out. 
Ministry should have comprehensively assessed the suitability of the 
SPR before taldng CFA35 approval inl989. 

)> In developing a DPR only for test facilities, Navy isolated the test 
stations from the overall project instead of working on an integrated 
project concept. Even with •this _limited objective, · Navy is yet to 

, approve the DPR and prepare an implementation schedule (April 
2007). 

, II Splitting of Work 

Absence of an integrated project concept had its inevitable fallout in the 
. execution of works services for setting up. of the facilities. The original 

1 

proposal to the CFAin October 1989 envisaged augmentation of the common 
repair facilities existing at MGTOC, along with the creation of a General 
Repair Bay with additional facilities36 meant specifically for the repair and 
overhaul of M-15 GTs. Except for the Electroplating facility37

, no work 
-services were planned, sanctioned and executed for the new facilities till 
February 2002. The .electroplating fadlities·had to be created afresh at a cost 
of Rs 1.21 crore in 2005. MGTOC authorities stated that the existing 
electroplating facility was re-appropriated for utilization in the repair of other . 
type of GTs. Clearly, the expendirure incurred did not serve the intended 
purpose. 

. . . 

Navy continued to be unclear about the exact scope of the facilities required. 
and constituted several boards of officers between 1994 and 2002 to determine 

1 34 USSR - Union of Soviet Socialist Republid 
35 CFA-Competent Financial Authority . . . 
36 Sand Blasting, Shot Blasting, Electroplating, Shell Bearing Repairs and Boiler Rooms 
37 Work services completed in 1995 at a cost. of Rs. 44 Iakh . .- . 
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. . I 
requirements for the planned facilities. Though after 1994, Navy placed 
substantial reliance· on the OEM fot planning. these facilities, it did not enter 

. I . . 

into any firm agreement . with the OEM for continued and structured 
• . . • . . I . • . • 

assistance. Between March 2002 ~d January 2006, three different sanct10ns 
amounting to ~s 8.4~ crore for the eSc:ecution of work services and purchase of 
equipment were obtained in purstlance of the recommendations made by . . . I . 

different Boards. These work services were sanctioned and executed under . . . . I . . 

Annual Technical "W_orks Progr~e.and the expenditure was booked under a 
separate code head, completely de-~inking the works services from the ambit 
of the project. In fact, · these had not been included · in the revised cost 

I . . . 
projections for which approval of ~e CPA had been obtained in 2004. Navy, 
even after 17 years, could not subillit a comprehensive proposal for the 
creation of these facilities. Not only was the separate funding of these work 
services prima facie irregular and ~gainst the principles of effective project 
management, but also indicated .an\ h;1.effoctive internal control system. Till. 
today, Navy has not frozen· its reqJire~ents and, thus, the total project cost 
remains under estimated and indefirute. · 

I 
ill Equipment and spares imported from abr«)ad iremalined unutilized 

. I . . 
By June 1997, equipment costing ·~s 97.90 lakh was procured by DGNP for 
the Repair and Test :facilities. · i Navy also procured Reparr Technical 
. .. . . I. . . , 

Documents worth USD 2.5 million (Rs 10.70 crore) and tools, appliances, jigs 
and fixtures worth USD 1.76 millidn (Rs 7.53 crore) between June 1997 and 

I 

December 1999 for undertaking r~pair of GTs. These equipment are lying 
unutili~ed since the date of procurefuent on account of non - establishment of 
repair f(l.cilities. Against a contract boncluded in 2000, Navy obtained spares. 
worth Rs 1.95 crore (April 2001) J,hich not only remamed unused but were 
purchased be~ore obtaining the tool~ ~~d equipment required for over-hauling. 
At the same time, other tools and eqmpment were planned to be sourced from 
the OEM, but sanctions were not isshed since the OEM quoted very high rates. 
This lack of coordination betweery the purchases and the. progress . of the 
projectled to the unnecessary blocijng of funds as the equipment so procured 
cannot be utilised till 2010, the expetted date of completion of the project. 

. I . 

IV Delay on the part ·~f Minisfryin ii.ssuing revised!. cost app:roval! 

As there were substantial delays L comme~cing the work leading to cost 
overrun, NavafHQ. submitted its p~oposal in April 1998 to the Ministry for 

. . I . . . 
obtaining a revised approval of CF1" for Rs 114.90 ciore of which Rs 39.75 · 

I 
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crore pertain to creation of new fac~lities and Rs. 75.15 crore pertains to M-15 
E GT repair/test facilities. The Ministry took six years to give the revised 
approval in January 2004. This delay of six years was attributable to the time 
taken for determining the procedure to be followed for vetting of the proposal. 
After deliberating on whether the proposal needed to be screened by a 
Committee of Secretaries headed by the Finance Secretary prior to being 
submitted to the CF A, it was finally decided . by the Ministry that such 
screening was not necessary. Thus, protracted delay of more than ten years 
resulted in cost overrun of Rs 31.15 crore over the initial approved cost. 

The project, as per the revised CFA approval, was to be completed by the end 
of 2006 and sanction for the remaining works worth Rs 55.58 crore was to be 
issued within three months of app~oval by the CFA. However, no s~ction~ 
except the sanction for consultancy services for Rs 49 lakh, was issued even 
after two years of the receipt of revised approval of the CF A. 

V · Impact of delay 

As a result of the non establishinent of the repair facilities, Navy was 
compelled to send nine GT Aggregates38 to the OEM abroad for overhaul and 
repair at a cost of USD 26.98 million (Rs 107;94 crore) between May 2001 
and December 2005 .. Ministry stated in December 2006·that the probable date. 
o~ completion of the test station is April 20]0, and the Ministry is non 
committal about various other aspects of the project. 

To sum up, a project conceived -in 1986 for augmentatfon of repair and 
overhaul of GTs for 'T' class ships awaits completion after two decades. As a 
result of lack of synchronization of various project activities, equipment and . 
spates procured at a cost of Rs 21.16 crore have remained unutilised for eight 
years since the date of purchase. Even after the completion of the project, its 
utility to the Navy will remain limited as the GTs have already received their 
scheduled overhaul by the OEM and benefits accrued from it will be marginal 
as more than half of the service life of the ships, for which the facility is being 
created, would be over. · 

. . 
38 GTA- Gas Turbine Aggregates (a set of foµr Gas Turbines and four Reduction Gears) 
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§llrnmunll~foll"? Cl!Dllll§lifil\eIT"edl· vimfi foll"j 1tllne 1tlt"2lilllll'lllllg l!Dff pfill~w annidl ({i)~§eJrveirn 
([])ff · llnelllic([])JPlltel!" 6C?? C([])1ll!Il([)! llll.([])11: ~e .1lllJPlgira:ndle«ll ~Il1lfill nllllfill1ll!deidl Illllllt({]) 1tllne 
lillllfillli2I!Il Navy. evellll ~lf1tell" tai. JJ.ap§e ({])f 21 fillec2dle tail!n1rll.- expiell1lfilllitt1mll"e @ft'. 
Rs JUt§Z cll"oll"e aft'ft'edn,nug 1tllne ([]!1lll~Illi1ty qjiJt' ltIT'~llllg~ A§§([])dtinlteidl te([])§lt§ of· . 
ovell" Rs 3 c.~([J)Ji°e d1ll!e ~([]).1l!l§2!ge 0[1· Ilneilli~oplteIT's C([])ll!Rcrll lhl2ve beeI!Il 2!V([])lifillecdl 
lhl~dl 1tllne ]])ll"l!D~ed fueellll C([])lllill]plildecll l{])llll. 1tnllllll.eo IRen21ted dleveiloJlllmell11.1ts rnmay · 
Ileafill · ltl!J) C1i!\Il11.teellllfumg I{])[ 1tl!ne t!:l!J)I!Illtll"ad wil1tlln exltlt"a fnllll1i!llllldall Ilmj[Dilfitealtfollll ([))ft' 
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Simulators are aimed ·~t . providinJ simulated cockpit and rear cabin crew 
training for pilots and obsel"Vers to ~nable them to acqurre hlgher flying skills; 
Mllristry concluded a: contract in M4ch 2004 wiili Mis 'fSL Technologies Ltd, 
New Dellii to upgrade, af a: cost of Rs 31 crore, an existing simulator.installed 
at Training E~t~bli~hment 'L' as thel~imulator orig~ally proc~redl inJ978 was 
meant for trammg m two older ver~1ons of the h~lico~ter which have allready 

· been phased out. As per the contract, upgradatton programme of the 
simulator, meant to make it suitable I for traini~g with respect tohelicopter 'C'; 

was to be completed by March 2006. As of June 2007, the firm had delivered 
equipment worth Rs 1.87 crore· to the Training Establishment 'L'. A 
consignment costing Rs 8.70 crore is lying at Kochi port since August 2006 
awaiting coUection. Work services for housing the simulator are yet to be 

completed. · . . . . . I . . . · · . . · · . 
Audit scrutiny of the records relating to the conclusion of .contract and post 
contract events revealed numerous ihadlequacies and flaws, as under: . 

·. . . . . I .·. ·. ·. . . 

X . 7l'eclh!mical c@1mfigu:l!"atimms 1mJtfil!"~ed llllp befmre imliti1mg bids 
. . I . . . . 

The Qualitative Requirements (QRs) for the upgradation of the simufator 
I . 

were formulated arid frozen in· 1998 by Training Establishment 'L' without 
being referred to various agendies like DRD039

, DDP&S40
, DGQA 41

/ 

DTDI"" (Air) and the Directorate lof Standardization' The QRs were. thus, 

39 DRDO - Defence Research and Development Organisation . 
40 DDP & S -Department of Defence Prod~ction and Supplies 
41 DGQA - Director Gene~al of Quality As~urance 
42 DTDP (Air) - "Director of Technical De~elopment and Production (Air) 
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accepted by Naval HQ I Ministry without complying with the requirements pf 
Defonce Procurement Procedure approved in .1992. Naval HQ effected 
several revisions in the QRs even after these wer~ frozen.and accepted. These 
involved qualitative changes like incorporation of re-configurability in terms 
of Advanced Light Helicopter and also quantitative changes. Consequently, 
Naval HQ took more than four years to finalize the Request for Proposal 
(RFP) after the QRs were drawn up in July 1998. 

Il Selection process lacked transparency 

Naval HQ inidally identified two firms namely MIS Macmet India Ltd in 
collaboration with Mis Marconi Aleiria Ltd of UK and Hindustan Aeronautics 
Limited (HAL) in collaboration with Mis British Aerospace Ltd. The 
Technical Evaluation Committee (TEC) evaluated the two offers in November 
1999 and concluded that both the vendors were competent to undertake the · 
upgradation, but recommended Mis Macmet as technically superior. This was 
riot accepted by the Ministry as no preference could be made on the basis of 

. technical superiority and selection would be on the basis of commercial quotes 
received. · In view of the huge diffe~ence in commercial bids of the two firms 
(Rs 19 crore) it was recommended by Integrated Finance, in September 2000, 
that the tender process be made rµore competitive by including Mis Tata 
Electronic Development Services (TEDS). MIS TEDS, in collaboration with 
MIS BVR, Israel, submitted its proposal in November 2000. 

Even though a second TEC, convened iri March 2001, evaluated the offers and 
recommended issue of RFPs to an the three participating vendors, the RFPs 
could only be planned to be forwarded to the vendors in February 2002, one 
year later. In the meantime, in December 2001, there was a new entrant into 
the field namely, Mis TSL Technologies, after they gave a presentation to 
Naval HQ in December 2001. Subsequently, in March 2002, in a sudden 
development Mis BVR, Israel intimated that their partnership with Mis TEDS 
had been terminated and their new partner henceforth would be Mis TSL 
Technologies, New Delhi. In spite of this confusing and fluid situation in July 
2002Naval HQ recommended issue: of RFP to Mis TSL Technologies after it 
was satisfied with· the arrangement wjth Mis BVR. Thus, the process of 
identification of vendors which commenced in November 1999 concluded in 
the short-listing offo1:1r vendors in December 2002, after three years . 
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Following .a single stage...,. two bi~ system, the RFP ·was issued to ·all four 
vendors in August 2002. Three finhs43 responded and the third and final TEC 

. I . . 

found (December 2002) the proposal of Mis TSL and Mis Macmet as 
technically meeting Navy's requirefuent Ultimately, the contract was awarded 
to Mis TSL in March 2004. Howbver, in another twist, Mis BVR informed . . . I . . 

Naval HQ in May 2004 that Mis T$L who bid for the contract with Mis BVR 
as their techriical collaborators had refused to work jointly with them and were 
seeking other alternatives. From !subsequent events it transpired . that the 
equipment dispatched- was by arlother company, Mis Elbit, the present 
collaborator indicating that the previous arrangement of Mis . TSL -with 

. MJs BVR no longer existed. ! · 
I 
I• 

[' 
Given the circumstances, it would ~ave been in the best iiiterest of Navy had 
there been binding contractual ternis regarding the role and responsibilities of 

I . 
the partner. Naval HQ was well aware of the antecedents and financial 

I -
standing of the collaborator (i.e. Mis BVR). It also knew that Mis BVR were 
responsible for critical . elements df the upgnidation project. · Nevertheless, 
Naval HQ did not take any prec~utionary measure to ensure that original 
collaborative arrangements were rilaintained. Ministry stated in November 
. I . 

2007 that contract with Mis T~L had enough safeguards in terms of 
. I . 

performance warranty and Bank gu~antee. Ministry added that M/s -BVR was 
I . . 

not a party ·to. this contract Whil~ this may be true; nonetheless, the fact 
remains that it was the collaborative arrangement of Mis TSL and Mis BVR 

I . 

which had been found competent I arid capable of undertaking the upgrade 
project when considering the offe~ at the technical stage ... Thus, suo motto 
changing of the .collaborator by Ws TSL without reference to Naval HQ I 
Ministry raises questions on th6 competence of the new unevaluated 

I . . . 

partnership, despite all assurances and guarantees. Further; the technical 
. I . 

capability ·of Mis TSL was doubtful as it was subsequently unable to 
- I . . -

successfully demonstrate certain P¥'tS of the software and hardware due to _a 
number of interfacing problems dunng Factory Acceptance Trials (FA Ts) jn 
early 2006. It then, emerged that ilie F ATs would take a longer time because 
the firm was undertaJ?ng this type ~f work for the first time and the work was 
of a complex nature. Obviously, Naval HQ did not independently assess the 
capability of the firin. These develdpments put a serious question mark on the 
transparency of the tender proces~ adopted by Naval HQ -fo selection and 
technical evalluation of vendors. j · -_ ~ · _ · ' 

I 
43 Mis Macmet, Mis TSL and Mis HAL II 
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Ill Civil works were not dovetailed with the upgradation programme. 

The Ministry's in,..principle approval in July 2001 to the upgradation proposal 
did not include the cost of associated civil works ori the premise that different 
vendors had different requirements and therefore, the cost of civil work could 
be estimated only after the selected vendor forwarded the finalized simulator 
configuration plan. On conclusion of the upgradation contract (March 2004), 

. civil works required to house the simulator were sanctioned in March 2005 at 
an estimated cost of Rs 1.75 crore. However, Mis TSL requested for changes 
in the . facilities in .July 2005 which entailed revision of the sanction .. The 
revised sanction was issued in April 2006 for Rs 2.92 crore. The work under 
the revised sanction commenced :i.n September 2006 and the amended probable 

· date of completion (PDC) for balance activities· I simulator commissioning· 
based .. on the estimated completion of civil works (December 2007) is rioW 
February 2008. 

. ' ' 

Ministry stated (November 2007)that the increase in cost of civil works was 
attributable to additional· requirements in the Facility Installation Plan (F'][P) 
projected by Mis TSL entailing revision in the scope of work Evidently, the 
technical and financial appreciation of the civil works conducted initially was 
inadequate. Non synchronization amongst various segments of the project led 
to slippages resulting in increased costs and delays affecting the training needs 
of the Indian Navy. 

· IV . Extra contractual developm~nts led to stoppage of work and delay in 
taking decision may lead to additionalfinimcial liabilityfor Navy. 

' . 

Due to the Ministry's directives, work on the pFOject was stopped in 2006. 
Rs 7.95 crore has already been paid fo the firm towards advance; preliminary 
design review and.critical design review. A consignment costing Rs 8.70 crore 
despatched by Mis Elbit as per the contract is stiU lying uncleared at the 
Koehl airport since August 2006 incurring demurrage charges each day. 
After delivering the equipment, the fmn has repeatedly been requesting for a 
·schedule of further· Factory Acceptance Trials and deputation of Naval team. 
Ministry stated (November 2007) it was working out modalities for assigning 
the remaining part of the contract to Mis Elbit by including the firm as sub 
contractor of Mis TSL. As per the customs authorities notice, the consignment 
will be auctioned, if not collected. The equipment is also likely to get damaged 
as it is not stored under specially cbntrolled conditions. As per Naval HQ's · 
own estimation, if the contract is cancelled without reasonable justification, 

' 
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Rs 18.50 crore would have to be p1d to Mis TSL which· would be a heavy 
financial loss. This would also meah that there would be no simulator for the 
Helicopter 'C' available in the n:ear fhture for training . 

. . , . .... . . . , . . . ..1. . 

V · . Adverse impact on quality oflflying training 
. . · · : ,, · ·. . . . , .. · I· . · . . · · . 

As a result of inordinate delay in th~·completion of the programme envisaged 
. nearly' a decade ago; the 45 hours dr simulator training that a trainee should 
complete in a year as per syllabus r~main unaccomplished. In addition, there 

, . I 

ate associated costs with the usage .0f actual helicopters for training purposes 
by inexperienced pilots. Expenditu~e on this account for one year (i.e. 2005-
06 assuming that the project would have been completed on time) alone is 

I 
over Rs 3 crore. · This could well have been avoided if there had been no 

· I . t 

delays in the pro<;:ess• of identificatiorl. of vendors, issue of RFP, etc. 
. I 

. . . .... . . . ... .. . . I . . . · .. 

Moreover, Naval HQ confirmed iliat there is a proposal to phase out the 
. ' 
Helicopter 'C' by 2010. In a parallel development, there is also a plan to 
upgrade the avionics.and weapon systems of the helicopter 'C'. ·Thus, the 

. I 

functional utility of the simulator ar an investment of Rs 34 crore would be 
limited. In case of upgradation of the aircraft; modifications would become 
necessary in the software at an additibnal cost. ·. 

. , - .f ' 

To sum up, the · upgraded simulat~r was still unavailable to trainees on 
Helicopter 'C' . even though its necessity was identified in 1999. Ex,tra 

I • \ • 
contractual developments have led to :stoppage of work and delay m taking 

•decision on the future course of ~ction may lead to incurring addition&]. 
, financial liability. by Navy without realizing the objective of getting an 
upgraded Simulator to meet the traiJing needs of the Navy. In addition, there 

· are avoidable associated costs of o~er Rs 3 crore due to the usage of actual 
· helicopters for traimng purposes. [ . · 

: ., 

i 

On t~~ r~c~~~endation~·-.. ·~~--~~~-PUJlic Accounts Committee, the Ministry of 
. - . . . I • . 

Finance (Department of Expenditure) issued directions to all Ministries in 
fone 1960 to seiid: their' response to[ the Draft Audit Paragraphs proposed for 
mdusfoll. intlie Report of the Comp(roller and Auditor' General of India within 

s& ~.eeks. . . . . . ·' I . . 
I 
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Draft Paragraphs/Reviews proposed for inclusicm . in the Report of the 
Comptroller and Auditor General ,of India, Union Oovenrn1ent, Defence 
Services (Air Force and Navy) for the year ended March2007,Report No. CA 
5 of 2008, were forwarded to the Secretary, Ministry of Defence between July 
2007 and November 2007 through demi-official letters drawing his attention 
to the Audit findings and requesting Ministry to send their response within the 
stipulated six weeks. It was brought to the pe~·son.al. notice of -the. Defence 
Secretary that since the issues are likely to be ineluded in the Audit Report of 
the Comptroller· and·. Auditor (]eneral of India, which . is placed before 
Parliament, it would be desirable to include Ministry's comments in the 

matter. 

Despite above instructions of the Ministry o(Finance issued at the instance of 
the Public Accounts Committee, the Ministry did not send replies to 12 Draft 
Paragraphs out _of 31 Paragraphs ineluded in this Report. Thus, the response 
of the Ministry could not be included.in respect of these paragraphs. 

Mh11ftstry/DepartmeJrnt Total nmmbe:r of Number of Par.a~ Paragraph.· 
' Pmragraphs. Olll graphs. in which Numbers 

tl!ne Ministry/ reply not 
·DepaE.'tment received from the 
illlldllld.ed in the ·Ministry of 
Report Defellllce 

: 

Ministry of Defence 31 12 2.3, 3.3,' 3.5, '3~6. 
: 

! 

. ·3.8,' 3.9, 3:10, 
4.4, 4.5, 4;7, 4.8 
(case n & ill) 
and 6.1. 

Despite repeated instructions and .recommendations of the Public 
Accm.llnts Committee, the Mini~try of Defe~ce did not submit i:nitial 
Action Taken Notes on sixteen Audit Paragraphs .. 

. ·,· 

With a view to e~suring enforcement of accountability of the E~ecutive in 
respect of all issues d_ealt with in various Audit Reports> the. Public Accounts 
Coffimittee desired that Action Taken Notes (ATNs) on. all paragraphs 
·pertaining to the Audit Reports for the year ended 31March199°6 onwards be 
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. . . . I . . . 
submitted to them; dilly vetted by Audit, within forn months from the faying 
of the Reports in Parliament. · .· •• I· , . .· ·.. . . . . , '. ; . 
Review of outstanding .Action Tak~n Notes on Audit Paragraphs relating to 
the Air JFOrce and Navy as of 31 January2008 revealed that the Ministry had 
not subillitted initlall ATNs in respe~t of 16 out of81 paragra:phs.incfoded in 
the Audit Reports up to and for the :year ended March 2006 as enumerated in 
Annexure-Il. ·· [ · · 

I 
'i. 
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Procurement 

Ai:r HQ's failu:re ro ensunre timely repair/1l'TLE of gear boxes held 
led to avoidablle procurement of 44 gear boxes at a cost of .Rs 16tio78 
crore. 

Gear box, a critical component in Aircraft 'JB' is located between the two 
engines of the aircraft and houses important accessories. In June 2005 
Ministry placed an order on RAC MIG for procurement of 44 gearboxes for 
Aircraft 'B' at a total cost of USD. 37.452 million (equivalent to Rs 164.78 
crore @ 1 USD= Rs 44.00). The ;procurement was intended to replace 44 
gearboxes, which had either completed their fotal technical life of 1000 hours 
or were projected to. do so during the period 2004 to 2007. All the 44 gear 
boxes under the contract were recei".ed between March 2006 and June 2007. 

IAF possesses 67 Aircraft 'B ', of which 54 are held by the operational 
squa<;lrons. In February 2004, when the proposal for procuring the gear boxes 
was mooted, the total number of gear boxes held by IAF was 105 including 67 
gear boxes installed in the aircraft. Taking into account required maintenance 
reserve of 15 per cent, IAF was authorized to hold 11 gear boxes only as 
maintenance reserve. Besides, 12 to 14 gear boxes, as stated by the Ministry 
(November 2007) ·were to be replaced in the repairable .aircraft. Thus, IAF 
needed a maximum of only 25 gear boxes for meeting its repair and 
maintenance requirements. Therefore, 38 gear boxes held by IAF in addition 
to those instilled in 67 aircraft were adequate to take care of both operational 
and maintenance requirements of gear boxes for Aircraft 'B' fleet. Evidently 
there was no need for procurement: of 44 gear boxes, had the holding of 38 
gear boxes been kept in ready-to~us'e condition by ensuring timely repair and 
total technical life extension (TILE). 

In November 2005, immediately after procurement of 44 gear boxes Ministry 
contracted for life extension and overhaul of 17 gear boxes with the Original 
Equipment Manufacturer (OEM). at a total cost of USD 8.51 million artd eight 
of these gear boxes were offloaded to the OEM. 
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Air HQ failed 'to ·factor in the poslibility of repair and Hfe extension of the 
gear boxes whHe proposing the proburement of 44 gear boxes .. Air HQ, thus, 
clid not pfan the life extension ~nd overhaw properly . which led to the 
procurement of the 44 gear boxes. I . · ·.·.· : · 

Ministry stated ·(November 2007) ·.that out ·of 105 gear boxes, only 69 were 
av~~able for exploitatio~ and the I rem~g being in repairable condition. 
Ministry added that for Arrcraft 'B 'jfleet, timely procmement of 44 gear boxes 
.and life extension of 17 gear boxes was an independlent·activity not related to 
·procID"ement.. . 1 • , 

. . . . . . . I . . ... . ·. · .. 
Ministry:s reply confirms the au~it contention that faihrre to timely pfan 
repairffTLE of gear boxes led to avoidable procurement of 44 gear boxes at a 
cost of Rs 164.78 crore: I · · 

F<C1lfa sunppilnecl . lby .. :ai. Jl([])IlJin11: veFtumre .a!([])l!IDl]pl:a!linY ft'Jl"([])IDlll . ann Unlffill"tellll21lbllle 
S([])Ullll"(!!te welt"e ft'([])Ulll!D.fil! 11:o lble sUlllbls

1
ltsil!ll([]]all"([]] teXJPl([])Snrrng llneilna=([])JPl1l:ell"s 6JD) 9 11:0 

ft'l!Ilglln11: salt'dy llnal.17l2111."crli ~mrrll ltllne llneilkopltern Ihl2rrll 1tE[J) lbie ~millllnn<dlealt Jt'oir WBinnt 
([])fr' lFClUs" · JFnve AJFUs a:([])sfulrrng ~ l.(!))~ a!ll"([])Jite Bills(/]) lt'2i11Illlealt 2illl!Ilalt 2illlite yi:e11: fo 

I . 

be mepllal.la:ed~ Wllnnlli:e ltllni:e pUllll1ll1.1tilve mdn([])llll 1!:21lkell1l lbly ·AH.Ir IHIQ was 
nrrneffifi:ediive · lbitelinng tellllltal11:five ahnalt. fumdteqllll~1l:te9 11:llni:e a:ommJPl2illrrny wais 

. ' . . I. .. 
mwamrlie([]] lt'Ullll"ltllneir a!([])l!lltl:!f31a:lt§ ft'~Ir I SUll])JlJ?IlY oft' te(!jj1lllfiJPllllillteJmtt 3111Mll SJPlal.llites foll." 
IIAF !by tllne Millilliisltn:y arrnrrll Anir JHrQ. JI'llne itiirm 2i11IlSE[J) faiillled tto sUl1pJPJily Jl.Z 

. . .. · . I . . . ' 
. ([])UlJ.11: ([J)Jf ~Z lli1Iffies ([])[ SJPlal.lires airrnalt te«J111;IlllJPlmmierrn11: C([])Jin11:Ir:aia:11:i:ed foir. · , 

. . . I . . . 
Ministry concluded a contract in ffictober 2003 willi Jrn.do Russian ·Aviation 
Ltd. (]ORAL); a joint vennire compahy, for procurement of 82 Hnes of rotables 
for Helicopters 'D' at a totall cost df USD 2.70 million (Rs 12.43 crore). 'fhe 
delivery was to be completed witirih six to eight months of the signing of the 
contract. Against the order of 82 lihes, illRAL could supply only 70 lines and 
proposed foredosure of the contract in November 2005, expressing its 
inability to. supply the

1 
balance 12 llines; However, till date neither have the 

supplies been completeci,. nor has the contract been foreclosed. The 70 Hnes 
that were ·supplied bf the vendorj included Fuel Control Units (FCU) and 
Auxiliary Power Units ({\PU). Exalnination of the procurement revealed that 
despite supply· qf spurious FCU~ and APUs with. forged documents, as 

· confirmed by the Original Eqmpmbnt Manufacturer (OEM), Air HQ did not 
take any serious punitive action akainst the firm. and instead placed further 

I 
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orders on the firm thus giving undue favour in blatant violation of financial 
rules and procurement norms. The details of the case are discussed below: 

I Supply of spurious JFCU . 

IRAL supplied 20 FCU between May 2004 and M,ay 2005 .. Of these, 19 FCU s 
valuing· Rs J .3 8 crore were reported 'to be spurious by .the operating uilits. One 
Helicopter 'D' .engaged for VIP. flight, fitted with one of these FCUs was 
involved in an incident on 8· July 2005, wherein the engine had to be switched 
off due to malfunctioning of the FCU. The matter was taken up by AirHQ 
with the OEM, Mis FED Khairkiv l.Ikraine as per the contract, who confirmed 
tha~ only one out of the 20 FCUs had been supplied by them and that the rest 
had false passport·and manufact:uring serial numbers; In May 2005; Air HQ 
asked IRAL to replace the spurious .FCUs supplied by them. The company 
replaced 18 FCUs between October 2005 and April 2007. Ministry stated in 
October 2007 that one FCU was under repair. Even though the replaced FCUs 
were manufactured by a company other than the iQEM, i.e Star PLC, Air HQ 
accepted the FCUs in January 2006. based on the certificate of Air Attache 
Moscow that Star PLC is also the manufacturer of fuel aggregates of 
heiicopters. The certificate, however, did not specify· FCU as one of the 
aggregates or helicopter 'D' as one of the helicopters. 

Acceptance ofFCUs manufactured by a firm which was· not the OEM declared 
in the contract was not only a contractual violation; but also compromised the 
operational safety of helicopters. Besides, the helicopters were also grounded. 
for want of FCUs for a long time as the replacement of spuP.ous FCUs could 
b~ completed by April 2007. This highlights weakness of the existing. system 
of acceptance and testing in Indian Air Force (IAF) which allowed acceptance 
of supplies based on.the certificates furirished by the supplier/trader instead of 
obtaining prior confirmation directly from the OEM about the genuineness of 
the produets supplied and conducting proper tests before acceptance and 
dispatch to the user units. · 

II Supply of fake APUs 

IRAL had also supplied 15 APU valuing Rs 3.25 crore in April/May 2004 
against the aforesaid contract. On receipt inspection at the concerned Base 
Repair Depot, it was found that the~e were refurbished old APUs. The items 
were sourced from the Russian Aviation Company Ltd. whereas Mis Motor 
Sich was the specified OEM in the offer of IRAL. The OEM log books 
submitte.d were contradictory to'TB044ITTL 45 specified by the OEM. Besides, 

44 TBO - Time Between Overhaul 
45 TTL - Total Technical Life 
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out of 15 APUssupplied by the firm,, tlrree had serial numbers which were the 
same ·its those already existing with the ][AJF. Mis Motor Sich, ilie OEM; 
commned in June 2004 that these.bus were not supplied by them to fuclia~ 
The fog book of the APUs showe~ fuat these were manufactl.llred by Mis 
Motor Sich JSC in 2002-2003 an~ were brand new and had no operating 
hours'. When the. matter was raised 

1
by Air HQ, the OEM confirmed fuatthe 

log books and the units were fake and not supplied by them. The signatures of 
offi.cial.s of the OEM and the stamp~ were also forged. The fog books were of 
an __ ol_d standard whi~h had been :disca.ntinued· six ye~s ago.· The _APUs ·. 
supplied were then rejected and back loaded to the supplier for replacement. 
The 15 APUs, were replaced by the supplier between December 2004 and 

· ·. January 2005; of which five APU~ malfunctioned;' These :fiv~ APUs were 
again back foaded tothe supplier b~tween November 2005 and May 2006 for 
replacement free of cost.However, these AJPUs costing USD 235,000 (Rs L06 

~re) ha:e ~ot ~een replaced so far., .. ·. . · · .. ·. . . . .· . 

1'hls agam md1cates that the syst~m of . acceptance and testing m ][AJF is 
defective. Kt needs strengthening by !ensuring that either vital procfilements in 
KAf are ~ade direcdy fr9m the OE¥ .or at least comitrn~.ation on genuineness 
of. the supplies ·made by the trader/third party is obtained from the OEM 
directly ·before acceptance to avoid 1spurious procurements and minimize risk 
to flight safety. · I . . . . . , .· · 

I 
m llirnaudliel!Jl1lll1illtie 1illdn®Jm 1illg~Ullnie . .S1lllJP'JPllliliell" . ·. . 
. .• ··.··· ,· . 1· 

Due to unsatisfactory performance of the supplier~ Air HQ decided not to issue 
any Request for Proposal (RFP) to the firm up to September 2006 after which 
the position was to be reyiewecL nib audit examination revealed that the issue . 
of RFP had little punitive effect as dbspite failure of the company to supply fu~ 

· . ite~s again~t various old contracts !and supply of items from spurious firms 
based on fake and forged. documents, Air HQ awarded 15 contracts to the 
. . , . . . I 

company during January 2006 tO April 2007. . · 

Ministry s~ted in October 2007 iliJ the ban was stiU being continued till date 
. . I . . . • • 

as. the ~rrm's. response was very! poor tow~ds supply of 1~elll. agfilll~t 
outstanding contracts. However, c<;mtracts agamst proposals ~hich were m 
pipe line at the time of ban wereawardedtothe firm. . .·. . . 

Award :of further contracts to the I defaulting firm and not taki~g adequate 
actlon for supplying spurious goods on. forged/fake documents is highly 
irregular and against ·the provision~ of Defence Procurement ManuaI which 
stipulates . blacklisting of supplibrs in cases of serious misconduct and 
continued poor performance. Smee tlte Hindustan Aeronautics Limited (HAL) 
is one of the partners in the J. oint vbnmre of KRAL, there is no. assurance that 

. I. 
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the spurious products are not making tJ:ieir way through IRAL im the reprur and 
maintenance ch,ain of HAL against various Repair, Maintenance Supply 
Orders placed by Air HQ on HAL. 

Adnon taken by vario1!lls Aiill" . Frnrce m:ntlimrities in the sanction and 
exeicuttfon ()f woll"ks seirviices diidl not meet the standards of financial· 
JI>ll"Opriety amHrll did! . lD!ott cm:nf oirmm to regullations. In one instance, 
vfoilatiol!1l of . ll"ules iiru contract managem,entt lled to unautltnm."ised 
expenditu1ure of Rs 38.93 lakh... In the second case, there was an 
1ll!llMR11.lltJl:n([J)ll."Jised expendii.W.re of Rs 15.28 lakh on execution of worlk at a 
private pilace otlhler tthanthe approved work site. 

Internal control system is a process designed to provide reasonable assurance 
to ·an. organisation that its "operations are being carried out in accordance with 
applicable rules arid regulations in ·an economical, efficient and effective 
manner. During the audit of sanction and contracts, the following cases of 
irregularities in the sanction and execution of works services came to notice. 

Case !: IirJregl\JIJl.aJr sanction an«ll execl\Jltirnm · l{)f special Irepairs to ami 
· Officeirs Mess 

On the .recommendation of a Board of Officers (Board), HQ Western .Air 
Corinnand (WAC) sanctioned additions I alterations to an Officers Mess 
(Mess) at HQ WAC at an estimated cost of Rs 9,.96 lakh :i.n April 2004. The 
work ·included the repfacem:ent of existing ·green marble flooring and other 
flooring with glazed ceramic coloured tiles and vitrified tiles costing Rs 6.26 
lakh as a· 'special item' of work. '.flie sanction. was, however, cancelled :i.n 
May 2004. A fresh Board, convened in August 2004, recommended work 
services estimated at Rs 43.34 laldr which included, inter alia, changing the 
entire flooring of the Mess . with : Italian Marble costing Rs 38.93 lakh. 
Contrary to the recommendation of the Board these works were treated as 
'authorised works'. "'' 

Ev~n though the sanction initiaUy accorded was cancelled, the Garrison 
Engineer (GE) .(Air Force) Subroto Park issued tenders iri July 2004 based on 
the canceHed. sanction. Later, on receipt of a fresh sanction in August 2004, 
the GE issued an amendment to the original tender to cover the revised scope 
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of work. The contract was. conduded in September 2004 by the GE under tt:he I . .. . . 
powers delegated by the Commander Works Engineer (CWE). 

Audlitsc~tiny of ilie documents re+ealed the foUowing: 

);;>- 'f!1~- Boai;d initiallly. (J~ne / zoo~} recm~mended. use. of gl~zed and 
vi.trilled tiles as special :ntems to rmprove the standard of flloonng. The· 
second Board held in A~gust 2004 recommended use of Italian 

. marbles for the same purpoke without giving any reason as to why the 
glazed and vitrified tiles lhad become unsuitable. for. the purpose 
indicating a cle.ar fade of flnanciall _ propriety, especfaUy, . when there 
WaS a large increase in expebditure of Rs32.67Jakh. .• . . ' 

. );;>- Provision of Italian marbliel worth Rs 38.93 fakh is n~t an authorised 
item and needed sanction o~ ilie Governnientbefore being inco,rporated 
in the work. Despite the Board recommending the work as a special 

· work,. HQ WAC sanctioned it as an authorised work in yiolation of the 
existing rule. 

. . ' 

);;>- The entire tendering process was highly suspect in both .illtent and 
action and aimed to favour ~ particular contractor. Inviting tenders on 
the basis of a cancelled sanction not only,.· prima ·fade, :violates 
fiminci.al prinCiples but tjypasses all intemall controls. . . Issuing 
amendments to .enlarge the scope of work is further disregard for rufos 
and proceduires. . . . 

· . · );;>- As per rules in vogue, 'E' c~tegory contradors are eligible to quote for 
tenders under Rs 10 lakh. 'Ii'he cost of the work was initially estimated 
at Rs 9_.96 lakh. Mis Mahl~der Pal and Co., whose bid was accepted,_ 
was registered with the GE as an 'E' category contractor.. After 
amending the origilnall ~endfr, the estimated cost. went upto Rs 43.34 
lakk Consequently, this contractor was not qualified to lllndertake the 
work. fu not re-tendering knd. awarding the contract to a competent 

• 1- . -_ ' 

contractor, the actions of GE are highly questionable as it indicates a 
bias in favom of Mis Mahlntler Pal and Co .. 

);;>- . CWE in September 2004 dllegate~·. the power ·of issuing of technical 
sanction and acceptance ofi contra t for the entire work: of Rs. 42.08 
lakh; which is irregular since such elegation as per rule should be for 

. . I ' . 

sub-projects fo officers within ilie limit of their powers. Since GE has 
power for only Rs · 15 fakh, Jxercise of delegated powers by GE for the 
entire works cos~ Rs 43.3r iakh violates the rules. . 

. I 
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Case -·n: Irregula:r expenditure on execution of a work 

·Based on the recommendations of a•Board of Officers (Board), HQ WAC in 
February 2005 accorded sanction for construction of two toilets for WAC Air 
Force Officers' Mess, Subroto Park at an estimated cost of Rs 19.83 lakh. As 
per the recommendations of .the Board the proposed toilets were meant for 
WAC Officers' Mess and OTM building, whereas the actual siting and 
construction was done at Air Force· Auditorium, which is a non-public fund 
entity. The work was executed under a contract agreement of October 2005 
and the work was completed and taken over by MES in June 2006 at a cost of 
Rs 15.28 lakh. Expenditure from public fund for a non-public entity is riot 
authorised and hence, the · sanction. accorded ~d works executed at an 
expenditure of Rs 15.28 lakh are irregular and require regularisation . 

. The cases were referred to the Ministry in July 2007, and reply was awaited as 
of December 2007. 

In two stations deletion of work services f:rom sanctions accorded by 
Air HQ and HQ EAC resulted in saving of Rs 1.46 cro:re at the 
instance of Audit. 

Failure of internal control "in observing rules/Government instructions led to 
sanctioning of unauthorised works services entailing · avoidable extra 
expenditure. . Some instances of such internal control failure have come to 
notice during Audit, which are di.scussed as under: · · 

Case c I 

Air HQ sanctioned work services at Air Force Station Bikaner in January 2005 
at an estimated cost of Rs 4.10 ·crore. The sanction included provision for a 
school building with ancillary servkes in the Air Force station estimated to 
cost Rs 1.36 crore. Orders of the Government issued in April 1993 prohibit 
opening of schools in unit lines ·including Air Force Stations both because 
state governments are responsible for providing educational facilities and also 
because the Central School Organisation has opened schools throughout the . 
country to provide education ·to cbildren of Service personnel. The only 
exception to this order is, if the nearest school is at a considerable distance 
from the cantonment area. In such 'cases, ne'Y schools can be opened after 
obtaining Government sanction. Audit in February 2006, observed that 
though the State Government schools/Central schools were located within a 
reasonable distance, provision for construction of the school was included in 
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the sanction accorded inJammry 2005 .by Air HQ violating provisions of fue 
above mentioned Government ordef and· as such was irregular.· On tlris being . 
pointed out by Audit, Aii HQ deleted the provision of woirks services for the 
_school building· and ancillary servi?es from the sanction through a reduction 
.statement ~d_:i.ssued a corrigenchnl} in January 2007 to the original sanction. 
Consequently, Rs 1.36 crore was saved at the instance of Aud:i.t 

The Ministry admitted fue facts of Je casein. December 2007.· 

Cais~ =- JUI . · . . . · I . . ·. . . . · · · . . 

HQ Eastern Air Command (EAC) sLct:i.on.ed prnvision or"a new cfass roo~ in 
an Air Force School at a station at ai cost of Rs rn fakh in. June 2004. fu terms · . 
of Government Order of30 October 2000, no expenditure shmild b~ incurred 
by Mflirary Engmeer Servfoes ~er! 15 0ctober 2000 on any m.Hirary building 
occupied by· a school which is not a governme11t-run ·institution.. Audit in 
December 2004yomted out that thej sanction of works was m cori.traven~on ?f 
the above ment10ned government order. HQ EAC cancelled the sanction m 

... March 2005, .which resulted in the ~aving of expenditufe of Rs 10 lakh at the 
instance of Audit · · · 

The Ministry admitted fue facts of the case in December 2007. 
. . . . I . 

C«nITRll:Jr.m(Cll: 1Vlfa1um:aigemmellllt 

IDlune ft® fillefincnennft <e®Imftirad mannaigemeJmft9 1rAlF ][llatiirll ·arm exftirai aim®unnnt ®if 
Rs U.Zitii Hailklln. Dune t® Wir®llilg aJlll~lliicai~11m @if ~gll"ee«ll AMC Iranftes9 Aiiir IIBQ 

I ' I 

:mils® lln21rll ft® aic<eie][Jlt arm. e~tll'21 Ilftailbfilliifty <lliif Rs Ji.~3 <Cll'®Ire ®Im ai<eic®unnnt ([})if 
iinnairlle([][11ll~te evaiRunaitfonn ®if S][llatl!'es Ir~([][uniill'erll. · · 

. I . 
. I . 

Directorate of Pfan ADGES46 in A:i.r HQ placed an order on Mis Hughes 
. . . . . I . . 
Escorts Communications Limited· (HECL) :i.n· July 2004 foir annual 
maintenance and annual repairs ofl 22 sites of an IT network of Indian Afr 
Force (KAF) for a periocll of three' years and for one-time· procurement of 
spares. The order, valued at Rs 12.84 crore included, inter alia, annual 
maintenance services at a price of Rs 22.86 lakh (:i..e Rs 7.62 lakh per year) 

. . I 
and spares at a cost of RsL98 crore. 

. I . , 

. . , I 
46 ADGES - Air Defence Ground Environmental Systems . i 
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The 22 sites referred above were set up by the .same vendor under . a supply 
order issued in September 2000 for establishing 99 sites of an IT network at a 
total cost of Rs 10.44 crore. While the warranty period for 22 s~tes expired on 
31 October 2003, the remaining 77 sites remained under warranty till 31 
December 2006. The order for Annual Maintenance Contract. (AMC) ·and 
annual repairs contract placed in July 2004 covered the 22 sites for which 
warranty support expired in October 2003. Scrutiny of the documents relating 
to both the contract viz. (i) contract signed in September 2000 for establishing 
IT networks at 99 sites, and (ii) contract of July 2004 for AMC and annual 
repairs at 22 sites revealed the following: 

IAF had issued a Request for Proposal (RFP) in December 1999 . for 
establishing a satellite-based IT network at 99 locations of.the IAF. This 
RFP required bidders to include the price for an AMC in their bid cost. 
The RFP also defined the scope of the · AMC and the envisaged 
maintenance philosophy to enable bidders to price their service correctly. 
The contract for the work was awarded in September 2000 to Mis 
HECL, being the L-1 bidder. The contract included a provision for 
annual maintenance .services by Mis HECL on expiry o_f warranty at the 
rates quoted by Mis HECL in its bid. The fmn had quoted a price of Rs 
15.90 lakh for the AMC to be entered int0 after expiry of warranty as 
specified in · the RFP for ~9 sites. Thus, contracting a . separate 
arrangement on expiry of the warranty for AMC and payment of Rs 7.62 
lakh per annum for the 22 sites only was grossly irregular as the price of 
AMC agreed to in September 2000 contract was Rs 15.9.0 lakh for 
contract period (i.e for a period of three year&) for 99 sites. ·This resulted 

. in extra payment of Rs 12.26 lftlch to the finn.: 

The RFP issued in December 1999 for setting up the network had clearly 
stipulated that bidders shouH recommend a list of spares necessary for 
ensuring99.5 per cent availability of ~quipmerit at all centres. However, 

· Mis HECL in its bid reco~ended only five line spares for product 
support. Since there was disparity in the line of spares recommended by 

'.other vendors, Radar · Coffimunication Project Office (RCPO) 
standardized the list to 14 lines of spares to be procured. under the 
contract of September 2000. Mis HECL quoted a price of Rs 82.25 lakh 
for these spares and also supplied them as a part of the September 2000 
supply order. At the time of concluding the AMC, however, the firm 

. revised their estimate of recorrim.ended spares and proposed procurement 
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I 
of an additional 19 line of sp~es va~ued at Rs L98 crore over and above 
the 14 line of spares that ha~ already been procured as standardized 
spares. Air HQ did not detect this discrepancy in the AMC proposal and 

... , ..• I . • . 

, failed to link up the thr<;!e diff~rent arrangements proposed.for spares by 
the firm in 2000 and 2004. Clearly, not only, was the evaluation of the 
bids undertaken initially defidient but the Professional Directorate also 
made an incorrect assessment bf the uniform requiremei;it of spares. As a 
result, Air HQ w~s. presented rith a fait accompli and had to accept an 
extra -liability of Rs. 1.98 cmre towards spares in. a non-competitive 

situation. . I 

Although· the services. under the AMC of September 2004 provided by 
the firm were far from satisfa6tocy, IAF units took a casual approach in 

. I . 

this regard. In terms of the contract, quarterly payments are to be made 
oil production ofa satisfacto~ service certificate issued by a designated 
Signal Unit (SU) duly COUiltf1rSigned .bY Directorate. of Plan ADGES, 
E°ven though the contract was ~ade effective from 1November2003, no 
payment was made tO the firrh till 13 July 2006 and at the instance of· 
Directorate Plan ADGES thd designated SU signed as many as 10 
certificates on 14 July 2006 cbrtifying satisfactory maintenance service 
provided by the firm during fue period from l November 2003 to 30 
April 2006 and authorized p4yment of Rs 66.22 lakh: Evidently, the 

· services provided by the fir*1 were neither properly supervised nor 
monitored. adequately and the. certificates were endorsed only to 
facilitate payment to the firm. I . . 

To sum up, due to deficient con~act management, IAF excluded repair 
serviees · from the scope of AMC 'agreed while placing supply order on a 

. ' i . . . 

vendor for setting up Wide Area Network sites. Instead, under a new supply 
orde~, it paid 'an e~tra Rs 12.26 lakh due to wrong application of agreed AMC 

·rates. 
I 

,: ·. 
I 

The case was referred to the Mini~try in September 2007; their reply was 
awaited as of December 2007. · 
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Despite clear proVJsmn in the contract, Controller of Defence 
Accounts failed to :recove:r interest of Rs 416.70 crore from BEL on. 
ad lhloc advance provided to the:companrny. 

Ministry sanctioned procurement of 404 number of radar 'O' with associated 
spares and equipment from Bharat Electronics Limited (BEL) in March 2002 
subject to signing of a formal contract with BEL and also authorized release of 
an advance of Rs 113.40 crore to BEL during 2001-02 against the project. 

·Accordingly Controller of Defence Accounts (CDA) released an ad-hoc 
advance of Rs 113 .40 crore in March 2002 prior to conclusion of the contract. 
~inistry finally concluded the contract in September 2005 for supply of 336 
number of radars at a cost of Rs 521 crore with BEL. In October 2005, BEL 
preferred a claim of Rs 58.09 ctore in terms of the contract without adjusting 
the recovery of interest for the advance already paid by CDA in March 2002. 
Deputy Controller of Defence Accounts (DCDA) while releasing the payment 
in November 2005 deducted Rs 46.70 crore towards interest and paid the 
balance amount of Rs 11.396 crore to BEL. 

CDA, however, instructed DCDA in December 2005 to refund the amount of 
Rs 46.70 crore recovered from BEL on the plea that clarification regarding 
interest had been sought for from Air HQ and the· Ministry, and recovery of 
interest would be made from subsequent payment on receipt of clarification 
from the Ministry/ Air HQ, DCDA, ill the same month, refunded the amount of 
Rs 46.70 crore to BEL. · 

Although CDA had implied that a clarification would be sought from Air 
HQ/Ministry, documents produced to Audit indicated that no clarificatjon~was 
sought for even after one and a half years. On this lapse being pointed out, 
CDA obtained confirmation. from Air HQ in September 2007 that retovery of 
interest on the earlier advance was to be made as per contract. 

Interest amounting to Rs 46.70 crore on the ad-hoc advance of Rs 113.40 crore 
paid in March 2002, however, remained unrealized from BEL as of November 
2007 owing to the erroneous decision taken by CDA despite cleat provision in 
the contract to recover interest. 

The case was referred to the Ministry in September 2007; their reply was 
awaited as of December 2007. 
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Mllms1t!1"y. jplalllld 'arm advarrn(Ce «Df ffi.s 37([)) (CJ1"([])Jre 1to JE])JL nnn ]_~~8°~9 foir 
SllllJPlpily ij)Jt' .§4} Mllssnllies9 lhlllll1t ft'annbrll 1t<lll rrnMlimfoir ire(Coveiry ([])f (Caslln fr'Il<lllw-

. . I . . 

lbi<eimieililts ·ft'ir<lllnlill BIDJL ([Jhuurnrrng 2@@2°@3 ttC!D 2@«Dtfii0 @i aganllllslt 1tllnie · advarrn(Ce 
paf[([llo As ·ial IT'te§llllll119 lIAF was de]pJrive([j[ C!Dft' revierrnl!llie 1t([]) 1tllue iert~rrnlt ([])[ 
.JRs ~1L.3\31 .. cir([])ire wllnklhl (C([])lllllt([]l /Ilnave JbJieellll. pfo1U1gllued baclk · illllltt<lll 1tl!ne; 
Jll'Ir<llljjied wMn dfunmnrrnnslhll!l!llg frllrrnarrn~iial llnalbiilliilty tt«D JIAF. 

I: 
Kn October 1998, Ministry pfaced a 1Letter of Intent (LOI) on Bharat Dynamics 
Limited (BDL) . Hyderabad for su~ply of 54 Missiles -along with associated 
Ground Su~p?rt Equipment (GSE): [ Pending finalisation of prices of the items 
after ·negotiations, the LOI authonsed release of Rs 50 crore to BDL as on­
account payment to be adjusted dhring ·payment of subsequent installments. 
Subsequently, :Rs320 cirore ·was ru1so released to BDL in April 1999 as on~ 
account advance for procurement bf material and moving forward with the 
production programme. The paym6nts were released on tine condition that the 
- - • .. • I . . - • 

benefit of improved cash flow (mterest on advance at Government borrowmg 
rate) would be passed on to Indian Air Force (IAJF) and adjusted in the 
subsequent payments to be released. to JBDL, against the projed ·cost 

Accordingly, BDL remitted an amount of Rs 16275>-Crore to IAlF in April 
2000 as_ cash flow benefit. In June [2004-, Ministry' sanctioned the crediting of 
further mterest of Rs 35~92 crore earned by BDL upto 2002-03 as advance to 
the project. 1)1e Pnce Negotiatiotl Committee constituted by the Ministry . 
finalised the, prices of the Mi,ssiles1

, training equipment and . GSE. in J anu.ary 
2003 at Rs 906.89 crore. BDL I supplied three· missiles and .GSE worth 
Rs 152.36 crore during 2003-05 and stores worth Rs 86'.59 crore in 2005-06. 
The contract was finally concluded \on 31st March 2006 at the· negotiated price 
of Rs 906.89 crore .. ·As per the paymentterms of the contract, balance amount 
of Rs 500~97 crore· was to be rdeaked in four stages. Of this, the first stage·· 

. . . I . . 

payment of 3q per cent amount to ~s '15P.29 crore was released ori the date of 
. . . . I , , . . . 

conclusion of contract. · 1 · . .· . . . 

As on 31 March 2006, the total. payments released to BDL worked out to - . . . . . I . , 
Rs 5.56.21. crore .. Deducting the c

1

ost of supplies {Rs 238.95 crore) already 
made by them during 2003-06, the total advance held by BDL would work out 

, I .. 

to Rs 317.26 crore. BDL, after 2002,.03; did not pass on cash flow benefit to 
IAlF against the advance held by fuem. As a result, .IAJF was deprived of 
. . - ·. : ·.. - .. · ·. I· . 

I 
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revenue to the extent of Rs. 91.33 crore (calculated at normal rate of interest 
that Central Government pays for the borrowings) which could have been 
ploughed back into the project with diminishing financial.liability for IAF. · 
The Ministry, while accepting the fact of the case stated in November 2007 
that the amount of interest accrued on the advance held by BDL beyond 
31.3..2003 would be calculated in accordance with' the Government policy and 
recovered from BDL. · 

Air HQ was ulllable to . take effective action against a · non= 
performing company. The decision to withhold issue of tenders 111.ad 
little or no impact in arresting placement of further orders on the 
defa1.lllting company. Althougl) the company continued to default in 
the execution of various contracts, Air HQi viewed! its performance 
as satisfactory and granted concessions !thereby showing undue 
favour to the company. 

Indo Russian Aviation Ltd. (IRAL) is a joint venture company ·of 
· Hindustan Aeronautics Limited, ICICI Bank Ltd,. RAC MIG and Aviazapchast 

and is registered by Air HQ as an approved supplier for spares and 
components of MiG aircraft variants, to Indian Air Force (IAF). In executing 
various . supply orders awarded to. it, the company failed ·to adhere to 
contractual provisions on different grounds on a number of occasions, viz. not 
meeting delivery schedules, non-supply of articles contracted for, frequent 
request for short closure of orders .etc. Therefore, Air HQ; in October 2005, 
reviewed its performance and observed that against 41 contracts awarded 
during the last three years, IRAL met its obligations in only seven·cases as per 
the delivery schedule without any qualitative compromises. The defaultrate, 
thus, worked out to 77 per cent. As a result, Air HQ (February 2006) during a 
meeting with the representative of IRAL took a decision not to issue tenders to 
the firm in respect of spares for MI-8, MI-17 helicopters and AN-32 Aircraft 
for three months and thereafter review its performance. The above ban has· 
been extended from time to time after periodical reviews. As of July 2007, the 
ban is. still continuing. · 

Audit scrutiny of the records relating to the contracts concluded by Air HQ for 
procurement of spares and components in respect of MiG-series aircraft 
revealed the following: 

o No formal notice banning issue of tendlers was issued to IRAL 
subsequent to the decision of Air HQ in February 2006. This decisibn 

. 60 



.',,'. 

R,eport No. CA 5 o/2008 (Air Force.and Navy) 
I 

was formalized ··only .jn the minutes of the meeting held with the 
. I 

representative of IRAL. The minutes of the. meeting revealed that the 
ban order extended to- spares of MI-8; MI-17 helicopters .and AN-32 
Aircraft for which the company i

1 
was not even registered to supply and 

ignored various MiG variants for which the company was listed as 
approved: supplier by Air HQ. j ._ · ·· · · 

. . I . : 

• Taking adv.antage of the fact thatithe ban was not applicable for spares of 
MiG variant, Air HQ concluded as many as 15 contracts with the 
company subsequent to the .deci~ion of the ban for supply of spares and 
equipment for various MiG Airctaft. Obviously, there were· no adverse 
financial repercussions of the s6-called ban on the company. On the 
contrary; the company was rew¥ded with orders worth USD 1665068 . 
(Rs.7.49 crore) during the period pf ban. 

@ A revie\V of the performance of ithe company in ~espect Of· 15 contr~~ts 
concluded post February 2006 period revealed that the company was able 

- - . . . . I . .· . . . - . . 
· .. to deliver Al· per cent supplies;· worth only USD 678859 out of. the 15 

contracts valued atUSD -166506~ and stores worth USD 986209, (59 per · 
-cent) are yet to be supplied by (hem even after expiry of the delivery 
. sch~dule: A detailed bre~p ofJlthe position of 15 contract~ is given in 
the table below: 

I 

Full l)elivecy Partial Supply, not i. Delivery Date 

I 
No .d~Jivery ev~IR . . . . ·~ . 

. : 'completed even after: not yet expired after expiry 'of 
expiry of Delivery I 

'• 

'Delivery · 
Schedule I Schedule 

I 
3 8. I 2 2 . ! 

I 
I . 

- . I . .. . - .. . . 

Therefore; the default rate in respect of the 15 contracts concluded was to the 
• I 

extent of66 per cent. While Air HQ ?id not issue any notice to the company · 
to · expedite the delivery in respect :of some cases, in three cases where 
remiriders were issued, no response wa~ received from the company. 

0 Air HQs' continued dealings with the company also had an adverse 
impact upon inventory managem~nt. For instan~e, in one contract worth 

. - - . . . I. . . 
· USD 874650 for supply of 166

1
6 number of tyres M/W (Model 2A), · 

delay in delivery of the tyres resulted in a stock-out situation. With such 
a predicament at hand; Air HQ agreeci to accept old stock ·due to 
criticalitjr of requirement. In spite of these concessi9ns, the firm was 

. . - . . . I 
. unable IQ. supply the entire quantir as of May 2007. . .. 

I 
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To sum up, :Air HQ was unable to take effective action against a non-
. performing company. The decisic;m· to withhold Issue of tenders had little or 

no impact in arresting placement of .further orders on the company. The firm 
contiri.tjed to default in the execution of various contracts. ·fa spite ofthis, Air 
HQ viewed the performance of the company as satisfactory and granted 
concessions, thereby showing unnecessary favour to the non-performing 
supplier. 

The case was referred to the Ministry in August 2007; reply awa:i.tedl as of 
December 2007. 

Air Force authorities violated canmms of . rmand.all · pll"opriety and! 
disrega!l"de«ll security safeguards by allowing a private company to 
eted aum antenl!lla on a defence asset. Ev·en. thmngh the company fts 
exploiting · fadUti\es of p11!blic property~ payments. made by tl!ue fnmn 
are regullairly being deposited iln nonmp1ll!biic account. Ak Foirce 
officeirs lhlave alsq]) been prq])vided mobile rphoimes free l!J)f cost by the 
p:r~vate icompany. Tlhle case needs a probe to fix responsnblilllty for 
vB.olatiolill of l!ll.orms. 

• 

Reliance fafocomm Limited approached the Air Officer Commanding (AOC) 
of aii. Air Force Station in May 2004 to install a booster antenna in the station 
complex. Within a fortnight of receipt of the request from the company, the 
AOC permitted the company to iristrul a booster antenna of 6-9 metres height 
on a defence building in the campus. As a goodwill gesture, the company 
agreed to provide 20 mobile telephones for 20 officers of the Air Force station 
with maximum billing amount of Rs 15,000 .. Tue company was also required 
to pay an amount of Rs 5000 on account of rent andl ·allied charges to the 
Government. The amourit was subsequently reduced to Rs 1000 in September · 
2005. The nuinber of free mobile. connections was increased by. the company 
to 22 in July 2005. Subsequent to the approval, President Service Institute 
(PSI) of the Air Force Station, which is ·a non public ·fund entity (private 
entity) entered into a license agreement on 10 January2005 with the company 
for installation of Pole Mounted Repeater Antenna and other required 
infrastructure facilities like shelter, diesel generating sets and utilities at the 
Air Force station. In terms of the agreement, the company is to pay monthly 
lease rebate of Rs 16,000, monthly cleaning charges of Rs 200 besides a non-
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I 

I 

I 
refundable security deposit of Rs 7~,000 and a refundable deposit of. similar 
amount. The Air Force Station in M4y 2007 informed·Audit that the amount of 
Rs 16,000 paid by Reliance Infocoillµi to the Air Force was due to the Service 
Institute Fund, a non-public Fund ra~er than to the Government Treasury. 

Examination of the documents reldting to the agreement with t~e Reliance 
Infocomm revealed the following: j · 

i 

i 
~se of a defence buil~in~ fo~ the purp?se o~ e~ecting an~enna should be 
viewed as re-appropnat10n of a public buildmg fo~ pnvate purposes, 

.1.> ;. introducing a new practice arld as per rule such re-appropriation should 
. • 1.· • . . 

be done only after obtammg the sanction of the · Government. 
.Therefore, the approval accdrded by AOC, Air Force Station•besides 
being violative· of rules on I the subject does not meet standards of 
financial ~ropriety. [ 

For erection of the antenn~, Air Force Station did not seek any 
clearance from the Government which is essential since the area where 
the antenna is installed fall~ in a very sensitive security zone. By 
allowing a private company ~o erect an antenna in a high· security. zone, 
AOC may have not only compromised but also endangered security. 

PSI is a non-public fund enhty and· has no authority· for leasing any 
public asset to a private pmfy. Therefore, conclusion of the agreement 
for installation · of the ·antenna by the Institute with the Reliance 
Infocomm on defence buildi~g was prima facie irregular. 

I . .. -
Receipt of Rs 16,000 per month. on account ofle~se rebate due to the 
Service Institute Fund, wh1¥ is a non-public fund, is also irregular 
since the company is deriving service essentiality from a Government 
asset. 

i 
The facilities in the form of *1obile connections given by the company 
as a goodwill gesture to 20 dfficers in the Station since May 2004 and. 
22 officers sip.ce July 2005 lare undue benefits to the officers in the 

· nature of a quid pro quo. I,nformation made available by Air Force 
Station authorities indicate that the usage charges for the mobiles are 
being offset against the monthly lease rebate of Rs· 16,000. ·The 
propriety of the same :i.s not ftee from doubt. 

To sum up, Air Force authorities ~cting in violation of· canons of financial 
propriety and disregarding security safeguards, allowe.d a private company to 
erect an antenna on a defence asset.I Even though the company is getting aU 
facilities -exploiting' a Government tesource, all payments made by them are 
unauthorisedly being deposited :i.n ~ non-public account. A:i.r Force Station · 
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personnel are also availing of mobile connections provided by the private 
company free of charge. · 

The case was referred to the Ministry 'in September 2007; reply awaited as of 
December 2007. 

Air Force Station possesses· a farge fleet .of passenger veiiiides and! 
huge estabiiishme1mt oJf ' MT· dirftvers above · the sanctiolll.ed 
esfabllishmelllt in vfofation olt' r\rnll.es . thereby flouting ecolill.omy 
measuures of the Govell."nment. fudiscll."immate use olf service velhides 
1resuRteidl ilill unauthoJrnsed exploitation entailing an extra expe.ndiiture 
of Rs 5.60 croJre d.11.iring. the fast tli.Jree years wlhid.11. was 
unauthodsedly iregiinhinrisedl by Ailr HQ. 

As one of its administrative responsibilities, Afr Force Station (AFS), New 
Delhi provides transport to officers. and personnel working.in Air HQ and 17 
other IAF units located in Delhi. .Government in June 1982 sanctioned an 
establishment of 119 vehicles and 173 drivers for Air Force Station New 
Delhi. Against the sanction, the details of vehicles (as in July 2006} ·held by 
Air Force station are shown below:-. 

Category ]Passenger Load canner Others MC, TotaR 
ofve!htklles carrier Temler and. 

'frainer 
. 

Authorised 53 32 34 119 

Held 336 57 69 462 

Examination of documents relevant to the operation of Mechanical Transport 
(MT) fleet by AFS, New Delhi revealed the following: 

"[ AFS possesses a fall'ge fleet iill:lf vellniclles illll viofatirnm of rwes 

Vehicles have been acquired under purchase orders placed by the Directorate 
of Mechanical Transport (DMT) in Air HQ against demands projected by IAF 
units to replenish deficiencies on account of down-gradation of vehicles after 
approval by the Ministry. These vehicles are then received by an Equipment 
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I 

Depot (Eil)' which is I]'SponsibJ for holding MT .vehicles. centrally. 'fbe 
pattern of holding of vehicles by tpS, New Delhi vis-a-vis the authorisation 
for the last five years is indicated as under:-

. 1-

Year Vehicle authorised as per Vehicles held Excess 
policy age I · 

I 

. 2003 119 ! 442 323 
·' 

2004 119 i 478 .359 

2005 119 I 480 361 

: 4006 119. I 490 371 

2007 119 I 478 359 

Audit scrutiny revealed that a largd number of vehicles, majority of which are 
passenger cars are being held una~thorisedly by the AFS on loan basis from 

· the ED: AFS Clarified. in Februar)f 2007 that ·allotment of additional vehicles 
on loan over· and ·above· the· pteseht establishment was deemed necessary ·to 
meet additional requirements. 1 

· • · 

·The reply is not acceptable as ttle · exce~s holding in respect of passenger 
. . . . I 

· vehicles alone was more· than 600 per cent of the authorisation thereby 
flouting the·· austerity measure iirlposed by ·the. Gover.Ilment circumventing 
instructions of Ministry of Finance~ · · · · · . 

. , 

n: Afr HQ proVided a huge ~tablishment of MT drivers tO the AFS 
by indiscriminate transfe~ and posting~ · · · · · 

To run, the vehicles, Air HQ mobi~ised .three times the authorised· strength of 
service personnel by posting ~d transferring staff from other IAF 
establishment without regard for tµe vacancies existing at the AFS . as shown 
below... ' 

I 

Category of ' · Service Personnel Civilians Total I . 

Drivers . I 
I 

Authorised · 110 63 173 
! 

395 Held 344 51 
. I 
The phe~oniehal increase in the ~osting of· service personnel as MT drivers 
h~s · additional cost implicat~ons ~sj ~eir posting in Delhi w~ant payment of 
higher rates of compensation m1 lieu of quarters and city compensatory 
allowance. ! 

i 
I , 

I 
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m Vehicles were depfoye~ for umauth.oriised duties ·and dlia:ry fogs 
weire lllll!llt reliabn'e 

The MT vehicles as per rule are to be deployed for official duties for 
operational purpose. Generali. scrutiny of the car diaries maintained by the AFS 
revealed irregularities of following nature: 

fu many cases, passenger· cars have regularly been deployed on working 
days for various pfaces within the Delhi peripheral area to carry Service· 
Officers on tour of duty to different destinations with no mention of 
location. 

Users of the vehicles are mostly officers in charge of Works Directorate, 
En.gineering, Training, and Operational Directorate in Air HQ. At times 
only destination is written in the car diaries without mentioning the nature 
of duties. 

Service vehicles have been deployed on Sundays, Saturdays and other 
holidays to drop officers at various locations and shown as tour of duties 
without any tour programme. 

Instances of duties being performed for more than 100 krns by a single 
officer on holidays. are qµite common. Distances of more than 100 kms 
were not even. signed by the user officer leaving room for doubt regarding 
the authenticity of the claims. 

According to Air Force Instructions (AFI), no service transport is required 
to be appropriated for the sole use of any officer other than. the Chief of 
Air Staff. fu violation of these instructions, Air HQ issued in. January 
2002 ·a directive on ire-allocati~n of staff vehicles of AFS New Delhi; 
Under this directive, various pools. were created at the level of Vice Chief 
of Air Staff (five vehicles), Principal Staff Officer (three vehicles), each 
Assistant Chief of Air Staff ( Oll:e vehicle) and each Air Commodore (one · 
vehicle) along with drivers. Distribution of service vehicles fu this manner 
encouraged use of service vehicle as personal! vehicle. 

The AH also stipulates the authorisation of vehicles between residence · 
and place of duty of the officers holding specific appointments. Audit . 
examination, however, disclosed that a number of vehicles were/are being 
used between the residence arid offic~rs and back by the officers not 
holding specific appointment. ' 

IV Im:llisc:riimina11:e use and mis~se of se:rvice vehicles 

Air H:Q .has laid down an authorised mileage of 14,400 km per annum for load 
and passenger carrying vehicles after taking into consideration the actual 
mileage requirements of IAF units. Exceeding the authorised mileage not only 
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I 
I . 

had financial implication hut also hastened the process of wear and tear of the 
vehicles. Audit found ·that duringl the.'fiperiod from 2003 to 2006, under 
mentioned. numbers of passenger v¢hicles exceeded the authorised mileage 
and on many occasions, the excess rrilleage was between 200 per cent and 300 
per cent: The data also illdicates an ipcreasing trend in the number of vehicles 
exceeclip.g the authorised mileage between 2003· (27 per cent) ·and 2006 

. (38 per cent). · · j ·' · _ · . 

Year No of vehicles I No. of vehicles exceeding 
held ! authorised mileru?e ! 

2003 .. 442 I 119 

2004 478 I 147 
I 

2005 480 1 125 i 

2006 490 
i .. 

184 I 

The exces.s illileage was predomin~tly due to misuse Of passenger vehicles 
over which DMT and AFS New Delhi had virtually no control. The excess 

. ' I . . . 

mileage . covered entailed an extra/unauthorised expenditure to the tune of 

Rs 5.60 crore duri~~ the pOriod. I . 
AFS authorities stated in February '.f007 that the excess mileage covered by 
the vehicles was due to induction Of additional units in Delhi and frequent 

I 
visits of foreign delegations, transpprtation of personnel and equipment for 
UN mission, Himalayan Car Rally, various seminars and conference, 
celebration of Republic Day and Air Force Day, conveyance of airmen and· 
school ·going children from Gurgao~ etc. AFS further added that ·in March 
2006 DMT reg~larised the excess !mileage and the station has taken up a 
revision of establishment in May 2005. The contention of AFS does not 

. . . I . . ·. 

appear to be correct as these events could certainly increase the utilisation on a 
few days when those special circum~tances occur but they can not explain the 
excessive use round the year. In f~ct, Ministry has repeatedly advised Air 
Force to initiate economy measures I like hiring of vehicles which would also 
serve the purpose. Moreover, the e:icess mileage was regularised by DMT as 

I 
a matter of course even though th9 Directorate is not empowered to do so. 
Also, no measures were taken for prevention of misuse of the service 

I . . 
transport. The Ministry may establis.h an effective system for monitoring issue 
and utilisation of vehicles obtained dn loan. . 

I 
I 

The case was referred to the MinistrY in September 2007; reply was awaited as 
of December 2007. . · j . · . . 
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Allli amomrnt of Rs 66.39 Rakh was .P~llid to HAL in excess against 
aIDl RMSO owiimg t@ faiiHull"e of intern.al II:'.ontrols at various stages 
and· DAID irecoveired the amount ®veirpaid at the· instance off 
Audit. 

Air HQ placed an .RMS047 o~ HAL48 Nasik.in May 2005 for.34 it~ms· of 
. spares. of ii' system at a cost or' Rs.3.53 crore . .Against- the order, HAL\vaspaid · 
Rs 1.42 crore (40 per cent of the contract.amount) as 1st s_tage payment in. 

. >Juiy 2005~ Aµdit scrutiny revealed.th~t the rate 0f one of theitems:viz . .Access . 
Panel, had been shown in theRMSO as Rs 49,978.0d, whereas the acttial price 
as per catalOgue was only Rs 1163.00. As a result, HAL was overpaid an· 
airioun.t . of Rs 66.39 fakh during the 1st stage ' payment. . The 
prpfessional/Technical Directorate.in Air HQ, while initiating the.RMSO did 

· ~ot verify the pri,ce with reference to the HAL's·catalogue. DAD49 admitted in 
March 2006 that the price quoted in RMSO was not.verified with reference to 
.the price catalogue and recovered· the amount of Rs 66.39 fakh frorri HAL in 
July 2006 at the instance of Audit. DAD, however, held that as a matter of 
practice it does not verify prices while making1 1st stage payment and prices 
'quoted in catalogue are checked only at thetinie of making final payments and 
at-that tiine civer~payments, if .. any, are adjusted. The discrepancy discloses 

.inadequate concern for internal control both at the level cif Professional and 
Technical Directorate in Air HQ and DAD. It also shows that DAD failed to 

. J*.¢ .· into account .. the fuU financial implicatjons of such overpayments 
. c:onsidering that Government also• 1ost interest of Rs 8.04 lakh on the over­
p~yiµent~ made in this case as .it remained un.rec0vered for almost a full year. 

. . . . : . . . . . . 

Ministry admittt!_d the. facts in December 2007 and intimated audit that an 
DAD. cells were instrticted iri. September 2007' to verify the items. in RMSO 
with reforence to approved price catalogue; ·· ' 

47 RMS9 - Repair Main,_tenance and Supply Oi;der 
48 HAL: Hiridi.istan Aeronautics Ltd. .· · · ' · 
49.DAD - Defence Account Department . 
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Mat(!rial! Oirgariisation, Vnsa~apat1mam placed an Oll."der on a none 
qmdifiedl. :firm fo:r ·supply of cables indented for cll"itical miidclife 
. . . . I . . 

update of ships. · The filt"m ctjuid not execute the supplies lleadiing to 
delay i~ supply of crft:kall sto[es by oveJr·a_yeair mmd extra avoidable 
expenddruure of Rs 1.63 crore on account of" p:rocmrement of the 
cables at hlgher rate flrom aifother. SOUJl."Ce~ Audit examinatio1rn also 
revealed that undue faVOlll!.11."· lb.ad been shown. to the lllOD.cqUJlaJlffiedJ. 
firm in the placement of order. 

. . I • . . 

In Decembe~ 2004, Material Organisation,· Visakhapatnam (MOV). raised an 
in.d(!nt of 56 types of cables for tise in the mi.&-life update (MlLU) of ship 'Q' 
and ship 'R' besides annual cor~sumption and maintaining minimum stock 
level. Limited tenders were floated in December 2004 to 22 vendors based on 
which orders for 46items were pl

1

aced in.March 2005 on a NOIDA based firm 
Mis Mansfield Cables with a stipulated date of supply of 5 )une 2005. The 
vendor however did not make the supplies within the stipulated delivery 
period~ MOV extended the deliv~ry period until 31. March 2007 and procured 
some of the urgent supplies from other vendors at an additional cost of Rs 1.63 
crore. 

Scrutiny of records revealed ~~ous s~ortcomirigs \ancll in.adequacies in 
contract-management by MOV which are discussed as under: 

I 
! 

I Flaws in provisirnrning ~nd 11rocuirem.ent prncess 

~- Based on a prescribed leak time of upto seven months for completing 
all activities pertaining tb revenue procurements and the scheduled 
date for commencement ~f the MLU of ship 'R' of January 2004, the 
indent for cables shouldi have been finalized prior to: June 2003. 
Finalisation of the indent Was, however, delayed by 18 months. I . 

);>. Against the indent of Dedember 2004 for c~bles, MOV issued tender 
enquiries to 22 vendors -ivithout ascertaining whether these vendors 

·[ 
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. were qualified and· capable of manufacturing and supplying these 
cables. · 

);> The Quality Assurance Organisation in March 2004 had asked all 
Material Organisations in the.Navy to adopt new. specification (NES 
526/527) for cables to be used in the Naval ships because cables in use 

· had limited fire hazard properties. Despite this, MOV issued the tender 
enquiry for cables under old specifications in December 2004, and 
changed the specifications of the cables only after quotes had been 
opened. Such changes reveal that the primary procurement agency had 
not kept itself abreast of changed needs of the users and the changes 

i . mandated by quality assurance agencies. · 

);> All the vendors including Mis Mansfield Cables agreedto supply the 
cables of the changed specifications at the quoted price. Thus, 
assurances on supply of cables with new specifications were accepted 
from vendors without verifying their capabilities. 

IT . Irregula:r and injudicious selection of vendor 

);> Meanwhile, the indentor intii;nated acute urgency for procurement of 
22 types of cables after the tenders had been issued in December 2004 
and quotes had been opened in February 2005. Using this plea, MOV 
placed orders for some of these items on Mis Mansfield. Cables in 
March 2005 solely on the basis of verbalcolnmitments for early supply 
and the rates to match L l offers even where the vendor was not L-1. 

· );> Mis Mansfield Cables was not an established vendor for cables. This 
. firm was only registered as a Category "E" vendor and its credentials 
as a quality inanufacturer of cables had not been established. The firm 
was subsequently unable to execute supplies and requested to cancel 
the supply · con.tract in September . 2006 without any financial 
implications. 

);> Inquiries about the credibility and standing of the 22 vendors who were 
issued Limited Tender Enquiry were made by MOV from Director of· 
Quality Assurance Navy (DQAN) only in April 2005. DQAN informed 
MOV that of the parties only four were registered with it for 
manufacture and supply of cables of the required specifications and aU 
others. were either registered ~s manufacturer and supplier of cables of 
other specifications or were not registerea at all by the DQAN for 
manufacture and supply of the required cables. · . 

. . 
);> Mis· Mansfield Cables was not registered with DQAN for manufacture 

. and supply of any kind of cable. MOV took the plea that the selected 



... ' ' • .J 

Report No. CA. 5 of 20()8 (Air Force and Navy) 

·· vendor was registered as a Class E vendor and that it was inforined 
only in April 2005 that it Jas not registered with DQAN for supply of 
cables of the tendered sp6dfications. This plea is. not acceptable as 

. • . ' 1 · . ·.. . . . . . 

MOV being· a primary materials organization with key procurement 
r,esprnnsibilities, . should otcHnarily · be aware of requirements with 
regard tO qualifications and status of various vendors short listed by it 
for participation in tenders !for different items. . 
. . .. . I . . 

Ill Vmirllune Jtsrv@lllll" slbl@wllll t@ Mis MsimlineRidl Cailbilles . . I . . . . 

~ Even tbough the vendor \fas unable to undertake supplies· long after 
the scheduled date of de~~ery; no action. wa~ taken to caned ~e. order 
and make the . vendor haMe for penalties m the form of hqmdated 
dlllllages or risk purchase. [ . . .· . 

);;> As_perthe contract, the stipulated date of delivery of the material was 5 
June 2005. Since the supp~es were not made by the vendor, the date of 
delivery was extended by MOV to 3 l March 2007 in July 2006. 

);;> · fa the mea~whHe, to m~~t the critical _req~irement ~or cabl~s for t~e 
MLU of ship_ 'R', MOV issued a fresh mdent for 39 items of cables m 
September 2005 and pfacetl orders with fout established vendors for 32 
items in December 2005 ftr supply between May and August 2006. 

);;> As a result of the delay in 'supplies by Mis Mansfield Cables, the MOV 
procured these critical su~plies at an additional cost of Rs 1.63 crore 

. from the. estabHshed ven~ors of 2005 December tender enquiry. The 
cost of purchases in December 2005, was also higher by Rs-1.23 crore 
in.comparison t~ the costlarrived at by taking into acco~nt the lowest 
pnce quoted agamst the D

1

ecember 2004 tender by established vendors~ 
Thus, injudicious selectim~ of a non-established vendor caused a loss to 

.. . Navy o~Rs 1.23 crore. I. . . . ·.. , . 
Ministry .stated in July 2007 that IMOV induded the firm in the Jim~ted tender 
enquiry based on the firm's letter[ iri which it daim~d to have made suppHes to 
high profile customers. Indian Navy ships being of Western and Russian . 
origin 'and equipment being of lmisceUaneous. origin, use variety of cables 
under different specifications. ·re specification, both new_· and old,. are 
prinianly Of British 'stand~d and ,do not include specification of Russian origin 
cabl:s. ~e fimi had ~ailed. ~o .I supply the· it~m s~ce .· 23 items feli under 
specification of . Russian ongm .cables which d1d not fall under old 
specification. fa the . meantime!,· prlces of copper (the main constituent of 

I 
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cable) rose.·unprecedently and no un~ue favour•has been shown to the fimi. · 
Ministry's contention lacks conviction in that:· 

:the specifications for the ~ables were revised by the Quality 
.· Assutance Organisation in March 2004. MOV, even atter ten months 

1 did not ·pay any attention : to the heecl f~r adopting' the new 
specifications. · , · · · · · 

The ships 'Q' and 'R' of Ruksian origin were commissioned in the 
'Navy in 1982 and 1986 .respectively. It js a matter 'of poor material 
management .. that the Navy eoµld not standardise the specification of 
cables required . for the Russian origin ships during the last two 

·decades .. 

I - The supplier at the time of acceptance of the offer had agreed ·to supply 
cables under new .specification. Thereafter, again · the supplier was 

· shown. favour by allowing hifil to supply cable of old specification 
knowing fully well that the c~ble of old specification were potential 
fire hazard and all the shipyards had discontinued using these cables 
on Naval ships. The position regarding increase in cost of material, is 
not relevant, as the suppliers are bound by the terins and conditions of 
i:he contract. 

IV Delays in supplies· and increa~ed cost 

If the December 2004 tender had beeri limited only to established and 
. qualified vendors expenditure on procurementof cables would still have been 
: lower by· Rs 1.23 crore in comparison· with the procurement undertaken in 
, Decem"er 2005. As such wrong selection of a non-established vendor caused 
: a loss of Rs 1.23 crore to the Navy. , . 

!l~aval HQ imported Nickell ~admium Cells from a. foreign firm at a 
:price nearly thiree times higher . than the . rates of. appir9ved 
pindngenous suppliers, enta~ling a~. extra . avoidable. expenditure of 
'Rs 1.3terore in the procurement of 1440 cens. · . . . · 

,The .Diiectorate of Nav~l Air Materia.l (DNAM) in Naval HQ placcif '.two 
1orders ·on Aviation Spares International '(ASI), England in December 2004 and 
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February 2005 for supply ·Nickel 
1
Cadmi.um. Cells which are used in the 

batteries of Seaking and Chetak helicopters. The first order was placed for 
·supply of B20 cells at a lllnit price bf PDS~0 150 (Rs 12,790) and the second 
order.was for supply of 120 cells ~tPDS 145 (Rs 12,364) per unit These 

. orders were placed along with other ~terns of spares for Seaking heHcopters. 

Since supplies from the forei~· ftlxn did not materialise t!U March 2005, 
. I 

Material Organisation (MO) Kochi initiated procmement action for local 
purchase of 450. ceHs to meet the I urgent reqlllirements. In response to the 
tender enquiry issued to five fudian firms, a quotation of Rs 3,307 per cell was 
obtruned from High Energy Batteri~s (India) Pvt. Ud., Mathm in June 2005. 
This procurement action was· dropped in. Alllgust 2005 as slllpplies again.st 
orders placed on the foreign firm ha4 started arnving. 

Audit scrutiny of the procurements kad~ by DNAM disdosed that the prices 
of PDS -150 (Rs 12790) and PDS *5 (Rs 12364) per ceH at which imports 
were made in December 2004 anti February 2005 respectively were not 
competitive. Even though only one jforeign firm ie ASI h~d quoted for this 
item, DNAM did not compare these prices with that of indigenous suppliers to 
determine the reasonableness of th~ price. The Regional Centre for Military 
Airworthiness (Helicopter), CEMl\LAC . had . given. clearance for using 
indigenous cells manufactured by Ws HBL NIFE Power Systems Hyderabad 
and High Energy Batteries India Lfunted, Mathur in Seakin.g Helicopters i.n 

. . . . I . 

July 2003 and August 2004 respectjvely~: This dearan.ce _was conveyed to an· 
the concerned agencies including DNAM. Audit examination showed that MO 
(Kochi) had, in fact, pfaced an ordJr in Jlllly 2003 for supply of 420 cells on 

. I 

Mis HBL N][FJE Power System Ltd., pyderabad at a unit cost of Rs 3;400/- and . 
the cells were received in October 2003. DNAM overlooked the existence of . . I . . . . . . 
these approved indigenous firms wliose rates were also much lower than the · 
foreign ~utppHer. . / . . · . 

I I . . . 
Thus, as compared to the offer made by High Energy Batteries (Indi.a) Pvt. 

I . 

Ud., Mathur atRs 3307 per unit in fone 2005, the rates of imported cells were 
higher by 273 per cent to 286 per cJnt. As a resllllt of import of 1440 cells at 
higher price, Navy in.curred an. extd expendi.rure of Rs 1.31 crore, whi.ch ·was 
avoidable. 

Admitting their · failure .. in taking cognisance of available indigenous 
substitutes, the Ministry in Alllgust 2007 stated that internal investigation 
revealed that data on last purchase Brice and i.ndigenollls procurement was not 
available on. :n:LMS. Further, the on.line proclllrement module of :n:LMS was not 

. I . 

so 1 PDS = (Rs 85 .27) I 

I 
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fully operational at the time of prdcessing the purchase order. Consequently, 
due to manual vetting of a large number of items, the indigenous sources of 
the item got inadvertently overlooked. Subsequently, indigenization module.of 
Integrated Logistic Management System (ILMS - Air) has been introduced to 
avoid such errors. 'fhe Ministry c0ntended that the provisional clearance for 
one year was accorded by CEMILAC to the fuiin in July 2003 but the final 
certification/type approval was received by the Indiari Navy, only after the 
placement of the purchase order. 

Ministry's reply regarding late receipt of certification/type approval for 
indigenous firm is not acceptable as CEM]LAC had issued clearance 
certificate for use of indigenous cell in July ~d August 2004 as well. The 
case, therefore, needs investigatio~ to fix responsibility for entailing extra 
expenditure of Rs 1.31 crore on: import of Nickel Cadmium Cells. The 
Ministry should also ensure that the information mafutained on ILMS - Air is 
complete and updated regularly to avoid such instances of misprocurement. . · 

Material Organisation, Kochi and Navan HQ failed. to corll.'ectly 
assess the requiireme:nt of nine items of spares :rreswting in excess 
procurement costing Rs. 6.20 crore. The excess spares lllave 
remained umJJ.tiUzed since thei:r p:rocuremelllt in 2004-2006. 

Naval HQ placed six supply orders :between August 2003 and March 2005 on 
· foreign vendors for the supply of spares of Seaking Helicopter based on 

Annual Review of Demands (ARD~) for the years 1998-99 to 2002-03 raised 
by Material Orgamsation, Kochi (fy!OK). The aggregate value of the supply 
orders was PDS 7 .50 million. The spares were received by MOK51 between 
February 2004 and April 2006. 

Audit exaniination of the procurement revealed .thatin the case of nine items 
of spares costing PDS 7,75,051.91 (~quivalent to Rs 6.20 crore), the quantities 
ordered were substantially in exce~s of requirements. The details of excess 
spares procured are given in. the tabl~ below: 

51 Material Organization,· Kochi 
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I 

IT1tellllll §ttoclk/ Average JRe1qJ1lllil1r1eidl IDellllllallllidl IDunes IDunes Qunallll. Qunallll1t~ 

idlunes !llililllilmnll §ttiaiclk I Ountt- l!lluni IOIUil1t as till tty ntty 
nllllAung CIOIIIIlSUil~ llevell sltallllilillilg sllnmm %age Oiridle 1011ridle1redl 

21!D«D3 llllll][lltlll!llllll e«Jlunall tto mAJRID o!f 1reidl as %age 
llevell 3 yea1rsi ACJL IDilfACL 

<ACJL) ACJL 1 

'O' .· Ring- 29 2 6 
I 

Nil 128 . 6400 104 5200 
TypeA '· 

'O' Ring 9 1 3 
I 

Nil 460 46000 473 47300 
TvoeB I 

Pin Cotter 18 10 30 I Nil 600 '6000 582 5820 I 

'O' Ring 8 o. 0 

I 
Nil 128 - 120 -

TypeC 

Clutch lO 8 24 I Nil 44 550 62 775 
lPlate· I 

I 

Oscillator 0 Nil Nil 
I 

Nil 20 - 35 -
Assv: 
Oscillator, 0 Nil Nil I Nil 20 - 10 -
Radio I 
AXB(Axle) 10 2 6 I Nil 40 2000 30 1500 
Brush Flax 3 2 Nil 

I' 
Nil 80 4000 80 4000 

fla_g 
§0~1r~e:JIJL1\1f§/ARID 

Although the accepted principle of provis:i.onin.g :i.s to repleni~h stocks of 
spares upto three years average anyual con.sumptlon level, the quantity of mne 
spares procured were several times higher than the three years average annual 
consumption. At the ti.me of plabing the orders for these items, sufficiten.t 
stocks for most of these items wbre avrulabk and there was practically no 
demand for these items. ) · 

I 

Net requirements worked out in thb ARDs were in.flated primarily on accoun.t 
of adoption of very high "dues otlt" i.e. outstanding demands figures. These 
were dearly unrealistic as~ it exce~dedl the. average· allilual consumption levels 
for the items several times over. ffbis is. borne out by the fact that since the 
dlate of receipt of these spares, MOK has neither· received an.y demand for 
these :i.tems, nor has it issued any itbm out of the stocks held by it. · . 

. I . 
Based on their average annual_ copsumption, the. stocks held. after receipt of 
ordered supplies in respect of these nine items were suffic:i.en.t · to meet 
requirements of 20 years or morb in. differen.t cases again.st a provisioning 
norm of three years. . i · 

Ministry in September 2007 stated that in the past ARDs, whlch worked out 
. . . .. . I .. . • ·, 

net requiremen.ts for spares, were being generated manuaUy ·after factoring m 
demands and; existing stock of t'e Spares. Acknowledging mistakes in the 
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manuaI processes, Ministry also , stated that ILMS (Air), the online 
' computerized system for inventory management, was not operational till 2003. 
, Ministry further explained that the: user units might have cancelled their 

demand or not placed a firm demarid for spares against initially anticipated 
. demands due to various factors like transfer of repair responsibility of engines 

to Hindustan Aeronautics Limited a:nd un-serviceability of Seaking automated 
test equipment. Ministry also sought to defend the excess procurement by 
contending that the items would be utilised once repair facilities are Te-

' established. 

The reply is not acceptable as Naval HQ should have an. efficient system in. 
place to ensure that the procurin.g officers are aware of the latest developments 
and take important changes into account before placing purchase orders. 

1 
Excess procurement in advance cann.ot be justifiecl on the ground of possible 
future use. On the contrary, excess . procurements militate against the very 
objectives of efficient provisioning ~hich require minimization of inventory 
carrying costs, making accurate forecast of requirements and closely 
monitoring holdings, "dues out" and ;"dues irt" at aU locations. Moreover, in 
these procurements, requirement of making oruy three years provisionin.g to, 
avoid unnecessary blocking of publib funds has been completely overlooked 
by Naval HQ. · 

! To sum up, disregard for basic·provi~:i.oning rules by MOK and Naval HQ led 
to incorrect assessment of ·requirement, excess procuremen.t and 

' non-utilization of nine items of spares valued at Rs 6.20 crore. 

Lack of iID1.teg:rated approach, synichli"omzatfon and · deficiency m 
planm:ng on the pa:rf of Nary lied to defay in. construction of 

! magazines and . ll"efoicatiomi Gf a1rn . Armament Depot As the JI'iislk 
factors stm exist, the upgraded Aft1rport is miot usable for operatfollll. 
lbly the LRMR airc:raft of the Nary. As suclht, v~iue fo:r money for the 
mvestmeimt of Rs 145.16 crore remaiJrnS unireal!ized. . 

Based· on the master plan drawn by the Airport Authority of India (AAI), 
1 Government sanctioned the upgradation of an airport of the Indian Navy in 

October 2002 at an estimated cost C?f Rs 191.52 crore. The plan included 
laying of a new runway apart from providing flight landing facilities, 
navigational approach. and landing aid for all weather capabilities. However, 
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I 

the proximity of ·the runway to some ,lf the magazines holding bulk explosive 
stores of the Naval Armament tjepot (NAD) was· viofative of safety . 

. regulations with the risk of potentiall dlamage. to both the aircrafts. ~eing 
operatedl as wen as to the expllosive sibres in NAD. ; This made it imperative to 
relocate the magazines and expfosivd stores, for whiCh the· .sanction. allocated 
Rs 20. ctoire ·. f bir ilie construction of 'axkimumition · riiagai:ines and Rs 3 crore for 

. - •.. · •' ... ·,:. ·.- '. ·.,. j. ·. .· .·••·· " . . . 

the cost .or l~(;i Jo "be. acquired. On 27 March 2003, Mirustry signed a 
. . . : '. .: . ': . . . . . ·. . ~ '. . . . ., . . . . ' 

Memorandli][I]. ~f,.P.nderstanding(MOjU) withfue·'concetned State Government 
and AAI under which AAI would execute the work for the development of the 

•· •· '. • .... C• • .. I . . .. . . . 

Airport wifu'·a'fofall outlay of Rs 158.21 crore, shared by MOD {Rs 108.21 
. •.···.· . I ... .. . .. 

cfore), AAf (Rs 25 crore) arid the State Government (Rs 25 crore). The work, 
in terms of the milestones ·prescribed . by the MOU, was schedluled for 
complletion by .fan~ary 2006. . . I ·. ' . · ·.· . . _ 

The work under the project was completed by AAf to the extent of 99 per cent 
by April 2007. Na val HQ, in tum, ha~ re~eased an amount of Rs 95 .16 crore to 
AAf till April 2007. Furtheir, the lands (146.67acres) reqlllired for construction 

. I . . . . 

of the magazines at the new focati.on 1had been acquired and taken over by the 
Navy in November 2004. Administra~ve approval _for construction of the new 
magazines and other associatedl facilities to be undertaken by the Navy· was 

··accorded by the Ministry only in Au~st 2006 due to the Ministry's refusal!. to 
issue the adlministrative approval before acquisition of .the land teqimred andl 
subsequent delay ill finaiizationOf a~proximate estimates.(AEs). The work is 

. to be carried out at an estimated cost :of Rs 18.62 crore .. The time required for 
physical completion of the works related to relocation was· 208 weeks (fom 
years). As of May 2007, tenders fdr execution of the work were still to be 
invited. · ·· · 

Scrutiny of the dlocuments revealed ~e foHowing: . . . 

~ The devellopment of the ·airfield/ and part-relocation and construction of 
Magazines were part of the sam~ project which was to be completedl by 
March 2006 as indicated b_y thel proposed s?re~d of ~xpendi~re. Navy 
was to take necessary action for synclhromzatmn with the time frame 
dleveloped for completion of th~ lproject Whille the MOU for. the. part of 
work to be taken ,up by AAlI ·.was. signed after five 'months of the date of 
sanction, approval for constructidn of the magazines was obtained after 20 
months of ilie acquisition . of htnd. The risk posed to Hfe and airport 
infrastructure by the NAD was identified at the very inception of the 
project. . However, lack of an integrated approach and deficiency in 
plamring has lled to a situation w.b:ere even though the work for upgradation 
of the new Air:Port is riear com~letioh, the risk factors (NAD) imposing 
limitations in its operation are ye~ to be removed. Naval HQ as coordinator 

I 
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: of the project failed to ensure smooth and. timely execution. of the works 
'. services. 

)- . The main objective of the upgradation. of the Airport was to facilitate 
operation of wide bodied civil aircraft, JAF heavy lift aircraft and Naval 
Lo~g Range Maritime Reconnaissance (LRMR). aircraft from the airfield. 
Tin such time the magazines and the highly explosive stores are shifted to 

· a new location, the new nmw~y in the upgraded Airport cannot be utilized · 
by these ail"craft. fustead, the !airport will continue to operate flights from 

· the old. runway with conco~tant restrictions on operation of bigger 
• aircraft, night landing facilities, navigational.approach and landing aids for 
all weather capabilities, etc.· This indicates that the Navy and AAf will not 

: be able to derive any benefit from the investment of Rs 145.16 crore, 
. including that of Rs 4.75 crore on night landing facilities, for the coming 
four years. Moreover, one of the major objectives when proposing the 
upgradation of the airport i.e. the operat~on of the LRMR aircraft for 

· effective day and night surveillance of the Bay of Bengal will remain 
unfulfilled. 

To sum up, lack of an integrated approach,. synchronization and deficiency in 
planning on the part of Navy led to delay in construction of magazines and 
relocation of the explosive store. As the risk factors are yet to. be removed, the 
upgraded Airport. is not us.able: for operation of flights. Navy ·and AAJ[, 
therefore, are constrained to -operate flights from the old runway with all 
accompanying restrictions. 

The case was referred to Ministry in June 2007; the reply was awaited as of 
December 2007. · 

.i. : . : ~; : 

Despite .redudlloim m prke :offered by the vendor, Di:Jredoll." oJt' 
Pll."ocurement (ll)PRO), Naval Headquarters failed to avaH oJt' full.ll 
reduction in irates airnd accepted hlgher price lleading ti{)) 3llffi 

overpayment of Rs 40.61 fakh 'to the supplier 0 . 

To • meet ~e requirement of INS Viraat, Material Organisation, Mumbai 
(MOM) raised an indent in Febru~ 2004 for pro~urement of f~mr Fuel Oil 
Pumps. Accordingly, MOM issue~ a single tender enquiry in September 2004 

"' 
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I 
I 

to Mis Plenty Mirrlees Pumps UK,. the PAC52 firm, which quoted a total price 
- . I 

of PDS. 736,408 (Rs ~.23 crore) for ~ollf pumps~· During price J1.egotiations in 
.Jfanuary 2005, the Naval Logistics Committee (:NLC) informed the firm that 
tile pumps were required without xtlotor and gearbox. -The NLC. therefore, 
requested the firm for further reductibn in the price offered. In response, the 

firm initially offered an ~veraH redu9tion of PDS 60,000with a dis~o~nt of5 
per cent on the quoted pnce for all th1 four pumps. On further negotrntion, the 
firm agreed to a totall reduction of PDS 120,000 for the four pumps if the same 

I . 
were ordered without motor and gearbox, and also offered a uniform discount 
.of 20 per cent on all the pumps. Bas~d on the recommendations of NLC; the 
Director of Procurement (DPRO), *aval -Headquarters placed an order in 
.Jfanuary 2005 on the firm for supply of four pumps at a total cost of PDS 
541,124 (Rs 4.58 crore53

). The.puimp~ wernsupplied in October2005. 
. . . I . 

Audit scrutiny oftheprocu~ement ~e~~rds-revealed thefollowing: 
I • 

NLC while computing the total cos~ of the four pumps reduced only PDS 
60,000 from the total quoted price instead of the final higher offer ofreduction 
of PDS 1,20,000 offered by the firm tluring negotiations. As a result, the firm 
was overpaid PDS 48,001 due to in+rrect computation of rates as shown in 
the table below: I . · · 

I 
Details of Price & Discount Ordered Correct - Net -Extra 
(inPDS) pri~e(in PDS) order price payment 

I ' 

with incorrect after allowed 
am~unt• ··of discount (AHB) · · (in 
dis~ount allowed! (in· PDS) · 

I 
-I PDS} 

Quoted price 736,408 736,408 " 

Discount 60;000 ,120,000 " 

Price after first discount. 676,408 . 616,408 
Less 20 per cent discount on 1351~280 123,281 
discounted price. 
Price after second discount 5411,128 (A) ~ 493,127 (B) 
Overpayment (A) - (B) I 48,001 ! 

Currency rate prevailing at the time I of . ne~otiati~~ 
PDS=Rs 40,60,884.60 Say Rs 40.61 lakh. 1 . . . 

1 PDS =84.60 i.e. 48,001 
' .. 

52 Proprietary Article Certificate 
53 1 PDS @ Rs 84.60 

I 

I 
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NLC and DPRO displayed a• veJ laX. attitude in. not tiling' advantage of the 
reduction in price offered by the ~upplier and accepting a higher price for the 
contract. The overpayment is directly a result of NLC/DPRO not performing 
their duties in the expected manner. 

! 
•. ! 

A~dit also observed that the inde~t raised did not mdicate whether the fuel oil 
pumps to be procured were to be :with or without motor and gear box and the 
quote of the firm w'as obtained on the basis of complete fuel oil pumps. 
Informing 'the supplier about th.e actual requirement at the time of price 
negotiations is improper and reveals an ad hoc ~pproath towards provisioru.n'.g. 

Tq sum up, inaccurate price dete~ation ort the part of Naval HQ and casual 
attitude of the NLC while negotiating the price of pumps led to non-availing 
of the reduction in price offered by the supplieF and acceptance of higher price 
in the contract. As a result, the frrm was oveirpaid to the extent of Rs 40.61 
lakh. 

. . 

The matter was referred to the Ministry in July 2007; reply was· awaited as of 
December 2007. · · 

F21ihn.re in adlhell"ing t~ procurement norms and ineffective price 
analysis led to p~rchase :.of s.pares at exorbitant price. Naval HQ 
obtained a refund of Rs 1.66 crore from the vendor in June 2007 
after being pointed out in audit .. 

Based.on an Annuall. Review of ~emands (ARli)) for procurement of spares of . 
Seaking Aircraft from Material Organisation, Kochi, (MOK} Directorate of 
Naval Air Material (DNAM) in Naval HQ pia:ced an order oh Westland 
Helicopters Limited (WHL), Unit~d Kingdom in December 2004 for supply of 
186·items of spares. The order ihcluded purchase of ten Bearing LH having 
two different part numbers at an aggregated cost of PDS 215,770 as per details 
given in the table below: 

80 . 



Reporl No. CA 5 ofW@8 (A.iU' !FoU"ce and Navy) 

§Il. Naumne l[])fr' !l:Ilne JP>aur~ NI[]). l[])Ulble SJP>atll"e Nl[]).l[])fr' 1Ulllll1!l: 'Jl'l[J)~ 

N@. · lI!l:ernm/§]p>all"e UmIB~ JP>Il"lice C@s!l: 
JP>Ull"cllnase«ll (firm JPIDl§) JP1rll~e 

(fum JP][))§) 
1. Bearing LR · 1020 WDOl-45~11200 ·5 21577* 107,885 

2. BearingLH 1021-WDOi-45-91200-22 5 . 21577* 107,885 
I 

Totall 
I 

rn 215,770 

* Afterallow!ng discount @ 11 per cent/1 

and adding P&F54 
@ .2.5 per cent the supplies 

· were made m September 2005. ·· · · · · · 

I 
Scrutiny of records of MOK during 2006-07 reveall.ed that: 

!Um21trlle([j[1llial11:e pll"iia.:e siIIllaiilysns ai1m«ll aia.:a.:e~~IIll«.:e @fr' e}\mll"lbill~IIll!l: n1tes. 

WHL ~·July2004 info~ed ~NAMlthat ilie two part numbers of the lBearing 
LH were brought under uientical standard! number and requested DNAM to 
order ilie fatest standard!. The inforniation provided! by the vendor meant that 

I 

lBearing LH undler two old part numbers were the same item and had to be 
treated as such whfle conducting pribe ari.allysis, dleterminilng applicable rates 
for bulk quantity and pfacing ordbr for supply. Ovedooking the critical 
iriforination provided by the vendor! DNAM ordered five each of ilie items 
under two different part riumbers,I which was indicative of their casual 
approach in examining the quotation of the finia before conclusion of the 
contract. · . I . 

Against a sl~b system of pricmg55 quoted' by the· bWder for these items with 
prices.going down from PDS 23,652.7:2:'p'er·;.iini.f''of;spare for ~a quantity upfo 
five units to PDS 589.25 per unit foi a quantity exceeding 200, DNAM fruJedl 
to take advantage of the reducing tates by ordering for five pieces of both 
items. 

Further, it was obser\red tllat the· fast purchase price of lBearing LH by the 
I. . -

same· firm in April 2003 was PDS ~09. 77 and the rate of the item purchased 
from: another firm in December 2004 was PDS 398.09. Viewed in tllis . I . . 

background, the price of. the item quoted for. was prima facie urui.'easonably 
high. Despite this, DNAM did not question the abnormally high price quoted 

byWHL. I 

54 lP&F - Packing and Freight I . . - . . . 
55 F'or quantityupto 5--- JPDS 23652.72, 6i12-----PDS 3942.17, 13-24----PDS 1892.21, 

25-49----PDS 946.12,50-199-----PDS 685 .. 78, 200 & above-PDS 589.25 
I 
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DNAM, therefore, failed to follow the procurement procedure which demarids 
, that before conclusion of the contract, price quoted by the firm should be 
examined, analysed arid compared to the previous contract prices and other · 

.· contemporary reference prices available to the accepting authority so as to 

. enshre the fairness and reasonableness of the rates quoted by the bidders. 
. . ' ' . 

Recovery of excess payment from the vendor at the instance of Auditt 

. In April 2007, when Audit pointed out to DNAM that WHL had apparently 
got~ undue financial benefit of PDS 211791.30 and advised that the excess 
amountpaid to WHL be recovered, DNAM took~ the matter with WHL who 
reduced the cost of the item frorh PDS 215775 to PDS 930 and refunded 
Rs 1.66 crore. 

Thus, at the instance of Audit, N~val HQ obtained a refund of Rs 1.66 crore 
from WHL in June 2007. Notwithstanding the.fact that recovery has been 
made circumstances leading to the acceptance of these exorbitant rates need 
investigation· for fixing responsibility ... This is required since the final price 

:) 

paid by DNAM for the bearings is still over 134 per cent higher than the price __ _ 
q~oted by another vendor in 2004. 

Faillu:re of internal control mechanism. 

Adclitionally, Integrated Financ;e of the Ministry as well as the authority 
sanctioning the procurement also failed to point out the abnormally high rat~ 
quoted by WHL, thereby completing the circle of lapses at each stage. 

Ministry admitted in October 2007 that there ·was an error due to manual 
vetting of large number of items put to tender and once the anomaly in pricing 
was intimated by Audit; Mis WHL was prevailed upon to supply the. itein at 
World Wide Price List (WWPL); of the company and assured Audit that 
instructions have . been ·issued to 'all concerned for repeated and thorough 
vetting of quotes etc. 

To isum up, faHu.re in . adhering : to procurement norms, ineffective price 
analysis led to. acceptance of higher. rate. iri the contract exposing failure in 
internal controls, at . every stage of administration including finance. The 
matter needs investigation and fi7c.ation of responsibility so as to prevent 
recurrence of suchincidence. ' . . . 

56 Discount U per cent , . . 
Add 2.5 per cent on· account of Packing and Freight 
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re([j[~l!"emerrnt (JJ)ft' time MliJmll§1!:iry (JJ)jf 11IEnnill"(JJ)Illlllll1lerrn~ §lllllbljed 1!:~ wlhlklln 1!:1hle 
pir«DJed wsis (CYeaired. · · · · · · 

I . . 

Government sanctioned a project to e~ta~lish a Nava.ll Academy atlEzhlmalla in 
July 1995 at an estimated cost of Rs 500.76 crore as revised in December 
2003. ·The project "is spread over ~n ·area of 2500 acres of fand and site 
dearance for execution of work mv91ved cutting of a large number of trees. 
·As per Cantonment Law, the trees cut during execution. of work are to 1be 
dlisposedl off by the con.tractors, and ~S57 is to realize the ~evenue by making 
commensurate deductions from pa)jments due to the contractors. In this 
manner, MOES realised an amount of Rs 42.81 lakh from ilisposall of 6961 trees 
against three contracts during the perlod from 2000 to 20()3. . . I . . 

][)irect~r General, Defence Estates \ (DGDJE) ih May 2003 . introduced. fue 
followmg new procedure for removal of trees from Nava.ll Academy Project, 
lEzhimafa as one-time exception to thb existing practice: 

. I 
The contractor would cut; remove and stack the trees at a place 
identified·bya Board of Offifers58 at.suchcost as may be determined 
by the MOES and provided form the tender. 

DJE059 Chennai would detenlne the minimum reserve price (MRP) of 
the.cut trees by :i.nducling the !cutting charges paid to the contractor and 
dispose the same by public a~ction in. ~ccoirdlance with the provision of 
the Government lieUer of 1982. 

.. I . . . . . 

While the security of trees st~cked until dispos~ was the responsibility 
of tlle Project Management Authority, DEO was to ensure that trees are 
auctioned_ within the shortesf possible time to avoid degradation and 
ensure maximmn revenue to fue Government 

57 MES - Military Engineer Services 
58 The Board was to fudude representatives from DEO and MES. 
59 DEO - Defence Estate Officer / 
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Audit scrutiny of the documents relating to disposal of cut trees revealed that 
subsequent to issue of the above procedure, MES concluded six contracts 
under which '25605 trees were cut during the period 2,003-07' incurring an 
expenditure of Rs 99J4 lakh. Hhwever, no MRP for these trees has been 
-fixed as of March 2007. - As a result of non-fixation of MRP, 25605 felled 
trees remained Un-disposed depriving the Government of revenue to the extent 
of Rs l.87 'crore (calculated oil 'pro~rata basis) as shown in the table below: 

~ : 

··. €ontract yea:r · Tree cut and: ·Delay in ' Unrealised 
stacked (in : disp(J)sal ·· ·· ·, Revenue 
numbe:rs) (Rs in crore) 

2002-03 3447 ' 4y'9m· 0.252 
. .2003~04 18472 3y9'm 1.348 

•) 2004,.0~ 425 2y9m 0.031 
2005-06 1285 ly9m 0.093 
2006-07 1976 9m 0.144 
'Total 25605 ' 1.868 

· y - years; m- months 

The Un-disposed trees due to lack of proper storage are exposed to· vagaries of 
weather with consequential deterioration in their condition resulting in 
diminished market value. The case. also highlights inefficiency of DEO who 
could not fix MRJP of cut trees for periods ranging from one to six years. · 

DireCtor General. Naval Academy Project (DG NAVAC) clarified that DEO 
and Forest Department were to assess the MRP and auctioning of the felled 
trees was to be conducted thereafter, by DEO Chennai. Implementation of the 
procedure ran into problems due to delay on the part of pEO to assess the 
MRP~ DG NA V AC also stated that they have taken up the matter with the 
Min:lstry to revert to the old procedure. · 

To sum up, failure of DEO Chennai to fix the MRP for disposal of the felled 
trees led to non-realisation of reve~ue to the extent of Rs 1.87 crore. Further, 
the project was cleared by the Mini~try of Environment in 1993' subject to the 
condition that ten times afforestation for the number. of. trees cut would be 
made. The Project authorities however, failed t~ comply with this mandatory 
requirement for compensatory afforestation. 

· The case was referred to the Mlliistry in July 2007; reply awaited as of 
December 2007. ' 
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Deileltfoim oif i!Illimecie§§a\ry ntemrns fr'Ir@lmll puntc!Hiin§e' ([J)Jt([]\eirs by Navan JB!Q 
aim([]! a Navan D~jp)of at. tllne nniktal!llce ([J)f ·A'.ulidllt iresi!Ililll:edl iilll savillli~{of 
Rs 41.@41 <eJr([J)Jre nl!ll ltvrn <eases. ird 1tlfue ll:Ilnnif<rll ·<ease9 aim amoul!llt ([J)f Rs 37. 78 
Ilalklln was ll."e<e([J)veireirll by a JP§U $t tlhle b:nstallllce l!llf A1lllirl!n1t. 

. I . . . 
· Afthe instarice of Audit, Indian :ry-avy cancelled unn.ecessary procurement of 
stores resulting in. savings in expen.cliture to the extent-of Rs 4.04 crore in two 
cases. A PSU also recovered an funount of Rs 37.78 'lakh at the· instance of 

I . 

audit in the third case. These are discussed as under: 

Based on the Annual Review of Demands for the period 2000-04 raised by 
I . . . . . . 

Material Organisation, Kochi (MO/K), Naval HQ placed four purchase orders 
between March 2004 an.d July . 2006 for various Sea.king spares at an 
aggregated cost of Rs 22.96 crore. IThese orders included 17 Piston Assembly, 
among other items. In the course of audit in August 2006, it was observed that 
there was neither any consumptiob of this item since 2001, nor any demand 
outstandiilg for the item. Audit, therefore, requested MOK to review the 
requirement of the· Pistons~ Based on. the reassessment done by MOK, Naval 
HQ amended the purchase orders in January 2007, deleting 17 numbers of 
Piston Assembly, from these four purchase orde~s. Thi.Is,.· deletion of Piston 
Assembly from the purchase orders att: the instance of Audit resulted in saving 
ofRs3.84crore; ·· ·· · I · · . · 

Ministry accepted the facts in July 2007 and stated that necessary instructions 
have been issued to all concerned agencies to ensure a thorough scrutiny of 
requirement in future. 

Weapon Equipment Depot (WED), Visakhapatnam placed a purcha~e order in. 
July 2004 on Bharat Electronics Uimited (BEL), Bangalore for supply of 23 . 
items of spares required for the re~1air and overhaul of Radar Aparna iristaHed 
on. ·board the INS Kripan and ][NS Kuthar. While BEL suipplied ·one item 
costing Rs 1.47 lakh in ;Novembe~ 2005, the remaining items could not be 

supplied. · . . J . . . · 

I 
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Meanwhile, the requirement of spares for the radar on board INS Kuthar was 
met through cannibalizing of old spares and refurbishing defective items. 

Overhauling and repair of radar of INS Kripan was off loaded to BEL. 

Although the overhaul and repair of both the ships was completed in January 
2005 and August 2005 respectively, WED extended the delivery period in the 

purchase order of July 2004 upto March 2006. 

Audit in February 2006 brought to the notice of the WED that the need for the 
spares no longer existed as the refits of both the ships were already completed 
and the requirement of Base and Depot spares was covered in another 

purchase order placed by Naval HQ on BEL in June 2005. 

WED in April 2006 deleted 22 items from the purchase order thereby, 

effecting savings of Rs 19 .73 lakh at the instance of Audit. 

The case was referred to the Ministry in August/September 2007; reply was 

awaited as of December 2007. 

Case - ID 

INS Sarvekshak, a survey ship of the Indian Navy, built by Goa Shlpyard 
Limited (GSL) was commissioned in January 2002 and the Guarantee 
Docldng (GD) of the ship was slated for the second half of May 2003. 

However, since the Short Refit and Dry Docldng (SRDD) of the shlp was also 

to be undertaken in 2003, it was decided in the Annual Refit Conference 2003 
to carry out the GD routines alongwith the SRDD work package. Based on the 
sanction accorded by HQ Southern Naval Command (SNC), Naval Shlp 
Repair Yard (NSRY), in August 2003, placed a work order on Cochin 

Shipyard Ltd. (CSL), Koehl awarding the work of Guarantee Repair Dry 
Docldng (GRDD)/ SRDD and al lied work package for INS Sarvekshak at a 
cost of Rs L.31 crore. The work commenced in September 2003 and was 
completed in October 2003. 

Audit observed (August 2004) that the GRDD work should have been carried 
out by GSL, under a guarantee clause and not by CSL. NSRY authorities 
clarified (October 2004) that GSL had expressed its inability to undertake the 

guarantee liabilities along with Short Refit work package as their sub 
contractor Mumbai Port Trust (MPT) was unwilling to undertake any repair 
job. T he firm, however, had agreed to P'!Y for the cost of guarantee refit an.Q 

dry ~ertaken at any other commercial yard. In spite of this 
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assurance, Audit, noted that no action for recovery of Rs 37.78 lakh on account 
of GRDD from GSL was initiated. Consequent to the audit obseryation, Joint 
Controller of Defence Accounts, Kochi recovered th;-amount in December 

2006 from one of the bills of GSL. 

Thus, an amount of Rs 37.78 lakh was recovered from the GSL at the instance 

of Audit. 

The case was referred to the Ministry in August 2007; their reply was awaited 

as of December 2007. 
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The 'acquisition process of PCVs JfoUowed by Coast Guard HQ 
Racked transparency and .deyiated frOJl1\1 presc:ribed purcllmse 
procedures 11:hat also crnmltribu11:ed to delay~ Flaws· arid distoll"tions fo 
the p:roced!ures adopted by 11:1)\e Coast GuaJrd and the'· Ministry 
yielded no ass1mrance that the decision taken to award a contract 

' worth Rs 368 c:rore for buildnn~£ sped.aiized vessels. to a pll."ivate 
sltnipyaird was · teclbnkally smm.~ antdl finmlldally ··prudent. This is 
corroborated by the unsatisfactory p:rogress ([)f the project lead.ling 
to revised. delivery schedule of the vessels. Payment of Rs 221 cl!"Oll"e 
to 11:.ll:n.e.shipyard iis JJ:iot commensurate with the specified m:Hesfolllles oft' 
coJrnstrudfon. 

Government, in February 2004, approved acquisition of three Pollution 
Control Vessels (PCVs) by the Coast Guard (CG) at a total cost of Rs 368.75 
crore from a ·private sector shipyard Mis ABG Shipyard Ltd. Ministry, 
accordingly, concluded a contracfwith the shipyard in March 2004. As per 

· the contract, the first PCV was to be delivered by September 2006, the second 
in March 2007 and the third in September 2007. However, no PCV had bee1,1 
delivered as of December 2007. In th_e meantime, payment of Rs 221.02 crore, 
constituting over 60 per cent of the o~der value has been made to the shipyard. 

Examination of the documents relating to the contract as well as post contract 
events revealed the following: ' 

TI Cancellatlion l()lf illlitRall teilllder due to non adherence to tlhe 
procmremelllt JPllt"Ocedume 

Necessity for procurement of three PCVs for Coast Guard was felt in i996. 
Staff Requirements (SRs) for the vessels finalised in Septerp.ber 1997 were 
issued to five Public Sector shipyards and one private shipyard (Mis ABO) by . 
CGHQ in December 1997, inviting technical and commercial offers. 
Technical evaluation committee in e~rly 1999 refined and amplified ·the SRs. 
and a formal request for proposal was issued to shipyards in November 1999. 
The te_chnical evaluation committee did not prepare a report or give reasons 
for either shortlisting or rejecting shipyards. Ultimately because of non­
compliance of the procedures,. on the advice of the Ministry, the process was 
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. . I . . 
·aborted in January 2000. As a reslllt of CGHQ n:ot following the prescribed 
procedure the procurement was unrlecessarily defayed. 

I 

lilI §erii!lluns irllefffidenncJies Jinn ll:llne ill:eJrn.([f)eirnnng Jlllir@<eess simitdl siwsiira:ll illlf <ei!llnnll:md 

. . . I . 
lin December 2001, a fresh tender was issued. which finally resuhed in 

. I . . . 

placement of order on Mis ABO in March 2004 · for the · procmement of the 
vessels. · Following serious defidiencies wete noticed · in the tendering, 
evalluation and, selection process of tllis procurement 

(i) mstead of having an open tender to maximise competition, CGHQ 
·, I . 

sought to include onlly Mis ABG along with other Pliblic Sector 
shipyards iLn · the tender ebquiry but thls was turned down by the 
Ministry. CG issued 12 tJnders to five Pribliic Sector Shipyards and 
seven private shipyards giving only 45 days to the bidders to respond. 
'f echno-commerdal bids Jere received only from the Goa Shipyard 
Ltd (GSJL), the Garden ReJch Shipyard Ltd and Mis ABO. Thus, the 
process of tendering was Jot very· competitive as no private shipyard 
other tharr Mis ABO submitted their offer. · 

(ii). As per rule, technical e~aluation is to be done on the basis of 
performance parameters given . in the Request for Proposall (RFP), 
dassified as under 'Essbntial' · and 'Desirable'. However, these 

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

parameters were not indicated in the RJFP. linstead, TEC determined 
these parameters at the tinie of evaluating the bids, thereby depriving · 
the bidders the opportuniti~s to take these parameters into account at 
the time of preparing the:i.r *ids. .. 

(:i.ii) CGHQ recommended that! only ifinns .. offering a partlcular make of 
engine· "Pidstic" be considered .. This was a departure from the RFP 
wherein a choice of altemaiive engines60 had been given. . 

'Howe~er, .to technically qualify /ws ABO, a totallly different . propulsion 
system, mrumfacmred by Mis. Bergen Diesel, was accepted. CG' s contention 

. I . . • . • 
that Mis Bergen . was fater taken over by Ulstem · group which was 
subsequently acquired by Vickers! group and the company was finaHy taken 
over by ~~ Rolls Royce,. the foref~n coUabor~tor of Mis. ~G,_ does not hold 
water as 1t 11.s not so much as the name of the company which is relevant but · 

. the design specifications. lin thisl case, as CG HQ themselves .admitted, the 
engine was a Bergen engine being jmanufactured by Ulstein. . . 

_____ ·_I .. · .... 
"'The RFP •pocifiOO Pielmek/ W'"'""lllhrein "' C""'Pilbrr engineo be -.UOO 
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(iv) The commercial bids received from GSL and Mis ABG did not contain 
any break-up of costs. A break-up was finally called for from 
Mis ABG only during the Price Negotiation Committee (PNC) 
meeting. Even the comparison of the two bids indicates a lack of 
consistency in the methodology adopted. For instance, the bids, 
submitted in January 2002, were finally opened in September 2003. 
While the FE component of GSL was evaluated at September 2003 
exchange rates, resulting in an escalation of almost Rs 59 crore from 
its January 2002 bid, the FE component of ABG was evaluated at 
January 2002 rates which, interestingly, were not specified at all 

(v) Mis ABG had quoted an improbably low price for the basic cost of one 
ship. As per the comparison done by CGHQ, the cost of the material 
package (Rs 78.50 crore) offered was drastically lower than that of an 
Advanced Offshore Patrol Vessel as escalated to Rs 82.77 crore 
(September 2002). Additionally, the technical capabilities and financial 
standing of Mis ABG were not assessed before the issue of tenders 
contrary to Ministry's advice in November 2001. This was done only 
before opening of the commercial bid. The poor track record of the 
company in meeting targets against a previous contract for 
construction of interceptor boats for CG was also not factored into the 
evaluation process. As a result, Ministry/Coast Guard placed an order 
of the magnitude of over Rs 350 crore on Mis ABG in 2004 when the 
turnover of the company in the year previous to issue of the RFP was 
only Rs 86 crore. 

(vi) CGHQ flouted procedure in not requiring validation of the equipment 
to be installed on the plea that much of the equipment specified was in 
the inventory of CG and there was no need to hold separate trials for 
standard equipment. CG's explanation that their 'Trial Protocol' in 
vogue has stood the test of time is not adequate as only 25 per cent of 
the total contract value is linked to satisfactory completion of vessel's 
trials. Therefore, in the event of the shipyard being unable to deliver 
the vessel of requisite design and performance, the Government's 
option would be severely limited, and its interest compromised. 

m Shortfalls and slippages in contract execution 

The first vessel was to be delivered by the shipyard in October 2006. By CG's 
own admission progress of work was dismal. Progress reports made available 
for examination disclose significant deviation from milestones both with 
regard to submission and approval of drawings and ordering of equipment. 
Quality concerns are also an issue because Mis ABG deviated and continues to 
deviate from standard ship building practices in a number of cases in djsregard 
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of· the requirements of the Construction Overseeing T.earri of the· ·cGHQ. 
Orders (by Mis ABG) for critical p~llution control, navigation communication 
and heli deck equipment have onlyjeither recently .been placed (June 2007) or 
not placed at all. The shipyard, 3'.s of June 2007, had not even submitted 
technical proposals in 10 cases ! of procurement. The critical Integrated 

·Platform Management System is ydt to be· installed on the first ship~ With the 
I . . 

diversion of manpower by Mis AB<B from the project; even the first ship is not 
likely to be delivered until Marc~ 2008. In spite of all this, payment of 
Rs 221.02 crore has been made which is not commensurate with the payment 
due of Rs 190.52 crore as.per the +lestones specified giving the company an 
undue financial benefit of Rs 31 crore. . . ! 

I 

As .of June 2007, construction ~f huU of second and third yessel 
.completed to the extent of53 per ce,nt and 48 per cent respectively. 
. . ! . 

was 

. In sum, the Coast Guard has not bebn able to acqufre a single PCV in a decade 
though the acquisition process. cobmenced in 1997 itself. The acquisition 
process lacked ' transparency · ai{d deviated · from prescribed .purchase 
procedures, . which also ·contribute~ to delays. Flaws and distortions in the 
procedures adopted by the Coast Guard and the Ministry yielded no assurance 
that _th~ decision taken to. award _a/ contract worth_ Rs 368 crore for buil?ing 
specializeµ vessels to a pnvate shipyard was technically sound and financially 
prudent. This is corroborated by the unsatisfactory progress of the project 
leading to revision of the original I delivery schedule of the .vessels between 
September 2006 and September ~007 to October 2007 and October 2008. 
Moreover,. Rs 221 crore released to the shipyard is not commensurate with the 
milestones specified. 

Owing to faulty maintenance planning and delays in taking up the 
scheduled· maintenance routin~ of engines of Coast Guard Offshore 
Patrol - Vessels, spares worth Rs 7 .90 crore remain unutilised. 
Further, over provisioning of ~pares led to avoidable expenditure olt' 
Rs 57 iakh. I 

. i 
Engines of three Coast Guard Offshore Patrol Vessels (OPVs) - Vijaya, Veera 
and Vikram were due for 24,000 hdurly routine ih April-May 2006, September 
2006 and January 2007 respectively for extending the life of the engines by 
another 24,000 hours .. For carryin~ oui this routine, Coast Guard (CG) HQ 
placed five supply orders for procu(ement of control and engineering spares at 
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ai:r aggregated cost of Rs 11.45 crote during 2003-05. The details oforders 
placed are given in the Annexure-I. :, · 

Audit scrutiny of the documents relating to purchase of spares revealed the 
following: 

@ AU three OPVs, Vikram, Vijaya and Veera commissioned in early 
1980s, were due to complete their noffilal life span of 20 years by 2005 
and the Ministry had already been considering the proposal for 
acquisition. Of three OPVs for their replacement. Based on approval of 
the Competent Financial Authority, Coast Guard placed an order for 
construction and delivery of three OPV s on Goa Shipyard Limited in 
February 2006 to be supplied by December 2009. fo. order to keep the 
existing OPV s running, Coast Guard extended the life span of these 
OPV s simultaneously and made the procurement of spares for 24000 
hourly routine though these: engines would hardly be used for 5000 
hours until the supply of the new OPVs. 

o Spares worth Rs 7 .90 crore tneant for Veera and· Vikram are lying in 
store. The 24,000 hourly routines. for Veera could not be taken up as 
its related refit package is yet to be sanctioned. Spares worth Rs 3.56 
crore meant for Vijaya could only be used .after four to 30 months .. 

® Spares meant for .Vikram we're lying unused on the ground that. it was . 
due for decommissioning in 2010 and hence 24,000 hourly routines of 
the vessel was not taken up. '.fhe spares for this routine will be utilised 
for Varon.a which is planned to b~ done in 2008. Incidentally all three 
OPVs have completed theit; normal life. span by 2005 and are on 
extended life. Evidently, the spares were procured without regard to 

, the maintenance schedule or' the respective ships, and their utilisation 
in near future remained uncertain. 

o In respect of 39 items, Coast Guard procured almost double the 
quantity prescribed in the series bulletin. 'Ministry sought (November 
2007) to justify the procurement as these being anticipatory/emergency 
spares with long lead time in procurement and. the spares would be 
used for Vajra and Vivek f&lllng due. for routines in 2008 and 2009 
respectively. Audit examination shows that the lead time for 
procurement of these spares in most cases were less than six months, 
and these spares were actually procured for Vikram, Veera and Vijaya 
for which only 24,000 hourly routines of Vijaya could be undertaken. 
Clearly, 39 items of spares worth Rs 57 lakh were procured in excess. 
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Mimstry attributed in November 2007 the reasons for delay :i.n 1.mdertaking 
24,000 ho1.lldy routines to fong leJd time in processing of refit sanction, 

I 

abnormally high rate q[1.l!Oted by PSUs and their non participation, andl 
availability of Hrr.rited expertise and ihlrastrucrure. 

Ministry'~ reply indicates its inabili~ to ensure timely maintenance routine of 
ships. Further, 24,000 hourly routine$ are fa.llling as per scheduled maintenance 
and these ·are unconnected with tlle refit schedlllle. Non-carrying out of 
scheduled routine has Ji.ts toll on. ilib condition of. the ship ·as· Vikram even 

I . 

before receiving 24,000 hourly ro1.lltine wm be decommissioned and CG HQ 
procured the spares without even asbertaining the real condition of the main 
engine of the Vikram. · 

To sum up, owing to faulty maintenance pfamring and delay in taking up the 
scheduled ro1.lltine of the engines spates worth Rs 7 ;90 crore remain unutilised 
and over provisioning of ·spares ha~ led to avoidable expenclirure of Rs 57 
lakh. Defay. in carrying out the rbutine and running the engines beyond 
scheduled limit of routine will hav¢ ·negative impact on the condition and 
performance.of the··engines. I 

I 

I 

I 

I 
I 

I 

I 
I 
I 

i 
I 
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(i) · The Indian Air Force (IAF) requires an efficient logistical function 
backed by significant computerisatiJn since it is a capital intensive and 
technology oriented service which spdnds almost 60 per cent of its budget on 
aircraft, allied system and spares. ·.I~ November. 1995, Integrated Material 
Management On-Line System (IMMdLS) was sanctioned by the Government 
at a cost of Rs 23.86 crore to impr6ve material management, by reducing 
procurement foad,.time for the entire rluige of inventory and supply lead time. 
In addition to operational benefits, sa~ings to the extent of Rs 100 crore were 
expected to accrue within the first fe* years of implementation. The project 
was envisaged to be completed by February 2000. 

. I . 
I 

The projecUs implemented by the l!MMOLS Project 'feam (IP'f) consisting of 
I . . . . . . 

10 officers and a coordinator from Mis Tata Con.sulitancy Services (TCS) 
. . . I . . . .. . . 

headed by an ][AJF officer as. Globall Coordinator. The· project was to be 
mo~tored by a Steering Committee[! of eight ·members and headed · by a 
Charrman. ·· 
. .. . .... . I 

(ii) §c([])pe alll!Ilidl !IIlnetl:lht([])dofogy ([])ft' aIDtidlitt 
I 

The audit was con.ducted. to evaluate lthe efficie~cy and ~ff~ctiveness of the 
project implemented, the extent to whiph. its objectives were achieved and best 
practices of information technology (fif) management followed. The scope of 
the audit included evaluation. of the de~efopment of the application, ~xecution 
cif the project, utilisation of the app]J\eation, and assessment of general and 
application controls. ·.A tes,t check of records maintained ~lectronicaUy and 
mammUy was conducted in ·the offi~e of the IP'f, Air HQ and eighteen 
impiernen.tatlon sites. The review ru~o' ·covered-·examin.ation_ gf documents 

. re~ating to development of IMMOLS., Th~~at.udit findings are detailed in ~e 
succeeding paragraphs. . 

I 
. (i) fa terms of activities, the project was proposed to be completed as 

follows: I . 

I 
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PaASE NUMBER OF DESCRIPTION PROBABLE DATE 
SITES OF COMPLETION 

OF PARALLEL 
RUN 

Pilot 22 The last line balances of two February 1999 
weapon systems viz. Jaguar 
and MiG 23 aircraft were 
ported; 

Series 108 (later Entire tange of IAF inventory February 2000 
increased to 

130) 

(ii) Premproject preparati11msi 

IAF approved · the project without any pre-project preparatory work like 
undertaking a feasibility study,· d~termining the scope of the proposed system 
and fixing user· requirement specifications as also the formats of reports to be 
generated. As a result, the scope .of the project was vague and had to be 
revised which resulted in time and cost overrun as also design deficiencies as 
discussed in the following paragraphs. - --------

I 

(iii) Frequent Revisions-in_t)!~ Scope of the system 

___ 1 . -- -~-AS.against the initial assessment :of 502 terminais required for connecting to 
servers spread over 130 locations, a system study conducted in March 1998 
after signing the contract (July 1996) assessed the--tequirement as 2000 
terini.nals. Based on the revision, the cost of the project was mor~ than 
doubled from Rs 23.86 crore to Rs 49.87 crore. Further, the implementation in 
the first stage was restricted to inventory items of MiO 23 and Jaguar weapons 
systems: This ~~§.Jater revised' (January 2003) to include the entire IAF 
inventory. Consequently, the parfillel run, started for the two weapon systems 
in • September 2002 had to continue till October 2006 along with other ~---/.----
invenfory item:s, which delayed the benefits of operationalisiilgfu~ application -</ 

software at Li.e pilot sites. · 

(iv) Development testing 

I I 

The testing procedure adopted i to certify the application software was 
inadequate as problems were identified during implementation at the pilot sites 
rather than through a separate testing phase. Ideally, application software 
should be adequately tested prior to release in a simulated test environment 
with a test plan. which would include all a~pects to be tested and unexpected 
resqlts resolved before the relea~e. The problems observed, however, were 
rectified and implemented through enhancements. As a result, the design of 
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the application software underwent tevision 26 times over a period of five 
years (2003-07). These changes werb critical and in addition to normal bugs 
noticed during operation. Scrutiny of leach version revealled the foUowing: 

! 
Vel!"sfiia>nn I Nunmlb>ell" l!J)ft' ennllnallllcemenntts i 

Version 4.0 I 17 
Version. 4.1 I 17 

Version. 4.1.3 I 7 
Version 4.2 I 25 
Version 5.1 I 17 
Version 4.3 I 7 
Version 5.0 I 7 

The frequent changes indicate the ab~nce of a proper s,;,.tegy in testing and 
· change management. Latest user manuals (August 2006) were updated only 
tiU Version 4.0. of the software. · 

(v) IDellay fum eXe(C11.Iltfoim @ft' Jillll"tIDje(C~ 
. I 

Ministry signed an agreement (July 1996) with Mis TCS for devdopin.g the 
application software by March 19981 for a contract value of Rs 23.86 crore. 
After completing 'system study and requirement analysis' (March 1998) as the 
first stage of the contract, Mis tcs · designed, developed, ported and 
implemented the application softwar~ at the 22 pilot sites by September 2002 . 
after a delay of over three· and a half years, While Mis TCS was· responsible 
for delaying the development of the jsoftware; procmement by lAlF was also 
laggard in respect of ·hardware like servers/dient machines and all.so 

· SATCOM61 based 'Wide Area Netiiork' (WAN). The second stage series­
phase activities at the remaining 1bs sites, envisaged for completion by 
February 2000, were taken up in Janhary 2003 and completed at all.1130 sites 
by October 2006. ,The delay in complbtion of second stage installation was due 
to delay in cominissioning of WAN. The project has finally been completed 
after incurring an. expendirure · of Rs 72.21 crore. Thus, slippages in 
implementation of various project components delayed the development of the 
software by six and a half years ther~by denying operational ·benefits and the 
envisaged saving of Rs 100 crores by way of reduced administrative costs for 
the delayed period. i · 

(vi) The initial contract with Mis TCS ·provided for hiring. of 9600 bps lines 
I . 

of Department of Telecom (DoT) Hased WAN at a cost of Rs 1.10 crore .. 
Later,· in August 1997, Radar ComJunication ·Project Organisation (RCJPO) 
recommended a satellite based Wid~ Area Network on the basis .of techno 

61 SATCOM : It is a Satellite communicatiJ based Wide Area Network . 
I 
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economic criteria and ease of installation to meet the high data transfer rate 
requirement of IMMOLS. Considering the technical superiority and future 
requirements of the Air Force, Ministry sanctioned, in August 1998, 
SA TCOM based WAN at a cost of Rs 15 crore. Against targeted dates of 
commissioning the network at 22 pilot phase sites by March 2001 and 
remaining 108 sites by September 2002 actual dates of commissioning were 
November 2001 - December 2002 and December 2006 respectively. This was 
due to delay62 in placement of supply order by two years and delays in supply, 
installation and commissioning by six years. Improper assessment of 
hardware needs also resulted in delay in completion of the project as also 
additional expenditure to the extent of Rs 1.21 crore. 

Most importantly, the ambiguity with regard to establishment of an efficient 
and technologically superior network has not been resolved till date. In the 
Steering Committee meeting held in April 2007, a second migration of 
IMMOLS from SA TCOM based WAN to AF Net has been decided. Once 
this decision is implemented SA TCOM facilities created at cost of Rs 17 .50 
crore would become redundant. Thus, the delay in completion of WAN has 
rendered the expenditure incurred on it largely unfruitful. 

ill System Operation 

Deficiencies noticed in operation of the system are discussed below. 

(i) Reliability of IMMOLS data 

In April 2007, on-line Provisioning Review (PR) using IMMOLS was 
activated. Thus, future Current Annual Requirement (CAR) data was to be 
automatically generated through replicated demands of all 130 self-accounting 
units of IAF. This entire process is represented through the GIG63 data of the 
system which indicates the inventory status and availability of stock along 
with their purchase rates. However, audit scrutiny of the PRs revealed that 
IAF is still depending on the manually prepared CAR data as these are 
considered more reliable than the system generated data. No corrective action 
had been taken for making the system-generated data reliable. Further, audit 
analysis of the master data available in GIG revealed that the data fed and 
available in the system was not factually correct in many cases. It was noticed 
that the unit cost of certain items like aeroengine, generator set, and 
ambulance, Car 5 CWT Maruti Gypsy etc shown in GIG ranged from zero to 
Rupee one. Likewise, in the case of inactive items, a summary report 
generated at one site revealed that out of 69228 items, unit price in respect of 

62 Date of sanction - August 1998. Date of Order September 2000 
63 GIG - Global Item Gallery represents details about the inventory of IAF 
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I 

14168 items was not available at anJ JWFhad not taken any action in checking 
the accuracy of data fed in the systeih for its purification.· 

I 

(ii) · IElecllroillic lilowmeimlalioilll I . . . · 
All units that form an e-cycle based logistics activity have to perform their 
role on KMMOLS e-:docmnents. Hdwever, financial concurrence given by the · 
futemal Financial Advisor (IFA),.eksential for provisioning and procurement 
cases to be approved by the com~etent financial. authority, continues to be 
carried out off line. Requirements are printed and each case is processed 
manually. Besides diluting the vecy purpose ofautomation, future decision­
making is a].so affected as the earlier advice of the ][FA is not available on-line 
for future guidance of the user. Rea~ons for this were not on-record/intimated. 

(iii) . N\!]):irn.~l!lltb1Ilnzaim1.®IID @fr' ai faicftlliityi umma:lleir JP>ir10HcU11iremmeIIDt M11D1dhrnlle 
I 

llMMOLS has the facility, under p~ocurement module, to generate details of 
I . . . 

Director General Supply and Disposal! (DGS&D) rate contracts. However, the 
module contains only ·data relatibg to test transactions of DGS&D rate 
contracts. as data relating to other /rate contracts was not being fed into the 
system and the facility was not available to the user. Basically, master-data, as 
on date, is still incomplete in certairi respects. · 

(
. ) m .:11 • : R" ~· .ir l . ~n lV .irlelffilillleIIDCy nIID irep llCal~Rl!DIID i!DJL IUli!DCUllmtnlellllu.a 

Replication of documents is the trLsfer of data between servers of vafious 
sites about,the Balance.of Stock De~andraised, demand met through issues of 
inventory, etc. Timely replication is critical for the success and effectiveness 
of on-line inventory management. j For example, if connectivity between Air 
HQ and one, of the depots is not established for 15 days, then Air HQ would be 
viewing ·the balances of stock, dJmand raised etc. of inventories 15 days 
earlier. Audit noticed that replicatibn of documents was pending at all the 18 
sit~s tes~ checked in audit due to :c?~ec~ivity problems leading . to reduced 
satisfactmn ' levels, delayed matenilizat1on of demands, · delayed stock 
visibility, etc. During the audit of jselected units, documents which included 
master stock status, demands of units to the Equipment Depot (ED), etc. and 
numbering from one to 144771 wJre pending replication for periods ranging 

. rip to 357 days. Further, the dema~ds of (1) inventory items under 'Demand' 

. module that are satisfied by issue °f in-lieu items64 and (2) those met through 

64 In lieu items are those items which cah replace another item by performing the required 
functionality. ·However, they may or knay not be inter changeable both ways, hence, they 
are for all purposes different items. I . 

: 
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· non IMMOLS vouchers due to connectivity probl'ems do not get cleared in the 
system and continue to be depicted as unmet demand. . 

(v) Non~availability oflegacy data and duplication of inventory dam 

After transitionfrom the manual system, only the last line balances (LLB) of 
all the inventory items were ported to IMMOLS. However, detailed inventory 
data of EDs/Base Repair Depots (BRDs) for the period was not transferred. In 
the absence of full data, the transactjon pattern/history of all the items was not 
available. Data in respect of inactive stores was also not available in the 
system in test checked cases for use by management. Test check in audit 
further revealed that· the same item~ were appearing with different inventory 
numbers at the same or different location. Therefore, the data generated by 
the system lacks assurance on its c~rrectness affecting management decision 
on provisioning, procurement and stocking, etc. 

IV Application controls 

(i) Application controls are spycific to cases of processing individual 
transactions. Tliese ·controls are used to provide assurance that all 
transactions are valid, auth9rized, complete and recorded properly.· 
Data relating to certain important modules extracted and analyzed in 
audit revealed deficiencies as: discussed below . 

. (ii) , Users are able to raise demands for items which have previously been 
partially met. This iilflates the demand position depicted in the system 
since partially met demands continue to exist in the system as a· 'full' 
demand.· This· happens beca'1se the issuer, after supply cannot modify 
the demand status from 'full' to 'partial' or ·'nil' supply. Only the 
demanding agency can alter these details.. In case, the user does not 
update its demand status according to supply, the entire demand will 
remain in the system as 'outstanding', which inflates the. demand 

, position. 

(iii) The results of 'dues-out' 65 0nder 'Masters' module and 'Demand' 
module for the same item are different which indicates. the system. is 
not giving the correct results. • 

(iv) Local purchase is carried o~t by the units to meet their immediate 
consumption under delegated powers. Central purchases are 
undertaken either by Air HQ/Command HQ for dependent" units and 

· these are stored at mother depots (ED/BRD). However, in IMMOLS, 
there is no difference between local and/or central procurements . 

.. Under 'Procurement' module. the output sereen for Local and Central 

65 Dues
1 

- out: It indicates the inventory ite~ to be issued by the depots 
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I 
menu are tlne same,.and as subh the system is not producing the correct 
results.. \ 

(v) lin MTV66 linking report under 'Demand' modlule the summary does 
not tally with the details in \the report. This also indicates that the 
system is not generating the 4ata correcdy. 

(vi) ][MMOLS envisaged generat~ng Discrepancy Reports (DR) indicating 
details of discrepancies raisclli I approved I cancelled under 'Demand' 
module. The system does not /generate any such report. 

V §ysfttellllil §tecnnll'l1.fty . 
Weaknesses in the seclllrity environment are discussed below:-

. . I 
Ji.. P~sw@irall §te(Cnnll'l1.fty 0 KMMOLS application software accepts User 

Identification of any pennitted rtser w:i.th a password selected by the user. 
The system accepts even a single character password, which has a high 
security risk particufady in thej absenc;e of any other security measures 
like en.forced potential periodical change of passwords. · 

ii. VJirus llmrlt'te(C~@nn - Virus in.f ectiob were prevalent at certain sites exposing 
the vulnerability of the systemJ In . fact, IAlF decided (March 2001) to 
withdraw CD-ROM and Flop~y Disk Drives (fDD) from 450 client 
temrinals as a security measure.ISubsequendy, fDD and CD-ROMs were 
procured and installed in 1009 terminals. The decision needs to be 
reviewed as using peripheral d~vices for secondary storage exposes the 
system to virus attacks. . I 

iii. JE:admJPl tdlnnall ((!Irtdlslln Jrte(C@Vtecy ¢esmg 0 Directives were issued (April 
2006) for safeguarding the dedtronic data by taking periodical hadrups 
and putting in · place crash iecovery · procedllllfes~ These procedllllfes · 
prescribe how to take bac~p. its stor~ge and other. particulars. 

. Deficiencies were noticed fo following the prescribed procedures. Of the 
18 sites test checked in audit, b~ckups were not testedl for crash recovery 
at any of the sites. Monthly !backups were being forwardled to HQ 
Maintenance Command at on1~ four of the 18 sites and the remaining 
units were keeping the backup at the: same location defeating the objective 
of keepfog the data under safe dustody at an· off site location. Foil" of the 

. . 18 sites were not keeping two cppies of backups and transaction fog files 
with the CEO and AOC of the units as required. 

iv. lDlieiltdly iillll irtes1t@~tdlftii®llll l!l>[ 1th~ Jys1ttelllffi 0 IMMOLS is a criticall on-line 
. system, the failure of whlch !would cause serious disruption in the 
functioning of th{(· organisation. Time taken to restore the system at 
various units ranged from four io ten days. Measures taken to overcome 
such events and put in place continuity plans were not on record. 

66 Material Transfer Voucher Report: This rbport specifies whether the inventory was brought 
on charge by the consignee I 

I 

I Wl 

I 
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VI Procuremeirat Issues and Other Points of Interest 

(:i.) Wastefuit! expenditure on. integration ofsQftware 

IAF ·decided (2001) to integrate an· application, namely Integrated Production 
and Resource Management System (IPRMS) with IMMOLS at a cost of Rs 55 
lath so as to make the task Of IPRMS more efficient. However, integration of 
IPRMS witli IMMOLS was severed in December 2005 due to technical 
resons. Board of Officers proposed (October/ November 2006) that data· 
exchange with IMMOLS be done 6ff-line. Thus, injudicious decision not to 
integrate IJPRMS with IMMOLS resulted in .wasteful expenditure :of Rs. 55 
lakh' on its integration. 

(ii) irregularities Jillll purchases: 

IAF purchased ·hardware viz., 4~ Primary . and Secondar)r Servers, 1000 
term'i.nals during August 2005 at a cost of Rs.12.47 crore after rnviting limited 
tenders in which only two tenderers ·participated. Reasons for not invitmg open 
tend~rs as per the provisions of Qefence Proctirement Manual were not on 
record. Order was placed on one<of the group companies of Mis TCS viz. 
Mis Tata fufotech Ltd (TIL); which also merged with it in August 2005. The 
order was placed after rejection of the tender of another vendor Mis HCL Ltd 
on the ground· that the servers to . be supplied by ·them did not have the 
approval of Transaction Processing Council (TPC) rating. Rejection of the 
tender for supply of computer terminals .that did :not require TPC rating along 
with rejection of the tender for supply of servers was irregular. 

(iii) Underaiuitmzation of on-line facilities 

The rates of last five· purchases of an item are av;ailable on- line at GIG under 
the Screen Module Masters. This facility was not being utilized in all cases of 
purchase effectively as is evident from the fact that one. of the pilot sites (24 
ED, · AF) p~ocured 306 Lamp · (GIG No.479382). for Chetfilc!Cheetah 
Helicopters at a unit cost of Rs 276 und~r a supply order placed on Mis JB 
Industries, New Delhi-15 on 27 October 2006. EfQMC procured 1989 number 
of the same item at a unit price of Rs 1960 under another supply order placed 
on Hindustan Aeronautics Limited, Bangalore on 13 January 2007. 
Appa,rently HQ MC did not negoti~te on the higher price offered by HAL on 
the basis of reference price available in the GIG before placing order. Non­
use .of the IMO LS module resulted in an av0idable extra expenditure of 
Rs 33.4967 lakh. 

~ ... . ·. . 

(1989 nos x Rs 1960)- (1989 nos x Rs 276) =Rs 33.49 lakhrounded to Rs 33 lakh 

: 102 



ll?.eporl No. CA 5of2008 (Air Force and Navy) 

VII (C([])Jmtellunsft([JIJIB 

The implementation of the project suffered due to ambiguous scope of the 
. I . . -

KMMOJLS project and delay in setting up of WAN and purchase of ];lardware. 
Thls was mainly due to the failure_ bf ilie Department to undertake pre-project 
preparatory work determining the lscope of the system to be cllevdoped and 
working out specific user requireriients. The slippages in implementation of 
the project delayed th~ developmeht of the software by six and a half years . 
with resuhant cost over. run of R~ 48.35 crore besides denying operational· 
benefits to ilie users and the envtsaged saving of Rs JOO crore by way of 
reduced administrative costs for thtelayed period. . 

The case was refeq-ed to the Miriistry m November 2007; tperr reply was 
awaited as of December 2007. I 

New JDeilllru1 
ID>atte[![~ . 25. February 2008 

NewD~Illlni 
IDruitteqf[~ 25 February 2008 

I 
i 

I 
I 

I 

I 

I 

(R..JR.STINHA) 
IP:rnndJPaR Director ((])f Alllld.lill: 
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I 
lPll"([])ICUllll"iemmienntt ([])fr' SJ!llIDll"es fr'([])~ ttllnie 1tllnirieie Olflfslln([])Ire Pmttmoiil Vessells 

(JR.iefr'ieirl1t([]) lP'mirm f:\T([]). §.2) 
I . 

§Il. §][J>auries ]j))a1ie l!llft' Narnriie l!llft' tlbtie 11.'y][l>teS l!llft' Datte l!llft' irlliellfivieiry 
Nl!ll. ll"tel[]luruill"eirll SUil][l>JP>Hy l!llll"idltell" r~ S][l>a!ll"teS mirll OJI' 1Ilruis S][l>a!ll"teS. 

foll" slbtfillll · arrnirll aml!llunrrn1 I fi1tellllil Oll"irlJtel!"teirlJ 
L Vi.jaya 18.11.2003 Mis IKirloskar Control 23 July 2004 to June 

for Rs 17.27 OH j Engines items 2005 
lakh L~ted, 

Nasik 
2. Vikram L03.2005 for 1-do- Control 24 July 2005 to 

and Veera ~Rs 69.27. items November 2005 
lakh I 

3. Vijaya, L03.2005 for -do- Engg. Spares March 2005 to 
Vikram Rs 961.95 303 November 2006 
and Veera lakh .. ">-,.... 

4. Vijaya 4.12.2003 for Mis! 15 control June 2004 
Rs 17.29 Krishndeve spares 

I 
lakh Con~ultancy 

Service, lDellii 
5. Vikram 1.03.2005 for -do- Control 18 July 2005 

an.d Veera Rs 79.17 items 
lakh 

.. 
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(Refer to Para No.2.10) 
List of Action Taken Notes not received as of 31st Janmary2008 

'St Report Chapter Para Pertains. Brief Subject 
No. No. and of the No. to 

,Year Report 

1: 5 of2006 Ill 3.2 Air force Unauthorised construction· of 
I 

Officer's institute I : 
' 

2. 5 of2006 IV 4.1 ·. Navy Procurement of one extra. Fast 
Attack Craft 

3; 4 .of 2006 m -- N~vy Project Management in Navy 

I 
(P'.A.) 

4. 5 of 2007 II -- Afr force . Provisioning · and procurement ------------------ ---·--
(P.A.f --- - . activities at - H~-Maintenance 

Command, Base Repair Depots and 

I 
·Equipment Depots ,..._~~ . 

' 
5; 5 of 2007 Ill -- Navy Management of Equipment in Naval 

. (P.A.) ·Dockyards, Mumbai and 
Visakhapatnam 

6) 5 6f2007 I 1 MOD Financial Aspects 
I 

7. 5 of2007 II 2.2 MOD Refurbishment and modernization 
of an aircraft 

8.j 5 of2007 IJ[ 2.7 MOD Follow up on Audit Reports 
I ' 
I 

9. 5 of2007 Ill 3.1 ~Force Extra expenditure on irregular grant 
of an allowance 

10. 5 of2007 Ill 3.2 Air Force Avoidable extra expenditure in 
i I 

: 
procurement of spare aero-engines 

11. 5 of2007 m 3.6 Air Force Extra expenditure in conclusion of 
repair contract 

12. 5of2007 IV 4.1 Navy Procurement of spares for seaking 

i 
helicopter 
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13. 5 of2007 
I 

N 4.3 :ttavy Non-utilization of XBT Probes 

I 
14. 5 of2007 IV 4.4 lavy Delay in procurement action leading 

to avoidable expenditure 

\TJ[ 
I . . 

rt Air. Force Centriil. 15. 5 of2007 6.1 Air Force Audit of 
I Accounts Office, New Delhi .- I 
I 

16 5 of2007 VI 6-2 Tvy Audit of Integrated Pay Accounting 
and Disbursement System (IP ADS) 
in Naval Pay Office, Mumbai 

-

... --· --

I I. 

I 
.1 
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