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I N T R O D U C T I O N  

I, the Chairman of the Public Accounts Committee as authorised 
by the Committee, do present on their behalf this Sixty Second Re- 
port on action taken by Government on the recommendations of the  
Public Accounts Committee cont~ined in their 231st Report (Fifth 
Lok Sabha) on Procurement of Oil. 

2. On 10th August, 1977. an Action Taken Sub-committee', consis- 
ting of the following members. . v a ~  nppointed to srrutinise the replies 
rerieved from Government in pursuanx of the  recommendations 
mad(. bv the Committee in their earlier Reports: 

Chairman 

1. Shri C. XI. Stephen 

Cow vener 

2. Shri Asoke Krishna Dutt  

Members 

3. S!~ri  Gaul4 Shankar Rai 
4. Shri Tulsidas D a s a p p ~  
5. Shri Knnw;.r La1 Gupta 
6. Shri Zawar Hussain 
7. Shri Vasant Sathe 

3. The Action Taken Sub-Committee of the Public Accounts Com- 
mittee (1977-78) considered and adopted this R e ~ n r t  a t  their sitting 
held on 27th Februqry, 1978. The Report was finallv adopted hv the 
Public Accounts Committee (1977-78) on 15 March, 1978. 

4. For facility of refercnw the ponclusions,/recommend.-tions of 
the Committee have bee? printed in thick type in the  body of t h e  
Report. For the sake of convenicnre, the  conclusions/recommends- 
tions of the Committee have also beerl appended to  the Report il! 

:I consolidated form. 



8. The Committee place on record their appwiation of the assis- 
tance rendered to them in this matter by the Comptroller and Audi- 
tor General of India. 

C. M. STEPHEN, 
Chairman, 

Public Accounts Committee. 



REPORT . . . " 

CHAPTER I 
1.1. This Report of the Committee deals with the action taken by 

Government on the recommendations/observations of the Committee 
.contained in their 231st R e p r t  (Fifth Lok Sabha) presented to the 
Lok Sabha on 3rd November, 1976 on Procurement of Oil for use 
by the Ministry of Defence by the Department of Supply which 
had been reported in paragraph 11 of the Report of the Comptroller 
and Auditor General of India fo the year 1972-73, Union Govern- 
ment (Defence Services). 

1.2. Action Taken Notes in respect of all the 22 recommendations/ 
observations contained in the Report have been received from Gov- 
ernment* and these have been categorised as follows:- 

( i )  Rec.o~mmendatim/observations that have been accepted by 
from Government. 

( i i )  Reron~~nenclntions/observations which the Committee do 
not desire to ptrsue in the light of the replies received 
from Gn7.c?rnni~~!t. 

S. Nos. fi. 7. 10, 13. 14 and 20. 

S. Nos. 2 ,  8 and 9 

(iv) Recontmcn dat l o n s / o b s e r ~ a t i m  in respect of u~h ich GOV- 
ernment hal-e ftrr~!ish.ed inrerivt *plies. 
S. Nos. 4. 13 (Partly). 15. 17. 19 and 21. 

1.3 The Committtv expect that final replies to these recommen- 
dations/obser~?ation.; in rcspcct of which only interim replies have 
'm far been furnished will bc s~~hmit ted to them duly vetted bp 
Audit without delay. 

1.4. After presentation of the 231st Report (5th h k  Sabtia) on 
31d November. 1976 Gwernmen t  were requested to  frtrnish Actinr, 

"Action Taken Note on S1. Nos 1 to 7, 11 and 13 tn 18 of D e ~ t t .  
~f Supply have not been vetted i n  Audit 



Taken replies on all the recommendations contained in the above- 
mentioned Report by 2 May, 1977 Advance (unvetted) Replies. 
were received from the Department of Supply on 1 June, 1977 and 
from the Ministry of Defence (Department of Production) on 
26 November, 1977. The latter furnished the vetted replies on 
23 January, 1978. In respect of certain* paragraphs. 

1.5. The Committee will now deal with the action taken by 
Government on some of their recommt.".dations. 

Execution of contract 

(Para 1. 60, S. No. 2) 

1.6. Commenting on execution of contract with Mls. Valvoline 
(India) Pvt. Ltd.-the second lowest tenderer in this case, the Com- 
mittee in para 1.60 had observed:- 

"In response to the tender enquiry issued by the Director 
General, Supplies & Disposals, against the first indent, 
placed in April 1968, by the Army Headquarters, for the 
supply of 1.62 lakh litres of the oil (cost: Rs. 4.86 lakhs) 
the lowest quotation of Rs. 2,720 per lriIo litre had been 
received from Sikri and Grover and the second lowest 
quotation of Rs. 2.998 per kilo litre from Valvoline (India) 
Private Ltd. It had, however, been decided in consultation 
with indentor. to  place orders on the latter firm, in spite 
of the fact that its quotation was not the lowest, for the 
following reasons: - 
(a) while both the firms required import licence, the 

foreign exchanne component of the quota tion received 
from Valvoline (India) Private Ltd. was Rs. 2.45 lakhs 
as against Rs. 2.66 lakhs in the case of the quotation 
of Sikri and Grover. 

(b) The lowest tenderer (Sikri and Grover) had also 
demanded reimbursement of what were described as 
non-recoverable duties in addition to the duties re- 
coverable under law. and thc Ieaal validity of this 
claim was already under examination at the relevant 
time, in consultation with the Law Ministry, with 
reference to a similar demand made by the Arm in an 
e a r l i ~ r  case. However, in view of the fact that the 
resolution of this dispute 'might take a little time' and 
the indentor's requirement was also 'very urgent' 

- .- -- - - - - - - 
e S 4 a l  Nor, ? to 8 I 11 10 I 5 ,  7 7 and 19 to 22. 



had been placed, in January, 1969, on Valvoline 
(India) Ltd., after an unsuccessful bid to obtain a 
price reduction." 

1.7. In their reply* sent vide U.O. No. 191191761D(Prod.) dated 17 
November. 1977 the Ministry of Defence have stated: 

"P ro~u-  e ~ n c n t  of the stoi e rested with DGS&D. However, 
when DGS&D informed Army Hqrs. that there were legal 
difficulties in ac-cpt:.lg the claim of M/s. Sikri and Grover 
for r e i r n h ~ r s e m e ~ ~ t  o" the nun-r.ecover-.ble duties and 
enquired from Arm! IIyr,., if  they were prepared to wait 
till the issne was rsolved.  Army Hqrs. replied that  their 
l e q u i r c r r r ~ ~ t s  of t h e  store were urgent and they could not 
wait." 

1.8. The E:lquirv Cornmit~i. , ,  a l p i n t e d  by the Ministry of 
Ilefcnce (Department of Dzfer,re Production) in pursuance of this 
C'ornmiticv's ~wommendation had in its Report dated 30 August 1977, 
observed: 

" . . . . befo: e awarding contract to M's. Valvoline whose 
quotation was higher on 13 January, 1969 i t  would have 
bcen prudent on DGS&D9s part to have informed in writ- 
ing M/s Sikri & Grover that non-recoverable duties could 
no: be reimbursed and sou?ht a confirmation, if they were 
willin? to waive off the condition. There appears to be 
no dorumcntary evidence of this having been done. It 
lnnv ?)c mentioned that Mjs. Sikri 9: Grover had supplied 
the store earlier against two orders dated 24 June. 1968 
and 30 July. 1968 and the stores were found satisfactory 
by the users." 

1.9. The Committee art- inclined to ncrre with tho views of the 
Espert Committee appointed bv thc Ministry of Defence (Depart- 
ment of Defcnce Production) and feel that the Department of Suppl?' 
~ h o i ~ l d  have confronted the lowest tenderer with the question 
of Mk. Volvoline (Iiidis) Pvt Lid. and made nn nttemnt 
l o  negotiate the term. of the contract with them in the light of the 
twms offered by MIS. Vnlvolinc (India) Pvt. t t d .  



M t y  i n  carrying out the Prescribed Tests 

(Paras 1.66 and 1.67, S. Nos. 8 & 9) 

1.10. Expressing their disapproval of the laxity on the part  of 
Defence inspection Organisa tion in carrying out the prescribed 
tests of the bulk supplies of the oil, the Committee in para 1.66 and 
1.67 had observed: - 

1.66. "Apart from these shortcomings in the initial processing 
and acceptance of tenders for the supplies, the Committee 
are gravely concerned to find considerable laxity on the 
part of the Defence Inspection Organisation in carrying 
out tile prescribed tests in respect- of the bulk supplies of 
the oil. resulting in relaxations in the specifications of a 
vital item in a manner \i.Ilici-1 can only be termed ii1d1~- 
criminate. For instance the specification for Mineral Oil 
Hydraulic Buffer, prescribed by the Defence Research 
Laboratory (Materials), included two tests to detect the 
presence of a1;omatic compounds in  the oil whic.11 attack 
the rubber components in buffer systems, 2- iz .  aniline 
point test and change in aniline point test after estractinr? 
with sulphuric acid of 98 per cent strength. T l ~ e  ad\~ance 
sample received from firm against the first contract had 
been subjected to bot.11 these tests when i t  had been found 
that thr ch?ngc in .kni l inr  j-' 4 n t  of the s. rnylc. after' 
extraction with sdphuric  acid, was 7cC 3 4  against 5 5uC 
(maximum) specified. Though :his variation was by no 
means small. the defect had been considered to be 'minor' 
and, it  h:id bectn : !~cided lo accept the sample with  this 
'minor' del-ial ion. and to k i n ( :  tt-is tieviat i , b : 3  fwlm t.hc 
specification requirement to the notice of the supplies for 
rectification before rommencement of l~ullc su!~plies. On 
this being taken ur, with t h e  suppliers. they maintained 
that the oil had hecn checked again in their blending plant 
when the change in aniline point had heen found to be 
only 54°C and pointed out that the anom?!?? co111rj have 
arisen if sulphurir acid of 98 per ccnt strength had not 
been used in the t e d .  However. before the suppliers could 
he informed that  the test in regard to change in anilinc 
point had, in fact, heen c o n d ~ ~ r t d  wit.h acid nf prrs-ribed 
strength. the hulk supplies of the  nil had alreadv been 
made." 



1.67. "Surprisingly, even when i t  was known to the Inspection 
Organisation that the advance sample had failed in tile 
change in aniline point test, and the findings in this regard 
had also been disputed by the suppliers, this test, though 
admittedly necessary, was disp'ensed with in respect of the 
bulk supplies made against the first contract on the ground 
that the results of the aniline point test were satisfactory 
and because acid of the requisite strength was not avail- 
able in stock. In spite of the fact that concentrated sulp- 
huric acid is a comm~dity that is available freely enough, 
it had not been considered necessary to procure acid on 
an emergent basis for carrying out the test, since the 
Inspectorate had apparently taken the view that the ani- 
line point test wa: the 'crucial' test for checking the 
aromatic content of the oil and therefore. the absence of 
t+e second test W O L I ! ~  not he serious. The Committee a7e 
unable to sppre5at.  the strange logic of this argument 
and are of the view that since the advance sample had 
Iai!e3 in the chmge in aniline point test. the test ought 
to have been necer-arily co:~ducted r n  samples drawn from 
the hulk supplies. in order to make sure that the spplies 
conformed, in all ;-~spects, to the specifications. That this 
was nct dnne i s  to be deprec3tt.d. What is pe-haps ever. 
worse is that the omission of this particular test, had nr' 
tve? h e w  l?okrd i:lto bv t!le Chief Inspector of Materials 
when he chose to sign the test report." 

"T:IP Enql111-v Cornmittel- appointed by the Government in its 
findincs had nhscrvcd that relavations in acceptance of 
wpplics of  OR'19R frmn M /s Valvoline (Ivdia) Pvt Ltd 
were gi\-en hv CTM in respect of chance in aniline point. 
as cnntnnt and rr.vklv test follow in^ of t h ~  relayed plan 
for selection of thr qamplec at the time of bulk inspection 
n73s a l ~ o  a deviation from the laid down ~rocedure. when 
M/s Val\vlinr were supplving this critical store for thn 
first time and therefore rigid plan for sampling should 
have been observed. 

The Enquiry Committee went into the past practice followed 
in according relaxations in the inspection of OMHB and 



the similar stores. In their findings the Committee has 
observed as follows with regard to according of relaxation 
in respesct of change in aniline point: 

'With regax'd to changc in aniline point, the Committee 
has found that in alnlost all earlier supplies of OMNB, 
as well as OM-13 (which is an uninhibited OMHB). this 
relaxation has invariably been given in all cases. This 
would be evident by reference to Appendix S1. No. 26 
which shows that relaxations were given in supply of 
OMHB from Mls. Sikri and Grover and MJs. Castrol 
varying from 5°C to 7.4 C against 5.5'C (Maximum) 
specified. No complaints of any nature were received 
during the use of these stores, which had higher change 
in aniline point than specified'." 

1.12. In rep> dated 17 Novernbi.:. 1/17; t u  rc~wmrnendation con- 
tained in pqragraph 1.67, tl,,. MirListi'). had staicd as f t~l low:  

"U'hile it 15 mcumhcnt on the part of an inspection agency to 
crirry out all tests laid down in the specification/schedule 
of inspection. it IS true that no test for change in aniline 
p i n !  had been carricd out st the time of inspection of 
samples frnm bulk supp'lies. i 7  the 2hsenc.e of sulnhuric 
Acid of correct concentration then not being available. 
In  all probability this consignment if tested tao would hayo 
revealed higher change in aniline point ;-s was found in 
the advance sample and store cleared with the reIaxation. 
as in all prevjous supplies of OMHR from different sources 
this relaxatim in respect 04 chanqc in aniline point had 
been accorded The OMHB accepted in the past with this 
relaxation had not eiven any complaint of adverse effect 
in service. With this background the Chief Inspector of 
 material^ ~ h i l r  siqninq the report did not consider omis- 
sion of thi.; test as vew consequential to the qualitv of 
the product. 

No doubt thc test of chanve in aniline point which gives an 
indic+ion of a r o m ~ t i c  content of the oil has been stipulated 
to guard against. tho effect of OMHB on rubber sealc nf 
the recoil svstem nf plms. oils with higher change of aniline 
point have not shn11.n m v  adverse effect an rubber seal 
of the recoil svstcr- The Enquiry Committee in its 

- - - -  . -- - -- - 
*Not vetted by Audit. 



conclusion has remarked that the test of change in aniline 
point meant for safety of rubber components is not very 
reliable and should be replaced by a modern seal swell 
test based on seal rubbers used in India." 

1.13. The Committee are not convinced with the explanation ad- 
vanced by the Department of Defence Production that the relaxation 
granted to M/s. Valvoline (India) Pvt. Ltd. was in accordance with 
the prevailing practice. T h q  consider that if the terms of the con- 
tract and the specifications contracted for were rigidly enforced 
through appropriate tests. the defect in the supp'ies might well have 
-come to notice and the loss could have been prevented. 

Delivery Schedule of Stores 

(Para 1.63 S. No. 11) 

1.14. Apprehending that delivery pet'iod would not have been 
adhered to. the Committee. in p r H  1.69 of their 231st Report had 
observed as follows: 

"Again though the supplies in respect of the second contract 
had been made in drums with screw caps, as provided for 
in the agreement. oi! in 100 drums alone out of the consign- 
ment of 15.521 drums had been subjected to the crackling 
test, on the g r ~ u n d  that the  shipment already having been 
delayed, conducting cent per cent crackling test on all the 
15.521 drllnls ~vnuld have involved considerable time and 
further c1el:tyed ~~rgen ' l y  required supplies to the user. I t  
would, therefore. appc.::r that the stipulated delivery 
pcriod had not been ~ d ! x r e d  to by the firm in respect d 
this contract. The C'ornmit.tee would very much like to 
know the rcasons fo, .  extending the deIivery period and 
the strps, i f  any. ta' . 1 ':y the Department of Supply at 
a11 ytaqcs 1.0 see that ci..!iver;es wm? expehted particularly 
in ~*o:llext of the earlier esperience with the firm." 

1 15 I n  t h t . ; ~  Zrtion Taken Not.. dated 1 June, 1977, the Depart- 
mrnl  Supplv stated as under: 

"YI.. Di.lr\.cry wried stipulated in the second contract No. 1u 
dated 9 F+ 'wuarv. 1970 was as under: 

'T~II* - ' C ~ Y ;  \v;11 h offered for insprf,tion within 18/19 weeks 
:.'I l r  r ,*sc-ipt of import licence and stores will be des- 
p;it:.hed within 7 days after rrccipt of I/NotesS. 

Impcrt recornmendat ion certificate \v ,; ~ s s u r y ~  to  the fifm on 24 
February, 1970 and they obtained Import Licence on 30 



April 1970. The A/T placed ww subject to aubmirainn 
of advance sample by the Arm to CIM, Kanpur before com- 
mencing bulk supplies. The sample was submitted by the 
firm on 23 May, 19713. 

Advance sample report, pointing out certain defects was sent 
by CIM, Kanpur on 24 June, 1970 to the Inspector ICS, 
Calcutta, a copy of which was also endorsed to the firm, 
indentor and the DGS&D. CIM stated in the said letter 
that the deviation from the specification requirement might 
br brought to the notice of the supplier for rectacation 
of their product, when supplied. The Arm's request for 
extension of delivery period was referred to the indentor 
and the latter had agreed to the extension of deliver: 
period upto 31st December 1970. Taking into consideration 
the terms of the contract, the delivery period was refixed 
upto 28 February, 1971. 

I t  was learnt from firm's letter dated 18 March, 1971 that s u p  
plies which arrived at Calcutta were offered for inspection 
on 17 February. 1971 and were inspected on 19 February. 
1971. The firm, therefore. requested for extension of 
deliverv period upto 30 April. 1971. The position was 
reviewed and the delivery period was accordingly extend- 
ed upto 15 Mav, 1971, vide T?CIS&D letter dated 16th April. 
1971. The supplies were completed, despatches having 
been made in lots from 12 April 1971 to 22 April, 1971." 

1.16. In this connertion the Committee would like to refer to the 
findings contained in paragraph 1.60 of their original Report and the 
rsply of the Government thereto They observe that the 
supplies were required by the Department of Defence production 
urgently and for that reason the Department was not willing to wait 
till the legal validity of the claim made by the lowest tenderer (MIS 
Sikri & Grover) in an earlier case ahout the reimbursement of cer- 
tain 'non-recoverable dutieg' could he decided which. according to 
Department of Supplv, would have taken a 'little time'. The Cam- 
mittee are, however. perturbed to find that the Department was 
quite generous in granting extension of deliveq period from time 
to time. The extensirom of delivery period enabled the Arm to 
supply stores from 12 April 1971 to 22 April 1971. though 
the contract was executed on 9 February 1978. The Committee am 
inclined to conclude that neithcr the Department of Defence Pro- 
duction was serious about the urgency of the stores nor the Depart- 
ment of Supply took anv positive meawre to see that deliveries were 
expedited in the context of c d f e r  expedence with the 
ihnn. 



.I@X!OMMENDATIONS/' OBSERVATIONS WHICH HAVE BEEN 
ACCEPTED BY GO- 

Recommendation 

The !rrcts brought out in the audit paragraph and the evidence 
tendered befc~re the Committee add up to a situztion which causes 
much conce:r,. Serious lapses have been found in the procurement 
and acceptance of supplies of Mineral Oil Hydraulic Buffer (which 
is used as a hydraulic medium in the recoil system of gun mountings), 
as a result of which the specifications of a vital Defence item seem 
to have been compromised. Some intriguing issues referred to below, 
emerge out of the Committee examination of this case. 

[S. No. 1 Para 1.59 of 231st Repbrt of PAC (5th Lok Sabha)] 

Aetion Taken 

In the context of PAC's obser\-ation that in the procurement and 
acceptance of supplies of Oil Mineral Hydraulic Buffer, the specifica- 
t ~ o n  of a vital Defence ~ t e m  seems to have been compromised. the 
Ministry of Defence appointed an Enquiry Committee with Addl. 
Secretary (Defence Supplies) as Ch.7irmsin. -4ddl. FA (DP) and an 
expert in Petroleum discipline nominated by Ministry of Petroleum 
and Chemicals a:: Members to enquire whether in the inspection of 
the supplies received from the firm any relaxations from the speci- 
fication were given and while dning so, if any maEa fides were involv- 
ed This Committee has since submitted its report to the Golv@rn- 
ment. a copy of which has also been sent to Secretary General. Lok 
Snbha Sectt. 

[Min. of Def. U . 0 .  No. 19!19i76!D(F+od), dated 17-11-1977] 

Recommendation 

In this context. the Committee consider it significant that the 
foreign exchange allocated for the purpose bv the Director of Ordn- 
ance Services, Army Headquarters, and intimated by him, in Decem- 
ber 1968. to the Director General. Supplies & Disposals, also amounted 
to Rq. 2.45 lakhs, so as to correspond strangely enough, to the require- 
ments indicated bv Valvolinp (India) Private Ltd. In the light of 



the subsequent course of events, the Committee would very much 
like to know the basis on which the indentor had worked out the 
roreign exchange requirements for this purchase. Since the question 
of reimbursement of the non recoverable duties had been, admittedly 
raised by the lowest tenderer on an earlier occasion itself, the Com- 
mittee would also like to be apprised in some detail, of the facts of 
that case and the reasons for delay in arriving at a decision in this 
regard. 

[S. No. 3 (Para 1.61) of Appendix to 231st Report on PAC 
(5th Lok Sabha)] 

Action Takcn 

At the time of projection of indent on DGS&D in April 1968 for 
procurement of Oil Mineral Hydraulic Buffer, the Army Hqrs. had 
not indicated any foreign exchange 1-alue in their indent. The 
quotations received in response to the tenders were passed on by 
DGS&D to Army Hqrs. in September 1968, which apart from indi- 
cating the rate per Kilo Litre of the store also specified the foreign 
exchange element requircd bv respective tenderers. 

Subsequently. DGS&D in October, 1968 intimated to the indentor 
that legal difficulties had cropped up in the acceptance of the lowest 
quotation of Messrs Sikri & Grover. since this firm had chimed re- 
imbursement of non-recoverable duties and resolution of this issue 
would take some time. DGS&D further asked Armv Hqrs. for pro- 
\riding the requisite foreign exchange immediately. keeping in mind 
the above circumstances. 

As the supplies were required urgent1 and the indentor 1 ~ 3 s  not 
prepared to wait, the foreign exchange to the extent indicated in the 
offer of Messs. Volvoline whose quotation was the next higher, waq 
.provided bv Army HQrs. to DGS&D for arranging procurement. 

With regard to PAC's observation on the issue of reimbursement 
of non-recoverable duties. the Department of Supply has separat.ely 
furnished their action taken note on the  para to Lok Sabha Sectt. 

m i n .  of D.U.O. No. F 19f 19'1 /76/D(Prod). dated 12-1-1978? 

Recommendation 

" Tn this context. the Committee considc,r. it significant 1 h ~ t  the 

foreign exchange allocated for Ihe wurchase bv the Director of 
Ordnance Services, Armv Flwdquarters, and intimated by him, in 
-ember 1968. to the Director General, Supplies and Disposals, also 



amounted to Rs. 2.45 lakhs, so as to correspond, strangely enough, to 
the requirements indicated by Vallroline (India) Private Ltd. In 
the light of the subsequent course of events, the Committee would 
very much like to know the basis on which the indentor had worked 
out the foreign exchange requirements for this purchase. Since the 
question of reimbursement of the non recoverable duties had been, 
admittedly raised by the lowest tenderer on an earlier occasion 
itself, the Committee1 would also like to be apprised in some detail, 
of the facts of that case and the reasons for delay in arriving at a 
decision in this regard." 

[S. No. 3 (Para 1.61) of Appendix to 231st Report of the 
PAC (Fifth Lok Sabha) ] 

Action Taken 

DGS&D had intimated to Director of Ordnance Services the rates 
of both MIS. Sikri & Grover and MIS. Valvoline along with the foreign 
exchange required by both the firms. Hence, it is for Director of 
Ordnance Services to explain and indicate the basis on which they 
worked out the foreign exchange requirement for this purpose. 

Regarding reimbursement of non-recoverable ciuties raised by 
Mls. Sikri & Grovm, the position may be explained as under:-- 

The non recoverable duties have been imposed under the 
Mineral Oil (Additional Duties of Excise and Customs) 
Act, 1958 as amended by Amendment Act, 1964. This 
Act provides for the lwy  of additional duties on certain 
petroleum products including lubricating oils and greas- 
es and also stipulates as follows:- 

"5. Notwithstanding anything contained in Section 64A of the 
Indian Sale of Goods Act, 1930, or in any other law for 
the time being in force, or in any contract or agreement, 
no purchaser purchasing any of the goods referred to in 
subsection (1) of Section 3, shall be liable to pay or be 
sued for, or in respect of- 

(a) the whole or any part of the additional duties of excise 
leviable under this Act, or 

(b) the whole or any part of the additional duties of cus- 
toms leviable under section 4 or under the Indian Tariff 
Act, 1934 to the extent to which such duties have be- 
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come leviable by reasons of this Act as an addition ib 
the contract price payable by him in respect of the- 
goods so purchased." 

Based on the representations from MIS. Sikri & Graver for re- 
imbursement of these duties, this issue was examined in the Depart- 
ment of Supply in consultstion with the Ministry of Law, Ministry 
of Finance, Department of Revenue and Ministry of Petraleum and" 
Chemicals in a meeting held on December, 1968 and a decision was 
taken that there could be no question of the non-recoverable duty 
being reimbursed to Mls. Sikri & Grover. A copy of these Minutes 
is enclosed. (Annexure A). It will. :herefore, be seen that while 
t.?king the purchase decision on 2nd J1-luary, 1969 to place order on 
Valvoline, the fact that Sikri & Grovers offer with the condition that 
non-recoverable duties should be paid to them was not found ac- 
ceptable. 

As regards the past cases where Mts. Sikri & Grover had been 
refused reimbursement of non-recoverable excise and custom duties, 
the firm have gone into adjudication in those cases. These are now 
subjudice in the High Court of Bomhay. 

[Department of Supply No. PIII-22 (23) /76, dated 1st June, 19773 

A N N E X U R E  ( A )  

DEPARTMENT OF SUPPLY 

Minutes of the meeting held at 3.30 P.M. on the 7th December. 
1968 in the room of Sec~.etary (Supply) to discuss the implications 
of non-recoverable duties leviable under the Mineral Oils (Ada .  
Duties of Excise and Customs) Act in the case of small importers. 

The following were present:- 

Deportment nf Supp!~ .. 
r .  Shri K. Ram . . . .  . Sr-rrtary 

n. Shri S. S. Puri . . Director 4'ig.j  

Minttry of Finance : 

3. Shri S. K .  Mazumdar . . . . Financial Advirrr 

4. Shri C. B. Gulati . . . . Dy. Financial Advisrr 

M n i s l r v  o/tow : 

5. Shri A.S. Choudbri . Joint Secretary 



Drpot /n,c n 1 o/ Hewnut : 

6.  Shri L. S. Marthandam D pury Sew la! y 

M n;strv of Petroleum and Chemicals : 

7 .  Shri B. S. Kao Undcr S crctary 

D.C.S. B D. 

8. Shri P.S. Cupta . A.D.G 

9. Shri P.K. Chattrrji . . Circctor of Supphcr 

lo. Sh-I Ardman Singh . . Deputy Dircctor 

2. After some discussion, i t  was held that the  provisions of the  
Mineral Oils (Addl. Duties of Excise & Customs) Act, 1958 were 
very clear and did not leave any room for ambiguity. Under the  
Act, the non-recoverable duties cannot be passed on by the seller 
to the purchaser. In the letter dated the 6th February 1967, sent 
by the Ministry of Petroleum and Chemicals to M/s. Sikri & Grover, 
it had been clearly indicated that "the inclusion of this levy in the 
selling prices amounts to violation of Section 5 of the Act." In 
view of these clear legal provisions, it was decided that there could 
be no question of the non-recoverable duty being reimbursed t o  
M/s. Sikri and Grover. 

Sd/-S. S. Puri 
DIRECTOR (VIGXANCE) 

Fcrwarded to: 

1. Shri S. K. Mazumdar 
Joint Secretary. Ministry of Finance. 

2. Shri A. S. Choudhri. 
Joint Secretary. Ministry of Law. 

3. Shri P. S. Gupta. 
Addl. D.G. (S&D) 

4. Shri L .  S. Marthandam, 

Deputy Secretarv, ~ e p a r t m e n t  of Revenue 

5. Shri B. S. Rao, 
Under Secretary of Petroleum & Chemicals. 

12th December, 1968. 



Recommendation 

The Committee have been informed, in this connection that 'oil 
companies are very secretive' and that t h d r  Indian agents do not 
nxmally disclose details of their principals. This, in the Committee's 
view, is an entirely impermissible situation which needs to be reme- 
died without loss of time. They would, therefore, urge Government 
to shed all complacency in this regard and insist upon the disclosure 
by the Indian agents of the details of Lheir principals in all cases and 
especially in the case of defence supplies for the country must en- 
sure that vital supplies such as buffer oil for guns are procured only 
from suppliers of know reliability. Besides, as has been earlier re- 
commended by :he Committee, in paragraphs 1.60 and 1.61 of their 
160 Report (Fifth Lok Sabha), Government should, as far as possi- 
ble, deal directly with the foreign suppliers and eliminate their 
superfluous middlemen in the form of Indian agents, particularly 
in respect of purchases where no after-sales services are involved. 

[S. No. 5 (Para 1.63) of Appendix to 231st Report of the 
PAC (Fif,h Lok Sabha)] 

Action Taken 

The obsznyations z.:.de in this para concern Department of Sup- 
ply who are sending separate note to the Lok Sabha Sectt. 

[M. of D. U.O. No. F.19(19) 76,D(PROD), dated 12-1-1978] 

Recommendation 
"The Committee have been informed in this connection, that 'oil 

companies are very secretive' and that their Indian agents do not 
formally disclose details of their principals. This in the Commit- 
tet's view, is an entirely impermissible situalion which needs to be 
remedied without loss of time. They would, therefore, urge Gov- 
ernment to shed all complacency in this regard and insist upon the 
disdosure by the Indian agents of the details of their principals in 
all cases and especially in the ease of defence supplies, for the 
country must ensure that vital supplies such as buffer oil for guns 
are procured only from suppliers of know reliability. Besides, as has 
been earlier recommended by the Committee in paragraphs 1.60 and 
1.61 of their 160th Report (Fifth Lok Sabha), Government should, 
as far as possible, deal directly with the foreign suppliers and elirni- 
nate their superfluous middlemen in the form of Ipdian agents, par- 
ticularly in respect of purchases where no after-scales services are 
involved. 

[S. No. 5 (Para 1.63) of Appendix to 231st Report of the 
PAC (Fifth Lo)r Subha) 1 



Action Taken 
The Committee% observation regardmg the need to ascertain full 

particulars of foreign princjpq1~ of Indian agents is noted and ruit- 
able instructions have since been issued to all Purchase Officers 
(copy of Office Order No. 71, dated 22nd April, 1977 is cncloseJ). As 
aheady intimated to the Committee in an Action Taken Note on 
their recommendations at paragraphs 1.60 and 1.61 of their lGOth Re- 
port (Rfth Lok Sabha), sent with the Department of Supply O.M. 
No. PIII-22(4) 175, dated 18th November, 1975, procurement of ferti- 
lisers. where no after sales service is involved, has been made over 
to the Minerals and Metals Trading Corporation with effect from 
1st December, 1975. This has been accepted by the Committee in 
their 185th Report (Fifth Lok Sabha) . 

[Dcpartment of Supply No. PIII-22 (23) 176, dated 1st June, 19771 

ANNEXURE 
(Vide para 1.63) 

DIRECTORATE GENERAL OF SUPPLIES & DISPOSALS 
(CO-ORDINATION SECTION-2) 

PARLIAMENT STREET, NEW DELHI. 

OFFICE ORDER NO. 71 
Dated 22nd April, 1977 

SUBJECT: Placement of contracts on Un-registered Indian Firms for 
imported stores. 

Ref :P.A.C.'s Recommendations contained at S. No. 5 (Para 1.63) 
of their 231st Report (Fifth Lok Sabha) . 

Attention of Purchase Office~s invited to the instruction cm- 
tained in Office Order No. 33 dt. 24th April. 1967, which inter-alia 
stipulate that:- 

"In case c f offers for imported store from unregistered firms 
both the Indian AgentslStockists and the fareign manu- 
facturer being unregistf~ed, a reference may be made to 
(Now Supply Wing Indian Embassy) I.S.M.. London' 
Washington (in repect of firms located in Europe U.S. 
North America) or to the Indian Embassy concerned 
regarding the standing of the foreign firms and the or- 
der should be placed only on receipt of a satisfactory 
reply. The Indian Agent S;ockist may also he asked, 



where considered necessary to produce documents to 
prove that he  is regular AgentJSkkis t  of the foreign 
supplier. In case of imported stores offered ex-stock, the 
stockist may also be asked to indicate the date of import 
and the condition of the equipmentlmachine. The 
Inspector should also be asked to verify in such cases, be- 
fore the placement of the contract:- 

(a) Availability of stock. 
(b) Condition of the equipment!machine. 
(c) Specification to which it conforms. 
(d) Availability of spares. 
(e) A£ ter-sales-service arrangements and. 
(f) Whether the firm is the agent of the forei-gn manufacturer 

and is importing such equipments regularly." 

2. In their 231st Report, the Public Accounts Committee have 
brought to our notice a case where the Purchase Officer placed a 
contract on the Indian Agents of Foreign Manufacturers without 
making any attempt whatsoever to ascertain the identity and other 
details of the Foreign Manufacturers of the Indian Agents in order 
to determine their rdiability, standing etc. This resulted in the 
supply of sub-standard stores against vital defence requirements. 
This lapse on the part of the Purchase Officer attracted criticism 
from the P.A.C. who took a very serious view of it. 

3. To avoid recurrance, all Purchase Officers should please care- 
fully note for strict compliance the instructions reproduced under 
para 1 above. 

4. Regarding placement of contracts for imported stores on Regis- 
tered Indian Agents of Foreign Principals, similar instructions exist 
under 0.O.No. 143 dt. 1610-75. 

Sdi-P. R.  AHIR 

DY. DIRECTOR (CS-I) 

STANDARD DISTRIBUTION. 
(ON Me No. CDN-2/ 11 (21) '66) 

Yet another major defect noticed much later (June 1971) in the 
Oil supplied by Varlvoline (India) Private Ltd. was the formation 
of jelly-like sediments in  the oil, resulting in the malfunctioning of 



%he recoil systems of guns filled with the oil in  one of the units to  
which it had been supplied. Similar gal formation was also noticed 
later at  other places where the Oil had been supplied. On samples 
,of the oil being tested by the Defence Research Laboratory (Mater- 
ials) the presence of an aluminium compound instead of Calcium 
petroleum sulphonate as corrosion inhibitor, had come to light. As 
w c h  the oil was declared unsuitable for use as buffer oil for guns 
and the existing stocks of oil supplied by the firm had to be frozen. 
Unfortunately, no test for the detection of the presence of jelly- 
forming substances had been included in the specifications since such 
gel formation had not been encountered earlier. Since this oil is, 
admittedly, 'very vital' for the guns and any foreign substance or 
impurity in the lubricant could work havoc in an emergency and 
incapacitate the guns, the Committee feel earnestly that adequate 
test  ought to have been prescribed ab-initio, to safeguard against 
possible sabotage by unscrupulous elements resorting to the use 
o f  unauthorised or below-specification compounds as corrosion 
inhibitor. The Committee note that certain remedial measures 
aimed at detecting such defects in future supplies have now been 
taken and espect that these will be scrupulously observed. 

fSr. No. 12 (Para 1.70.) of Appendix to 231st Report of PAC (5th 
Lok Ssbha)] 

Action Taken 

The Enquiry Committee appointed by the Government went into 
all possible causes of the defect of ye1 fcrmation in the oil. which 
deve?oped in the case of first consiynment when stored over a length 
,of period and in the second consignment, even when the stores had 
not been issued to the units from €he depots. During investigation, 
the Committee held detailed discussions with Scientists, working 
in  this field both in the designers and inspection organisations. The 
various hypothesis advanced were examined at depth and consi- 
derable experimental data compiled on the subject by the testing 
laboratory analysed. 

The Enquiry Committee also examined at depth the rcla ion- 
ship, i f  any, of the relaxations accorded cln the ultimate defect of 
gel formation in CMHB. They came to a conclusion that relaxations 
accorded could not have given rise to phenomena of gel formation. 
In the opinion of the Enquirv Committee reconled in their findin9s, 
nothing conclusive can be skid about the cause of gel formaTim. 
G d  which developed over a long period of time making the stores 
unserviceable could only be due to some impurities present in either 



of the two ingredient viz., Stearic Acid and Calcium Petroleum Sul- 
phonate actually used in the formulation of CMHB in question. The 
Committee has further observed that the specification as designed 
a t  the time of procurement did not include any tests which could 
directly or indirectly detect the possibility cf :r el formation at later 
date. This could be ensured by defining the quality of Stearic Acid 
and Calcium Petroleum Sulphonate more strictly andlor by pre- 
scribing normal or accelerated tests such as 'no saparation of addi- 
tives', 'keeping priorities' and 'gel tendency test', which have now 
been included in the specification. 

[M. of D. U.O. No. F. 19(19) 1761D (Prod), dated 12-1-1978], 

Recommendation 

This case a150 emphasises the need for tightening the procedures 
for the inspection and acceptance'of operational stores and the Com- 
mittee desire that a review for the purpose should be undertaken 
immediately. It should also be impressed upon the inspection staff 
that the specification and tests prescribed for vital defence supplies 
shculd be strictly enforced and the standards scrupulously adhered 
to. 

[Sr. No. 16. Para 1.74 of 231st Report of PAC (5th 
Lok Sabha)] 

Action Taken 

There could be no two opin'ons that the prwedures for inspection 
and acceptance of the operational stores should be tighten2d and 
rigorously enforced. Even now there is a general feeling cn the 
part of trade firms supplying defence stores that the inspection pro- 
cedure stipulations .of Defence stores are very tight. 

As explained in the action taken notes against the earlier para- 
graphs, in the present case, there was no greater laxity in following 
the laid own inspection procedures/stipulations then was allowed 
in the past and was found to be not effecting the end-use. The 
defect of gelling which occurred in the oil. at  a later date could not 
have been detected in the tests prescribed in the specification as 
existing at that time. The Enquiry Committw which also examined 
inadequacy or otherwise of the specification of OMHP has in its 
findings stated that specificaticms are nothing but yard sticks stipu- 
lated for the purpose of quality assurance. They are not absolute 
in the sense that no deviations whatsoever can ever be given. 



Development of a specification is an evolutionary process depending 
upon the experience gained over a period of time regarding manu- 
facture a,nd use of a ghen  product. 

[File No. 191191761D (Prod) dated 17-1-1977] 

Recommendation 

This case also emphasises the need for tightening the procedure 
for the inspection and acceptance of operational stores and the Com- 
mittee desire that a review for the purpose should be undertaken 
immediately. It  should also be impressed u p m  the inspection staff 
that the specification and tests prescribed for vital defence supplies 
should be strictly enforced and the standards scrupulously adhered 
to. 

[S. No. 16 (Para 1.74) of Appendix to 231st Report of the PAC 
(Fifth Lok Sabha)] 

Action Taken 

The lpcommendaticn of the Committee has been noted. As 
regards buffer oil, since the inspection responsibility is that of 
Defence Insp~ctorate, suitable instructions will no doubt be issued 
by the Ministry of Defence. As regards acticiu required on the part 
of Department of Supply, suitable instructions have since been 
issued vide letter No. 10 (37) j77'IG-I dated 23-477 (copy enclosed). 

[Department of Supply No. PIII-22(23) I76 dated 1-6-1977] 

ANNEXURE 
(Vide Para 1.47) 
No. 10 (37) 177 iIC-1. 

Department of Supply 

Directorate General of Supplies & Disposals 
(INSPECTION WING) 

Parliament Street, New Delhi-110001. 
Dated 23rd April, 1977 

The Director of Inspection, 
1, Ganesh Chandra Avenue, Calcutta-700013. 

The Director of Inspection, 
Shastri Bhavan, IV Floor, 35-Haddows Rcad, Madras-600006. 



The Director of Inspection, 
N.I. Circle, Block No. 13, Jasnnagar House Hutments. 
New Dehi-110001. 

The Director of Inspection (Met), 
P.O. Burma Mines, Jamshedpur-7. 

The Director of Inspection (Met), 
P. 0. Burnpur, Distt. Burdwan, West Bengal. 

The Director of Inspection, Embassy of India in Japan, No. 2-2 
Chome Kundan, Minami, chiyoda:ku-~ok~o, JAPAN. 

The Director of Inspection, 
Aayakar Bhavan Annexe, New Marine Lines, 
BOMBAY400020. 

S u ~ ~ ~ c ~ : - 2 3 1 s t  Report of PAC (5th Lok Sabha) relating to proelire- 
ment of oil (not inspected by Inspection Wing of 
DGSgiD) . 

An extract of PAC recommendation on the above subject is 
reproduced for guidance and c;mpliance during inspection of such 
stores: - 

"This case also emphasises the need for tightening for pro- 
cedures for the inspection and acceptance of operational 
stores and the Committee desire that a review for th2 
purpose should be undertaken immediately. I t  should 
also be impressed upon the inspxtion staff that the speci- 
fication and tests prescribed for vital defence supplies 
should be ,trictlv enforced and the standards scrupulously 
adhered t?." 

Sd/-  K. L. GARG 

DY. DIRECTOR OF INSPECTION, 
for  DY. DIRECTOR GENERAL (INSPECTION) 

Copy to: -1. CFN Dte. (Section CDN-5) with reference to their 
U.O. No. RDN-5i2(131) I75 dated 4-4-76 (2 copies). 

2. Circulation among officers at Headquarters. 

Recommendation 

Yet another glaring omissim in this case is the non-provision 
of a warranty clause in the contracts entered into with Valvoline 
(India) Private Ltd., as a result of which Government has been 



placed in the embarrassing position of having to enter into protrac- 
ted litigation in a court of law. It is surprising that the Defence 
authorities and the Directorate General of Supplies and Disposals 
did not take this normal precaution, eTpecially because no detailed 
tests had been specifled to detect tendencies towards gel formation 
and i t  would no t  have, therefore been possible to determine by the 
thea existing inspection procedures whether the oil would deterio- 
rate or develop defects. Now that a warranty clause has been 
included in the specifications, as a result of the experience gained in 
this case, the Committee trust that i t  would be enforced strictly in 
cases of default. 

.[S. No. 18 (Para 1.76) of 231st Report of PAC (5th 
Lok Sabha) ] 

Action Taken 

The revised specification of OMEB now contains a warranty 
clause in the form of 'keeping Properties'. Further while vetting 
the indents for procurement of defence stores through DGS&D 
the Authorities Holding Sealed particulars are incorporating in the 
indent ..a warranty clause depending upon the merit of each case 
keeping In view to nature and type of store to be procured. How- 
eve< DGS&D had expressed in a letter to Director of Inspection 
(General Stores) that instead of including the warranty clause 
in the indents, the specifications of the stores should be revised to 
incorporate this requirement. Accordingly, Director General of 
Inspection, Deptt. of Defence Production has apprised the establish- 
ments under his control of the contents of this DGS&D letter for 
their guidance and necessary action. 

[No. F. 19(19)761 (PROD), dated 17-11-1977]. 

Recommends tion 

"Yet another glaring omission in this case is the ncn-provision 
of a warranty clause in the contracts entered into with Valvoline 
(India) Private Ltd., as a result of which Government has been 
placed in the embarrassing position of having to enter into protracted 
litigation in a court of Law. It is surprising that the Defence autho- 
rities and the Directorate General of Supplies and Disposals did 
not take this normal prcaution, especially because no detailed 
tests had been specified to detect tpndencies towards gel formation 
and it would not have, therefore, been possible to determine by the 
then existing inspection procedures whether the oil would deterio- 
rate or develop defects. Now that a warranty clause has been 



included in the specificatian, as a result of the experience gamed 
in this case the Committee trust that it would be enforced strictly 
in case of default." 

[S. No. 18 (Para 1.76) of Appendix to 231st Report o i  the PAC 
(Fifth Lok Sabha)] 

Action taken 

The recommendation made by the Committee has been noted. 
DGS&D had not purchased hydraulic buffer oil for Defence after the 
last contract on M/s. Valvoline in February 1970. Warranty clause 
in the specification has been included by Defence on 18-2-75. Trade's 
reaction for acceptance of warranty clause will be known against 
future tenders. Every effort for the procurement of this store with 
the warranty clause will be made In respect of future contracts. 

[Department of Supply No. FlII-22(23) /76, dated 1 June 19771. 

Recommendation 

The Committee note that as stringent requirements have been 
prescribed in respect of the buffer oil used in guns, it has not been 
possible so far to manufacture this oil indigenously to the exacting 
specifications and that the country is, therefore, still dependent on 
foreign sources of supplies. The Committee have also been 
informed that action is already on hand to develop this oil indi- 
genously to slightly relaxed specifications, which can be used in 
the plains, and that the major requirements of the Armed Forces 
would then be met by the indigenously produced oil. They wish 
success to these endeavours and trust they are pursued earnestly 
and efficiently. 

I S .  No. 22 (Para 1.80) Appendix to 231st Report 
of P . A  .C. (5th Lok Sabha)] 

Action Taken 

The indigenous source of supply of OMHB has since been 
developed in Mls. kavita Chemicals Bombay, who are supplying 
this store to sellrice specification against supply orders placed by 
Deptt. of Defence Supplies. The base oil for treatment/Manufac- 
ture of OMHB is obtained by MIS. Savita Chemicals from Indian 
Oil Corporation. 



The present position of 2 Supply Orders placed on this fmn is 
as under:- 

(i) Supply Order No. F. I/~/~~/D(S.II)/CPO(VG)-~~~ dated 30-3-1976. 

Qty. on order . , . . . . 20,000 litrea 

Qiy. supplies . . . I 9,975 litres (ordrr short closed 
at the quantity supplird) 

(ii) Supply Ortlcr No. F . I / I ~ / ~ ~ / D S / C P O ~ V G ) - ~ I ~  dated 16-7-1977. 

Qty.on orcler . . . . . . 50,000 litres 

Qty. tendr~.:d to inspection . . 25,080 litres on 9-9-77 
23,350 litrts on 11-9-77 
The above qty. is still 

terting/inspection. 

[Ministry of Defence No F. 19 (19) (76 jD (PROD) I dated 12-1-1978] 



CHAPTER I11 

RECOMMENDATIONS/OBSERVATIONS WHICH THE COM- 
MITTEE DO NOT DESIRE TO PURSUE IN THE LIGHT OF 
THE REPLIES OF GOVERNMENT 

Recommendation 
The manner in which th. sccond contract for the supply of 3.57 

lakh litres of the oil (cost : Rs. 11.07 lakhs) was concluded in Feb. 
1970, with the same firm (Valvoline (India) Private Ltd.) is more 
intriguing. The Committee find that in response to the tender 
enquiry issued in this case, two firms-Valvoline (India) Private Ltd., 
and Castrol had quoted the sam~e rate of Rs. 3,100 per kilo litre. On 
the offers being referred to the lndentor and the Chief Inspector of 
Materials, the latter, while confirm in_^ the suitxbility of Valvoline's 
offer, had, however, remarked that the ash contents in Castrol's offer 
were 'slightly higher' and that the additives also had a tendency to 
settle towards the bottcm of the drums The Chief Inspector had 
also added that in view of this tendency only 1 per cent of the con- 
signment being bottom sampled for crackle test could not be agreed 
upon and that the firm might be persuaded to agree to at least 5 per 
cent of the drum.; being samp!ed for this examination. Taking these 
factors as well as the freight elsment into consideration and in view 
of the fact th?t V~'voline (1nd:a) Private Ltd., was also already 
holding an order, a decis:on appears to have been taken by thc Direc- 
tor Genera1, Supplies and Disposals to place the second contract also 
with the same firm. 

[S. No. 6 (Para 1.64) of Appendix to 321st Report n f  PAC 
(Fifth Lok Szbhn)] 

Action Taken 
The Enquiry Committee appointed by the Government to go into 

acceptance of supplies of Oil Mineral Hydraulic Buffer from Mk. 
Valvoline (Tndis) Pvt. Ltd. in their findisgs have recorded that the 
choice for placement of order against the second contract fell between 
Mjs. Valvoline and MIS. Castrol, as both had quoted the S a m  rate, 
whereas th? offer of the third party M/s Jamnada; Boolchand was 
exceedingly high. The offers of these two firms, therefore, were 
referred by DGSMI to Chief Tnspxtorate of Materials (CIM) , 
Kanpur for obtaining technic31 comments on their suitability. 

M/s. Valvoline had offered t.J supply the product meeting the 
relevant specification In all respxts, whereas MIS. Cash !  had stated 



that the product will meet the specification, except that thgr cannot 
guarantee the ash content and acidity in line with earlier supplies 
made by them. Further MIS. Castrol did not agree to the crackle 
test on more than half per cent of the total consignment. 

CIM while giving their technical comments on the offers received, 
recommended acceptance of Mls. Valvolines offer and asked for sub- 
mission of advance sample for test and approval before commencing 
bulk supplies, if AIT was placed on the firm. 

In the case of MIS. Castrol's offier, C.1.M remarked that in view 
of the additives' tendency to settle at  the bottom they could not agree 
to only half per cent of the consignment being bottom-sampled for 
this examination. 

As stated by Department of Supply in their action taken note sub- 
mitted to Lok Sabha Sectt. a reference w-as made by the M/s. 
Castrol to agree to at least 5 per cent of the drums being sampled fcfr 
crackle test, which the firm did not accept. 

The Enquiry Cornmiltee has further rccorded that a1 hough L'I s. 
Valvoline had still then not made any supplies of OMXB agamst 
the first contract awarded to them and only advance sam;.!ec 
(?gainst the firsL contract) hzd by then been tested nvhich did not 
show any deviation other than change in aniline po-r,t. the auard of 
a sec nd contract on considerat on of lower freight on this firm 
may not he considered as being due to nay procedural relaxations 
or a favour to the firm in deciding the cmtract. 

[M of D. U. 0. No. F. 19(19) 178iD (Prod). dated 12-1-1978]. 

Recommendation 

"The manner in which the second contract for the supply of 3.57 
lakh litres of the oil (cost Rs. 11.07 lakhs) was concluded, in Febr- 
r u a q ,  1970, with the same firm [Valvoline (India) Pr1va.e Ltd.] is 
more intriguing. The Committee find that in response to the tender 
enquiry issued in this case, two firms-Vd;- line (India) Private 
Ltd. ap'd Castrol-had coted the same rate of Rs. 3,100 per kilo 
litre. On the offers being referred to the indentor and the Chief 
Inspector of Materials. the later, while confirming the suitability 
of Valvoline's offer however had remarked that the ash contents in 
Castrob offer were slightly higher and that the additives also had 
a tendency to settle towards the bottom of the drums. The Chief 
Inspector ha-1 d s o  added that in view of this tendency, only 1/2 
per cent of the consignment being bottom sampled for crackle test 
Could nof-be agreed upon and that the firm might be persuaded to  



agree to a t  least 5 per canrt of the drums being, sampled for tMs 
examination. Taking these factors as well as the freight element 
into consideration and in view of the fact that Valvdine (India) 
Private Ltd., was also already holding an order, a decision appears 
to have been taken by the Director General, Supplies and Disposals, 
to place the second contract also with the same firm." 

[S. No. 6 (Para 1.64) of Appendix to 231st Report of PAC 
(Fifth Lok Sabha) ] 

"The Committee find that while the Chief Inspector of Materials 
had held that the ash content was 'slightly higher' in the case of 
Castrol, similar variations in ash content in the suppliies made by 
Valvoline (btlia) Private Ltd., had been considmed by him to be 
of no material importance and treated them as a 'minor' deviation 
from the specifications. What  is even more sigmficant is that the 
specifications relating to ash content had, in fact, been relaxed in, 
respect of the previous supplies of inhibited oil made by Castrol and 
Sikri and Grover during 1968-70, and th's had been cited as one 
of the reasons for accepting, with deviations from the stipulated 
specifications, the supplies made later by Valvoline (India) Private 
Ltd. It is also not clear whether on the basis of the communication 
received from the Chief Inspector of Materials Castrol had been 
approached to agree to the sampling of 5 per cent of the drums 
and had refused to accept the condition. Id  these circumstances 
the Committee have grave doubts in regard to bona fides of accepting 
Volvoline's offer in preference to that Castrol who had also, admit- 
tedly, made similar suppl'es earlier. The conclusion that undue 
favours have been shown to Valvoline (India) Private Ltd. is, 
therefore, fairly inescapable. 

[S. No. 7, Para 1.65 of 231st Report of PAC (Fifth Lok Sabha)] 
Action Taken 

The r a t q  of both MIS. Valvoline and Castrol were Rs. 3,100/- 
per K1. Valvoline offer was FOR, Calcutta and Castrol offer was 
FOR, ~ o m b a ~ .  The consignee was COD Chheoki. Bcdh these 
offers were referred to CIM, Kanpur for technical acceptance as 
he is the authority holding sealed particular. Th: offer of Valvo- 
line was acceptable to CIM, Kanpur, with advance sample stipu- 
latian. 

With regard to the offer of Castrol CIM, Kanpur, mentioned that 
tbey would Eke to get an advance sample of 2.5 litres for test before 
commencement of bulk supply, and also advised DGS&D that Cast- 
rol be persuaded ta agree to 5 per cent for crakle test as against 1p 
per cent as stipulate? by the Arm in their offer. 



As desired by CIM, Kanpur a reference was made by DGGdrD 
to M/s. Castrol, wherein they were requested to agree to a t  leaet 
3 per cent of drums being sampled for crackle test instead of 0.5 

cent stated in their tender. The firm in their letter dated 1-12-61) 
stated that it was not possible for them to accept 5 per cent crackle 
test, but as a very special case agreed to 1 per cent crackle test. 
N S & D  in their letter dated 4-12-69 informed the CIM, Kanpur, un- 
der intimation to indentor of the position as intimated by Castrd, 
and he was requested to confirm whether the firm's offer was accept- 
able. CIM, Kanpur, in his telegram received in DGS&D on 15-12- 
69, informed that I per cant bottom sampling for crackle test war 
not agreeable. 

From the above it will be observed that Castrol's offer was not 
found technically acceptable by CIM, Kanpur, who is the authority 
holding sealed particulars and hence the order was placed by DGS&D 
on Valvoline whose offer was technically cleared by CIM, Kanpur. 

[Department of Supply No. P 111-22(23)/76 dated 1 June, 19771 

Recommendation 

The Committee find that  while the Chief Inspector of Materials 
had held th.lt the ash tr, ntent was 'slightly higher' in tine case of 
Castrol, similar variations in ash content in the supplies made by 
Valvoline (India) Private Ltd., had been considered by him to be 
of no material importance and  treakd them as a 'minor deviation' 
from the specifications. What is even more significant is that the 
specifications relating to ash content had. in fact. been relaxed in 
respect of the previous supp!ies of inhibited oil made by Castrol 
and Sikri and Grover during 1968-70 and this had been cited as one 
of the reasons for accepting with deviations from the stipulated 
specifications. the supplies made later by Valvoline (India) Pri- 
vale Ltd. It is also not clear whether on the basis of the communi- 
cation received from the Chief Inspector of Materials. Castrol had 
bem approached to agree to the sampling of 5 per cent of the drums 
and had refused to accept the condition. In these circumstances. 
the Committee have grave doubts in regard to the bona fides of 
accepting Valvoline's offzr in preference to that of Castrol who had 
also, -admittedly, made similar supplies earlier. The conculsion that 
undue favours have heen shown to Valvoline '(India) Private LM. 
is, therefore, fairly inescapabIe. 

[Sr. No. 7 (Para I.&!) of Appendix to 231st Repart of PAC 
(5th h k  Sebh*)) 



Actton Taken 

As indicated in the action taken note a t  Serial No. 6 (Para 1.64) 
the Chief Inspectorate of Materials while furnishing technical 
comments on the offers against the second contract had not discri-' 
minated against Castrol's offer far its ash content being slightly 
higher or the tendency of the additives to settle down towards the 
botbom. They had merely asked for the firm to be persuaded to 
agree to a t  least 5 per cent of the drums to be sampled for crack1.- 
test. 

The Enquiry Committee which lonked into the matter had its 
conclusions observed as follows: - 

[%I. of D. U.O. No. F. 19 (19) /76/D (Prod), dated 21-1-1978]. 

Recommendation 

The oll'was also to be subjected to a crackling test to determine 
thz presence of moisture and other impurities. The test was, how- 
ever, not conducted In respezt of the supplies made a p i n s t  the 
first contract, on account of difficulties experienced in drawing 
samples from the drums, fitted with press caps. Though the 
a n t r a c t  provided for the supply of the oil in 25 litre drums with 
screw-caps to retain their liquid tightness after the drawal of the 
samples and resealing, the actual supplies did not conform to this 



specification. Inspite of the fact that this was major deviation and 
impurities if undetedted, could hamper the efficient performance 
of the guns, the Committee find that as the requirement of the 
indentor was stated to be 'extremely urgent', it had been decided to 
accept the supplies in drums with press caps in lieu of screw caps, 
after the firm had agreed to a priced reduction of a meagre 1 per cent 
(Rs. 4,856) and to replace the oil if i t  subsequently failed in the 
crackling test. This stipulat'on for the replacement of the oil. 
however, proved to be 2ntirely superfluous and ineffective in view 
of the fact that the craclr?ing test was nwer  conducted by the 
departmnt on th ground of urgency of requirzment. 

[S. Nc. 10 (Para 1.68) of Appendix to 231st Report of PAC 
(Fifth Lok Sabha)] 

Action Taken 

As stated in the action taken note a t  sx ia l  No. 8 (Para 1.66). the 
Enqu;iy Committee n p p ~ i n t e d  bv !.lie Govemmc?nt in its findings 
hns nbsxvcd t,h:~l. t,he rr>?axa!iiln .n rcspxt  of crackle t e ~ t  had been 
given in the accr-p!.?nc.e of pupp1jc.c nf  OMHR. As far as this relaxa- 
tion related to :!I-. first cqnt:~nctj the Er,quiry Committe? in its 
findings  IS o'!sE'..'\'.~'~ .IS f0!13~.;: -- 

The Committee fur thr r  examined the effect of this re1:lsat;on on 
the ultimate defect of gelling which occurred in the supplies of 
OMHB reccivcd from thus fum. The Camrnittee has staked that 
presence of wntcrlmoisture would normally give rise to corrosion of 
iton parts, which has been taken care of in the relevant specification 
IND]SL!4510(b) by stipulating a mild steel corrosion test. In the 
case of f i s t  contract, where supplies were made press cap drums 
and no cent per cent crackle test was possible, thc gelling became 



ap all prwading phenomenon over a period of about 19 months and 
in the case of second contract, where supplies were made in drums 
with smw cap and 100 drums selected at randum were subjected 
to crackle test and found crackle free, the stom gelled up even 
before they were issued to the units from the depots. In the opinion 
of the Committee it is reasonable to believe that relaxation in non- 
enforcement of the cent per cent crackle test was not connected with 
phenomenon of gel forrnation,.for which the stores were subsequen- 
tly declared defective. 

[M. of D U.O. F.19(19) 1761D(Proci), dated 12-:-I978] 

Again though the supplies In respect of the second contract had 
been made in drums with scsew caps, as provided for in the agree- 
ment, oil in 100 drums alone out of the consignment of 15,521 drums 
had been subjected to the crackling test, on the ground that the 
shipment already having been delayed, conducting cent per cent 
6racluling test on all the 15,521 drums would have involved conm- 
derable time and further delayed urgently requit-ed supplies to the 
user. It wou!d, therefore. appear that the stipulated delivery penod 
had not been adhered to hv the firm in respec? of 11-11s con:ract. The 
Committee would w r v  much like t,, k n m  the reasons foi extending 
the delivery period and the steps if any yaken hv the Deparlrnent 
of Supply a t  all stages to see thnt deli\-eries were ~xpedltcd. pnrti- 
cularly in context of the earlier experience with the firm 

rS. No 11 (Para 1.69) of .4ppendix to 231sl Report of PAC 
(5th Lok Sabha)l 

Action Taken 

As regards relaxation in respect of crackle test accorded in sup- 
plies against the second contract Enquiry Cornmitt* jn its findin- 
has observed as follows: -- 

"With regard to second contract, 100 drums from bulk supply were 
suDjected to crackle test, which was found to be negative. In the 
opinion of the Con~mittee, this quantity selected at random from 
the consignment. whose batch nf manufacture was the same, could 
be considered as adequate fol- the purpose of this  test. In fad  
subjecting each and every dnlm to this test i s  quite cumbersome. 



ill 

When a mmi&nment runs into thousands of drums. Realizing that 
100 per cent inspection was not only uneconomical but cumberclome 
and time-cx,nsuming,CIM has already amended the procedure for 
sampling plan and inspection of OMHB by reducing the number of 
packageslcontainers to be selected for crackle test to 125 number 
#or a consignment of 3001 and above. Therefore, m the opinion of 
the Committee relaxstion is not strictly complying to the laid down 
procedure then prwaillng in respect of crackle test, could not be 
amsidered of much significance." 

As regards reasons for extenlng the delivery period, the De- 
partment of Supply in their action taken notes. have explained the 
pasition. 

[M of D. U.O. No, F. 19(19)/76/D (Prod), dated 12-1-1978] 

Dep t t  of Supply 

The Delivery Period stipulated in the B B C O ~ ~  contract No. ISA 
dt. !#-&I970 was as under:- 

"The stores will be offered for inspection within 18/19 w d r ~ ~  
after receipt of import licence and stores will be despatched wit.& 
7 days after receipt of IiNotes." 

2. Import recommendation certificate was issued to the A r m  on 
34-2-70 and thev obtained Import Licence on 30th April 1970. The 
A/T placed wa; subject to submission of advance sample by the firm 
to ClM. Kanpur before comtnencing bulk supplies. The sample 
was submitted by the firm on 83-5-1970 

3. Advance sample report, pointing out certaln defects was se~ l t  
by CIM, Kanpur on 24-6-70 to the Inspector ICSs, Calcutta. a copy of 
which was also endorsed to the firm, indentor and the DGSb.0. 
C1M stated in the said letter that the deviation from the specifica- 
tion requirement m i ~ h t  be brought to the notice of the supplier for 
mtification of their product, when supplied. The firm's request 
Ear extension of delivery period was referred to the indemcvr and 
Uue lat- had agreed to the extension of dalivery period upto 31st 



December, 1970. Taking into consideration the terms of the con- 
tract. the delivery period was re-fixed up to 28-2-1971. 

4. I t  was le3rnt from firm's letter dt. 18-3-71 that supplies which 
arrived at Calcutta were offcrcrl for inspeclion on 17-2-71 snd were 
inspected on 19-12-71. The firm, therefore, rcques.cd for extension 
of delivery period upto 30-4-71. Thc ~osition WCIS rcvie-wed :md 
the delwerv pwjcd w3.s :~wn~ .d in~~ ly  c.\rtclldecl up to 15-5-71, vide 
D G S  & D letter dntcd 18th April. 1971. The suppl~c~s wcrt> corn- 
pleied, desps'ches havinq been made il; lot:  fro:;^ 12-2-71 to 23-4-71. 

[Dcpartmc:lt cf Srl;-plv M 3  PIIT-23 (7.3) /76, dated I June. 19771 

It  is fortunate that the d c f c ~ t  had Len noticed beforz :he bi..lllr 
of the oil Tvas acually utilised and a major quantity co~iltl th~is  be 
w;tlldra\n;n from the units bef:.re any serious damage was done. It 
dces not require much imaginnlion to sco that a perilous :;i.uation 
these defective supplies could have landed the country's armt-d 1,::- : ; 
in, particularSv when the country was faced by a grave th rcx  2.m 
on its eastern frontiers. Viewing the matter in retrospects, thc C;:rr- 
mittee are positive that it was extremely mlwisc to have relaxed 
the specifications and inspection proceclilres in regard to a vital de- 
fence item and that mala fides, though not proven, cannot be ruled 
out. The possibility of corrupt practices having crept in, even 
where d-etriment to the fighting efficiency of our troops was involved, 
is a matter of grave import. The approach of the Tnspection 
Organisation has been inefficient tand even-thoughtless. Since 
serious suspicion of malpractices and even sabotage has arisen in this 
case, the Committee would urge Government to conduct a thorough 
probe into the deals with Valvoline (Ind'a) Private Ltd. and ascer- 
tain that no mala ficks were in fact involved. In case of a finding 
adverse to any officials, stringent action should be taken against the 
delinquents. 

IS. No. 13 (Para No. 1.71) Appen'dix to 231st Report of PAC 
(Fifth Lok Sabha)] 

Action Taken 

Pursuant to PAC's directive that probe into the matter was called 
for, Ministry of Defence appointed an Enquiry Committee under 
Chairrnanshlp of Addl. Secy. (PS), with which representatives of 



Finance and an expert in petroleum discipline nominated by Ministry 
of Petroleum & Chemicals, were associated as members. This Com- 
mittee as per its terms of reference was required to ascertain whether 
relaxations were given in transaction with MIS. Valvoline and to in- 
vestigate the maticr and determine whether any malafides were in- 
volved in giving thc relaxations. 

The C o ~ n m i t t c ~  forlnd that in t he  inspection of supplies apart 
i'r,lm giving relaxations in respect of change in aniline point and 
cracklt. teqt diccu.:sed in 'Action Taken Notes' under the earlier para- 
g r a p h ~  the r r lax~ tinn from specifimtlon In respect of Ash Content 
was ~ccorded 2nd qlso In the selection of the samples from hulk 
consigninent, t h e  relaxed instead of rigid plan was adopted. With 
~c::,wd t n  r~~las>t ion In respect of the Ash Content. the Committee in 
~ l s  findings has ohservcd 1s follows:- 

"While frarnlng the specification of OMHB based on that of 
U.K. Of1 OM-13. the designers did not alter the ash content 
stipulation of 10.01 per cent although calcium petroleum 
sulphonat e. which would additionally contribute to the ash 
content. was incorporated in tho specification as corrosion 
inhibitor a6ditive Tn the earlier s~pplies  of OMHB from 
M/s. Castor1 and M/s. Sikri and Grover this relaxation 
had been accorded without any ill effect in service. In 
fact later the specification of OMHB was amended to in- 
crease the ash content from 0.01 per cent to 0.03 per cent 
maximum.'' 

"The relaxnion in ash content given by the Inspection authority 
was therefore in line with the previous practice." 

The Committee in its findings have further stated that all these 
relaxations given at the time of inspection of advance and bulk 
samples could be considered as of minor nature, as given normally 
Dn the basis of previous experience in the interest of procurecment 
of supplies of defence stores without undue impediment and delay. 
It is not uncommon that such deviations czre accorded from time to 
time after examining their effect on and use application of the store 
in question. 

In its conclusion the Enquiry Conunittee has recorded that from 
the evidence it would appear neither of the three relaxations in 
question can be considered have contributed directly to the main 
defect of gel formation, which developed over s considerable period 



of tims and rendered the s t m a  unsttrviceable. Also the fact of 
having not followed the rigid plan of sampling procedure, which was. 
called for in inspection of the consignment could not have made 
any difference, since the cause which led to the oil becoming defec- 
tive at  a later date, could not have been detected, even if larger 
number of samples had been tested. 

The Enquiry Committee has further recorded in the conclusion 
h l  relaxations in specifications being d a nature with no direct 
relationship with gel formation, the Committee has no reason to 
suspect that any mala fides were involved in giving these relaxations. 

[Ministry of Defence No. 191 19) 76: D (Prod) , dated 1 %l-l978.), 

Action Taken 

DEPARTMENT OF SUPPLY 

The matter is being examined from vifllance angle. The results 
of action taken would be conveyed to the Committee. 

[Department of Supply No. PILI-22(23) /76 dated 1 June, 19771. 

The Committee have also been informed that the Oil supplied 
by Valvoline (India) Private Ltd. against four other orders, placed 
on the firm between January 1970 and January 1971, for a total 
quantity of 1,16,145 Litres, had been rejected following the detection 
of similar gel formation and that the firm had been de-registered by 
the Director-General, supplies and Disposals. In view of the firm's 
most unsatisfactory performance in a key sector aflecting the coun- 
try's security, the Committee desire that Government should con- 
sider the banning of business dealings with the firm and its asso- 
dates. In future, purchases of all petroleum products, including 
lubricants and buffer oil, should be made through the public sector 
only. 

[S. No. 14 (Para 1.72) of Appendix to 231st Report of PAC 
(Fifth Lok Sabha)]. 

Action Taken 

Action on this para concerns Department of Supply who are 
sending separate note to the Lok Sabha Sectt. 

ab D. U.O. NO F. 19(19)176 (Prod), d a d  12-1-19781 



The Committee have also been informed that the oil supplied by 
Valvoline (India) Private Ltd. against four other orders placed on 
the firm between January 1970 and 1971, for a total quantity of 
1,16,145 litrm, had been rejected following the detection of s i 6 r  
gel formation and that the Arm has been de-registered by the Direc- 
torate General, Supplies and Disposals. In view of the firm's moat 
unsatisfactory performance in a key sector affecting the country's 
security, the Committee desire that Government should consider 
the banning of business dealings with the firm and its associates. In 
future, purchases of all petroleum products, including lubricants 
and buffer oils, should be made through the public sector only. 

[S. No, 14 (Para 1.72) of Appendix to 231st Report of PAC 
(Fifth Lok Sabha)]. 

Action Taken 

MIS. C'alvoline (India) Pvt. Ltd., were previously removed on 
4-8-71 from the list of Registered Suppliers. The question of banning 
business dealings with the firm and its associates is under exami- 
nation of the Government and a decision. when arrived at. will be 
communicated to the Committee. 

On the question of confining all purchases of petroleum products. 
including lubricants and buffer oils, to the Public Sector, it may be 
mentioned petroleum products can be classified into two broad cate- 
gories, as under:- 

(a)  Primary oils l i ke  kerosene. motor spirit, HSD, Furnace 
oil etc. 

(b) Lubricating oils, greases and specialities 

As regards category (a)  practically all requirements are  purchased 
trom public sector undertakings, and only a small portion is pur- 
chased from MIS. Assam Oil Company, Digboi (Assam), who are in 
the private sector, for supply of such stores to some remote areas 
situated around the working zone of the said firm. As regards cate- 
gory (b) also, a substantial share goes to public sector undertakings. 
but there are some small scale units in the field. For imported oils. 
like buffer oil no public sector undertaking is registered as the 
Indian Agent or a foreign supplier. 

[Department of Supply No. PIII-22(23) /76 dated 1 June, 1W). 



I t  is also a matter for concern that the specification in respect 
af 'inhibited' buffs oil appears, on the evidence, to have been for- 
mulated without an adequate rsamlnation of all the relevant aspects, 
as a result of which no tests h3d been prescril~ed for detectin: the 
presence af ~l--ipui'~ties in the additives to the oil as well as tenden- 
ae.: towxds gel formn:~on. This, the Committ~e fed ,  ma;; n ~ ~ t a l  
omission the rc2r;ons for w h ~ c h  have not bcw ~~1 t i . r "  ~c.loril~- exphin- 
ed. P i i n ?  facie. hnwcvcr, ~t tlppcars that the British specification 
for 'unin?llhit4' buffer oi! had h e m  somcviia: m,-.c'??nlc~ll:. anplird, 
m 1965. ? ) thc 'inhil~itt~d' oil. 'lirltllc tli(. rc,rni~littnn v - ~ 1 1 [  ! likn 3 

nmye d-t2ilc 1 c.!,?rifi~tion In thic rt.n.:rJ. tho\- 7n11st a'.,, t.rnn1l-sise 
that t\) .rre*i:clt care s l~ i~~r l t l  be taken In finalislng the specifications 
of vit'31 : ? I  impq7-tant d e f ~ n c e  items. so that omissions as 
have bwn ??r\:!ced in the prcwnt c ? ~ ?  :I.-? ril.lr lcd  st The 
comprel~rn.~v~ r:vlcwT \ref spc5ficnt1ons of nthcr dc.f .nc-2 stall..: sue;- 
gested in the preceding p:1ragrnp3 sho:tl.l :1lso ensure that th r  ~ , ~ c c i -  
ficat ions 3re siiiiably revised, wherever necessary, to yovitl3 lor all 
such cmtingcncies and for correspondinq tests. 

[S No. 20 (Para 1.78) Appendix to 231st Report of PAC 
(Fifth Lok Sabha) 7.  

Action Taken 

The Enquiry Committee which went into this matter found that 
the specification a!: it then existed could not detec: at the time of 
inspection the ultimate defect of gel formation. From the evidence 
brought before the Committee, it emerged that the occurrence of gel 
in the supply was a phenomena experienced for the first time, 
which could not be foreseen/comprehended by the desiqners of the 
specification. The Enquiry Committee in its conclusions has record- 
ed as follows in this respect. 

"Specifications, however. carefully written arc seldom perfect. 
In  obtaining supplies of vital products, even against composition 
based specifications, they must be reinforced by suitable perfor- 
mance tests and field trials. Hence, unless there is an approval pro- 
cedure based on field trials of a sufficiently long duration, i t  is 
unwise to accept a critical product offered for the first time even 
by a reliable party. On new suppliers, in case of such critical pro- 
ducts, onlv trial order should be placed. meanwhile obtaining bdk 
supplies 60m known tried out reliable sources." 



The Committee considers that while procuring such critical 
stwes it is essential to have: - 

- rigid specification, as foolproof as possible 
- a proper vendor rating which wculd recogni-se past histow 

of satisfactory supplies 
-- Performance test (s) /field trials for new comers in respect 

of whom only a t r id  rrrjer may be placed first. 

D-velopment of sqxxifications and ptu.ticulrcrly of products like 
lubricants is a evolutionary proems dependin,q upon the erpcrirnc'e 
of the R&D authorities who make the specifio:Clon, the Chief Tn9 
pector of M;if:erials who is rcsponsibJe for testjng t'ic store! the 
m:mufacturers who manufaclure tizc lubricmts and users 

The Enquiry Committw furt!ler .stated that Sp~ificatiorl NO. 
IND,'SL/4510 (Ll  3s a cc,mposition based s~cification. I t  is not un- 
common in such specifications to inzist on approved and even pro- 
pr ietor~ additives which according to desigmm/ilsers of specification 
have proved to be satisfactory. DRL (M) should consider this aspect 
for a further relyision of the specification 

As OMHB is nothing but an inhibited oil OM-13, the Committee 
recommended that DRL (M) may review their specification of 
OMHB to bring it in line with U.K. Spec. Def 20?1A of 1973 reprint 
with amendment 'A' that forbids the use of pour point depresents 
and viscosity Index Lmproves. 

DADS has seen. 
[M. of D. U.O. No. 19(19)/76/D (PROD), dated 12-1-1978]. 



RECOMMENDAI?ONSIOBSERVAT1ON~ REPLIES TO WHICH 
HAVE NOT BEEN ACCEPTED BY THE COMMITTEE AND 

WHICH REQUIRE REITERATION 

Recommendation 

In response to the tender enquiry issued by the Director General. 
Supplies & Disposals, against the first indent placed in April 1968, 
by the Army Headquarters, for the supply of 1.62 lakh litres of the 
oil (cost: Rs. 4.86 lakhs the lowest quotation of Rs. 2,720 per kilo 
Utre had been received from Sikri and Grover and the second lowest 
quotation of Rs. 2.998 per kilo liwe from Valvoline (India) Private 
Utd. It had, however, been decided in consultation with. indentor, 
to place orders on the latter firm. in spite of the fact that its quota- 
tion was not the lowest. for the following reasons:- 

(a) while both the firms required import licence. the foreign 
exchange component of the quotation received frorn Val- 
voline (India) Private Ltd. was Rs. 2.45 lakhs as aeainst 
Rs. 2.66 lakhs in the case of the quotation of Skr i  and 
Grover. 

(b) The lowest tenderer (Sikri and Grover) had also demand- 
ed reimbursement of what were described as non- 
recoverable duties in addition to the duties recoverable 
under law, and the legal validity of this nlaim was sl- 
ready under examination at the relevant time, in consul- 
tation with the Law Ministry. with reference to a similar 
demand made by the firm in an earlier case. However. 
in view of rhe fact that t h e  resolution of this dispucte 
'might take a littlt time' and the indentor's requirement 
was also 'very urgent' orders had been placed, in January, 
1969, on Valvoline (India) 1,td.. after an unsuccessful hid 
to obtain a price reduciion. 

[S. No. 2 Para 1.60 of 231~2 Report of PAC (5th Ifik Sabha)l .  

Action taken 

Pmcurement of the store rested with DCrSbrl). Hrnvwer. whm 
W S & D  informed Anny Headquarters that there were legal difncul- 



Uem in accepting the claim of Mls. Sikri and Grover far r e - i m b m  
mmt of the non-recoverable duties and enquired from Anny HQrs., 
if they were prepred to wait till the issue was rr?solve&, Army 
HQrs. replied that their requirements of tha. store wwe urgent and 
they could not wait. 

[M. of D.U.O. No. 191 l9i761D (Prod), dated 17-11-1977.] 

Apart from these shortcomings in the initial processing and 
acceptance of tenders for the supplies, the  Committee are gravely 
concerned to find considerable laxity on the part of the D:fe- 
Inspection Organisation in carrying out the prescrj bed tests in respect 
of the bulk supplies of the oil. r su l t ing  in relaxations in the s p ~ i -  
fications of a vital item in a manner which can only be termed indis- 
criminate. For instance the specification for Mineral Oil Hydraulic 
Buffer, prescribed by the Defence Research Laboratorv (Materials), 
included two tests to detect the presence of aromatic compounds in 
the oil which attack the nibher components in buffer systems, vit., 
aniline point t r s t  a r r l  c11,71!2*, : I :  aniline p o i ~ t  t es t  estrnction 
with sulphuric acid of 98 per cent strength. The advance sample 
received from firm against t h t  c y s t  , ontract h.:d been subjected to 
both thes? tests when it !~ : i c i  been found that the change in aniline 
point of the sample, after extraction with sulphuric acid, 7°C as 
against 5.5"C (maximum) specified. Though this variation was by 
n o  rnear,~ s~n:~l l .  thc clc~fer: h3d been considered to be 'minor' and, it 
had b.>en d,rcided to :ic'ccyt tht. sample with this 'minor' deviation. 
and to b r i q  this delriation from the specification requirement to 
the notice of thr  suppliers foi. rectification before c o m m e n c e m ~ ~ ~ t  of 
bulk supplies. On this beinq taken up with the suppliers. they main- 
tained that oil had been checked again in their blending plant when 
the change in aniline point had been found to be only 5.4OC, and 
pointed out that the anomaly could have arisen if sulphuPic acid of 
98 per cent strength had not been us,ed in the test. However, before 
t.he suppliers could b.. informed that the test in regard to chance in 
miline point had. in fact, been conducted with acid of ~~escr ibed 
styenflh, the hulk supplies of  the oil had dreadp been made. 

[Sr. No.  8 (Para 1.66) of Appendix to 321st R q m t  
of PAC (5th Lok Sabha)] 

Action taken 

The Enquiry Committee appointed by the Govemmewt in its And- 
ings has observed that relaxations in ncceptance of sup~lier of OMHB 



from M/s. Valvoline (India) Pvt. Ltd. were given by CIM-in respect' 
of change in aniline point, ash eontent and crackle test. Following 
of the relaxed plan for selection of the samples a t  the time of bulk 
inspection was also a deviation from the laid down procedure when 
M/s. ValvoIine were supplying this critical store for the first time 
and therefore rigid plan for sampling should have been observed. 

The Enquiry Coinmittee went lnto the past practice follow2d in 
according relaxations in the inspection of ONHB and the similar 
stores. In their findings the Committee has observed as follows with 
regard to according o: relaxation in respect of change in aniline 
point: 

With regard to change in ani!in:: iwint, the Committee has found 
that in almost all earlier s::~!ulies of OMHB, as well as OM-13 (which 
is an uninhjbited OMKB), this relaxation has invariably been given 
in 311 cases. This wo~ild be cvident by reference to Appendix S1. No. 
26 w5ich shows l.h:i: re!asatlons werc: given ir. supply of OMHB from 
W/s. S k i  ;;;J ';-vc!r and 83,'s. Cztro l  varying from 6°C to 7-4°C 
ac:ins;t 5.5''C (!,I?\:i-r.l~) y . ? ~ - l f r t ? !  Nr: cornnl:?ints of ar:v nature 
were rerx-:vcd d:!-;x.l the u r e  of t?ws:. s l : . r~s .  whic!l h:\d higher change 
in an:lin% poi?? t.hnn sp?c:ficd. 

[KT CI D. rJ.0. No. F.I-'. lCl(!N /$6,/3 <Prod.). dated 12-1-1978.] 





S ~ ~ r k n g l ~ ,  even when it was b w n  to tk Inspffuon o r g d -  
sation that the advance sample had failed in the change in  a n i ] h  
point test, and the findings in this regard h adalso been disputed by 
the suppliers, t h t  test, though admittedly necessary, was d i s p e d  
with in respect of the bulk supplies made against the first contract on 
the ground that the results of the aniline point test were satisfactory 
and because acid of the requisite strength was not available in stock. 
In spite of the fact that concentrated sulphuric acid is a commodity 
that is available freely enough, it has not beem considered necessary 
to procure acid on an emergent basis for carrying out the test, since 
the Inspectorate had apparently taken the view that th? aniline point 
test was the 'crucial test for checking the aromatic content of the oil 
and therefore, the absencp of the second lest would not be serinus. 
The Committee are unable t o  appreciate the strange logic of 
this argument and are of the view thzt .;nee the advance sample 
had failed in the change In aniline po~nt  test, the test ought to 
havi. been necessarily ccnducted on samples drawn from the hulk 
supplies, jn order to make sure thnt the supplies conformed, In all 
respects. to the specifications That th:s was nnt done is to he d e p  
recated What is perhaps ctyn worse is t h a ~  th- omission of this 
particular test had not eIren been looked Inlo by the Chief Inspector 
d Materials when hp chose to sign the test report 

[Sr. No. 9 Pars 1.6; of 231st Report YAC (5th Llok Sabha) 

Action Taken 

While it 1s Incumbent on the part of an inspection agency to carry 
out all tests laid down in the specificntion/sched~lle of inspection, it 
i s  tru? that no test for change in m i l ~ n e  point had been carr.ed out 
at the time of inspection of sample from hulk supplies in the absence 
of Sulphuric Acid of correct concentration tben not being available. 
In all probabiljtv this consimm-nt if tevted too would have revealed 
higher chanpc in anil<ne point as  was found in the  advance sample 
and store st;ll cleared with thr relaxation. as in  all previous supplies 
of OMHB frr m different sources this relaxation in respect of change 
m aniline point had been accorded The OMHB accepted in the past 
with this relaxation had not civen any complaint of adverse effect in 
service. With this background the Chief Inspector of Materials 
while signing the report did not consdcr omission of this test as . . 
very conseqilential t.n the q u ~ i i t ~  r'f  the product 

No doubt the test of change in aniline point which gives an indi- 
cstion of aromatic content of the oil has been stipulated to pud 



against, the effect of OMHB on rubber seals of the recoil system of 
guns, oils with higher change of aniline point have not shown any 
adverse effect on rubber seal of the recoil system. The Enquiry Com- 
mittee in its conclusion has remarked that the test of change in ani- 
line p i n t  meant fu r  safety of rubber components is not very reliable 
and should be replaced by a modern seal swell test based on seal 
rubbers used in India. 

[File No. 19/19/761D (Prod) dated 17-11-1977] 



CHAPTER Y 
-DATImSPBSERVATIONS IN .BESPEC.T OF .WHICH 

GOVERNMENT HAVE FURNISHED INTERIM R E B U S  

Recommendation 
Thb apart, the Committee were amazed to be told that while plac- 

ing orders o,n Valvoline (India) Private Limited for a vital defence 
requirements, no attempts were made by the Director General, Sup- 
plies & Disposals, to ascertain details of the principals of the firm, 
so as to  determine their reliability, standing etc. The firm had mere- 
ly indicated tlte source of supply of the cil as US/UK and the Com- 
mittee are concerned to find that it was only after the defects in the 
oil supplied had been highlighted in the Audit Report that efforts were 
made by the Department of Supply to obtain some information in 
this regard. Again, it required a further probe at the Committee's 
instance before more details about the principals could be forthcom- 
ing. Since the firm had not, admittedly, supplied this oil earlier, it 
was incumbent on the Director-General, Supplies & Disposals, to have 
verified in details the credentials of the firm as well as those of the 
principals. It is deplorable that this elementary precaution had not 
been taken even in respect of procurement of vital defence 
item. The Committee take a serious vilw of this omission and de- 
sire fixation of responsibility therefor. 

[S. No. 4 (Para 1.62) of Appecdix to 231st Report of PAC 
(5th Lok Sabha)]. 

Action Taken 

As the placement of order rested with DGS&D, it was for the 
Department of Supply to have ascertained credentials of the U.K. 
principals of M/s. Valvoline (India) Pvt. Ltd. 

[M of D.U.O. No. F. 19 (19) /76/D (Prod), dated 12-1-1978] 

Reeommenda tion 

This apart, the Committee were amazed to be told that while 
placing d e r s  on Valvoline (India) Private Ltd., for a vital defence 
requirement, no attempts were made by the Directorate General, 
Supplies and Disposals, to ascertain details of the principal8 of the 
firm, M) as to determine their reliabflity, standing etc. The firm 



had merely indicated the souroe of. supply of the ail. as Z f 9 A a  and 
the Committee are concerned to find that it was only after the defects 
Its a e  dl(mppEied had be-en MghlIgl3ed in the Audit Report that 
effort&(wcm*rnadb by the Department of Supply to obtain some infor- 
mation in this regard. Agais, it required a further probe, a t  the 
Committee's instance, beforo more details about the principals could 
be forthcoming. S'nce the firm had not, admiWdly, supplied this 
oil earlier, it was incumbent on the Director-General, Suppli.e~ and 
Disposals to have verified in detail the credentials of the firm as 
well as those of its principak I t  is deplorable that this elementary 
precaution had not been taken even in respect of procurement of a 
vital defence item. The Committe take a serious view of this omis- 
sion and desire Axation of resp3ns:bility therefor. 

[S. No. 4 (para 1.62) of Appendix to 231st Report of P&C 
(5th Lok Sabha)]. 

The observation made by the Committee is being examined from 
vigilance wide. The ~ t c o m e  of the vigilance examination would 
be conveyed to the Committee when i't is completed. 

pepartment of Supply No. P.111-22(23)/76, dated 1st June, 197n 

Recommendation 

It is fortunate that the defect had been noticed before the bulk 
of the d was 8cha11y utilised and a major quantity could thus be- 
withdrawn from the units before anv serious damage was done. I t  
does not m i r e  much imagination to see that a perilous situation 
these defective supplies could have landed the country% armed 
forces in. particularly when the country was faced by a grave threat 
also on its eastern frontiers. Viewine the matter in retroswt. the 
Committee are positive that i t  was extremelp unwise to have relaxed 
the specifications and inswtior. p r o c e d w  in regard to a vital 
defence item and that mala-fib, thorqh not proven. cannot be ruled 
out. T!ie possib;litv of c o r r u ~ t  practices having crept in, even where 
detriment to the flghtine: efficiency of our troops was involved. is a 
matter of'qrave immrt. The aoprorich clt the Inspectian Orp~anisation 
hss been imd&ient alrd even-thouahtless. Since sedous suspicion of 
malmrect;ces and even sabotage ha- artlrcn ;n this case. the Committee 
wduld urge Government to conduct a tho~,uoh orobe into the deals 
Mth Vta?~l in~ (Indfr) Privlrte ~ t d .  and ascertain ttiat no 



stringent action should be taken against the delinquents. 

[S. No. (Para 1.71) Appendix to 231st Report of PAC 
(6th Lok Sabha)] 

Action Taken 

Pursuant to PAC's directive that probe into the matter was called 
for, Ministry of Defence appointed on Enquiry Committee under 
Chairmanship of Addl. Secy. (PS) , with which representatives of 
Finance and an expert in petroleum disciplin? nominated by Minis- 
try of Petroleum & Chemicals, were associated as members. This 
Committee as per its terms of reference was requ'red to ascertain 
whether relaxations were given in transactim with MIS. Valvoline 
and to investigate the matter and determine whether any malcofides 
were involved in giving the relaxations. 

The Committee found that in'the inspection of supplies apart from 
givjng relaxation in respect of change in aniline point and crackle 
test discussed in 'Action Taken Notes' undw the earlier paragraphs, 
the relaxation from specification in respect of Ash Content was 
accorded and also in the selection of the samples from bulk consign- 
ment, the relaxed instead of rigid plan was adopted. With regard 
to relaxation in respect of the Ash Content, the Committee in its 
findings has observed as follows: 

'While framing the specification of OMHB based on that of U.K. 
Oil OM-13, the designers did not alter thn ash content stipulation of 
0.01 per cent although calcium petro!eum sulphonate, which would 
additionally contribute to the ash content, was incorporated in the 
specification as corrosion inhibitor additive. In the eariler supplies 
of OM- from M/s. Castrol and M/s. Sikri and Grover this relaxation 
had been accorded e t h o u t  anv ill effect in service. In fact later the 
specification of OMHB was amended to increase the ash content from 
0.01 per ent to 0.03 per .cent maximum." 

"The relaxation in ash content given bv the Inspection authority 
was therefore in line with tho previous practice." 

The Committee in its findings have further stated that all these 
re1axat;om given at the time of inswtion of advance and bulk 
samples aouM be considered as of minor nature, as qiven normalb 
~ u n  the basis of previous exmrience in th. interest of procurement of 
supplies of defence stores without undue impediment and delay. Tt 



is not uncommon that such deviations are accorded from time to time 
after examiring their effect on and use application of the store in 
question. 

In its conclusion the Enquiry Co,mmitke has recorded that from 
the evidence it would appear neither of the three relaxations in 
question can be considered to have contributed directly ta the main 
defect of gel formation which developed over a considerable period 
of time and rendered the stores unserviceable. Also the fact of having 
not followed the rigid plan of sampling procedure, which was called 
for in inspection of the consignment could not have made any 
difference, since the cause which led to the oil becoming defective at 
'a later date, could not have been detected, even if larger number of 
samples had been tested. 

The Enquiry Committee has further recorded in the conclusion 
that relaxations in specifications being of a nature with no direct 
relationship with gel formation. the Committee has no reason to 
suspect that any malafides were involved in giving these relaxations. 

File No. 19 (191761 D (Prod), dated 12-1-1978. 
Recommendation 

The Committee find that the principals of Valvoline (India) 
Private Ltd.-Petroleum Wholesale Ltd.. London had also dealt 
with €he India Supply Mission. London, and had supplied Steel 
drums against their contract to a Central Ordnance Depot, who also 
happened to be the consignee in respect of buffer oil. While the 
Committee would v e q  much like to know whether these supplies 
were found satisfactory, they feel that it would be worthwhile to 
review all other purchases made through Petroleum Wholesale 
Ltd., London with a view to ascertaining whether there were similar 
or other serious defects and lapses in supply. In case it is found 
that the pfincipals had defaulted in other cases also, appropriate 
action should be taken against them The Committee would like 
to be informed of the action taken on this re-ommendation as well 
on those contained in the preceding paragraph within three months 
of presentation of the Report. 

[Sr. No. 15 (Para 1.73) of Appendix to 231st Report of PAC 
(5th Lok S-bhall 

The Supply Wine of the High Commission of India in London 
has made a review of all contracts entered into with M/s. Petroleum 



Limited during the last 7 years. The Supply Wing has r e p t e d  that 
there were three such contracts, two of which were agaimt indents 
directly placed by Army Headquarters with the Sup* Wing 
(Formerly ISM, London), and the third a similar direct indent 
from Air Headquarters. The first contract was for supply of 36,900 
litres of oil OM-13 in 205 litre, dams ,  and the total value of the 
contract was £ 5236. The second contract was for the supply of 
1,68,4UO litres of oil OM-13, total value being £ 29,975. The third 
contract wras for the supply of 30 gallons of oil OM-33, the total 
value being £ 24. 

2. The Supply Wing, London has reported that no complaint was 
received regarding defective supplies in any of these contracts. 
However, the consignees under the Defence Ministry have also been 
requested to confirm that there was no complaint, and that all the 
supplies were sa.tisfactory. A further report on this point will be 
sent to the Committee. 

p e p r t m e n t  of Supply No. PIII-22(23)/78, dated 1 June, 19TIJ. 

The Committee note that out of the quantity of 5.15 lakh litres 
of oil supplied by the firm against the two contracts (cost; Rs. 15.93 
lakhs) a quantity of 4.37 lakh litres has been rectified by the Defence 
Research Labomtory (Materials) and a demand notice issued to 
Valvoline (India) Private Ltd. for payment of Rs. 3.63 lakhs, re- 
presenting the cost of rectification, cost of unserviceable oil and 
transit; losses (for 4.51 lakh litres). Apart from these eadily aa- 
cerbinable losses arising out of this transaction, the invisible Lbss 
in terms of time and effort would work out to much more, in view 
of the fact that the re-tified oil has been certified suitable for use, 
wfth certain restrictions only as uninhibited oil. The guns in which 
this oil has been used will also have to be stripped annually, instead 
of once in four years, and insgected for faults, d m ,  etc. The 
Committee have, however. been informed that the supplies haying 
been accepted after due inspection. the flnn had disowned any re6- 
ponsibility for the defects noticed subsequentlv and that suit was 
being filed in the court for the recovery of Government dues. 
Considerable time has elapsed since then and the Committee would 
like to know the progress, i t  m y ,  in this regard so far. 

[S. No. 17 (Para 1.75) of Appendix to 231st Report 0fP.A.C. 
(5th Ldk Wtra)I 



A suit has been filed in the Delhi High Court for recovery of 
Government (dues. 'Nze ma&r is 1t'i sub jydice. The decision wben 
an?LvRd ,at, ,would be conveyed to the Committee. 

[Depoartment of Supply No. PIII-22(23)/76 dated 1st June, 19771 

In  paragraph 1.26 of their 125th Report (Fifth Lok Sabha), the 
Committee had commented on another instance of nondprovision af 
warranty clause in the contracts for the procurement of assault 
boats, as a result of which no action could be taken against the 
firm when defects came to light subsequently. Since this sort of 
omission appears to be fairly widesp~ead, the Committee would 
urge Government to review comprehensively the specifications of 
other vital defence stores and equipment and include suitable 
warranty clause in all these cases and also enforce them strictly 
whenever defaults occur. 

p. No. 19 (Para 1.77) of 231st Report of P.A.C. 
(5th Lok SabEa)] 

Action taken 

The progress made in rwisbn of specifications to include 
warranty clause is being ascertained from the concerned organisa- 
tion. A further note will be submitted to the P.A.C. in due course. 

[No. F. lg(l9) /76/D(PROD), dated 12-1-1978] 

Recommendation 

The Committee feel that the sorry state of affairs reflected in 
these two transactions could have been avoided had adequate 
advance action been taken for the procurement of the oil. Since 
the plea of urgency, which paradoxically is a cover for many rela- 
xations and deviations, has been put forth by the Ministry of 
Defence on more than one oxasion to justify virtually distress 
purchases, the Committee desire that the existing procedures for 
the ordering and procurement of stores and the issue of sanctions 
therefore should be thoroughly reviewed and streamlined so as to 
obviate the need for such unhappy 'emergency' and 'distress' pur- 
chases. Since time is the essence of the matter in relation to Defence 
requirements, Government should evolve a suitable machinery to 
ensure the rarri, nrocurement of high priority operational items. 



The Committee would like to & kept informed of the steps taken in 
this regard. 

[S. No. 21 (Para 1.79) of 231st Report of PAC 
(5th Lok Sabha) ] 

Action taken 

The position with regard to indenting procedure for ensuring 
adequate advance action in procurement of defence stores is being 
ascertained from Directorate of Ordnance Stores. A further note 
will be submitted to the Public Accounts Committee in due course. 

D.A.D.S. has seen. 
[No. F. lg(l9) /76/D (PROD), dated 12-1-1978]. 

NEW DELHI; 
C. M. STEPHEN, 

Chcrirnaan, 
Public Accounts Cmmittee. 



APPENDIX 
Main Conclusim/Recommendations 

S. NO. Pam No. Ministry/Department con cerned Recommendat ion 

I 1 .9 Ministry of Defence The Committee are inclined to agree with the views of the EX- 
pert Committee appointed by the Ministry of Defence (Depaftment 
of Defence Production) and feel that the Department of Supply 

VI should have confronted the lowest tenderef. with the quotation of H 

Mls. Valvoline (1ndia) Pvt. Ltd. and made an attempt to negotiate 
the terms of the contract with them in the light of the terms offered 
by MIS. Valvoline (India) Pvt. Ltd. 

The Committee are not convinced with the explanation advanced 
by the Department of Defence Production that the relaxation grant- 
ed to MIS, Valvoline (India) Pvt. Ltd. was in accordance with the 
prevailing practice. They consider that if the terms of the contract 
and the specifications contracted for were rigidly enforced through 
appropriate tests, the defect in the supplies might well have come 
to notice and the loss could have been prevented. ---- _ _ -  -_I_--.--- 



3 I .  16 Ministry of Defenc: In this connection the Committee would like to refer tb the find- 
ings contained in paragraph 1.60 of their original Report and the 
reply of the Government thereto. They observe that the suppfies 
were required by the Department of Defence Production urgently 
and for that reason the Department was not willing to wait till the 
legal validity of the claim made by the lowest tenderer (Mjs. Sikri 
& Grover) in an earlier case about the reimbursement of certain 
'non-recoverable duties' could be decided which, according to De- 
partment of Supply, would have taken a 'little time'. The Corn- 
mittee are, however, perturbed to find that the Department was 
quite generous in granting extension of delivery period from time to 
time. The extension of delivery period enabled the firm to supply 
stores from 12 April 1971 to 22 April 1971, though the contract was 
executed on 9 February 1970. The Committee are inclined to con- 
clude that neither the Department of Defence Production was 
serious about the urgency of the stores nor the Department of Supply 
took any positive measure to see that deliveries were expedited 
particularly in the context of earlier experience with the bn. 




