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INTRODUCTION

1, the Chairman of the Public Accounts Committee, us authorisea
by the Committee, do present on their behalf this Hundred and
Nineteenth Report on Appropriation Accounts (Defence Services),
1967-68 and Audit Report (Defence Services), 1969.

2. The Appropriation Accounts (Defence Services), 1967-68 and
Audit Report (Defence Services), 1969 were laid on the Table of
the House on the 31st March, 1969, The Committee examined these
at their sittings held on 6th (FN), 7th (FN), 8th (FN), 9th (FN)
and 23rd (FN) January, 1970. The Minutes of these sittings form
part of the Report (Part II)*.

3. The Committee considered and finalised the Report at their
sitting held on the 28th April, 1970.

4. A statement showing the summary of the main conclusions|
recommendations of the Committee is appended to the Report (Ap-
pendix). For facility of reference, these have been printed in thick
type in the body of the Report.

5. The Committee place on record their appreciation of the
assistance rendered to them in their examination of these accounts
by the Comptroller and Auditor General of India.

6. The Committee would also like to express their thanks to the
Officers of the Ministry of Defence and the Department of Defence
Production for the cooperation extended by them in giving infor-
mation to the Committee.

NEw DEeLu1; ATAL BIHARI VAJPAYEE,
April 28, 1970 Chairman,
Vaisakha 8, 1892(S). Public Accounts Committee.

*Not printed. One cyclostyled copy laid on the Table of the
House and five copies placed in the Parliament Library.

(v)



I
DEFENCE PRODUCTION

Slow progress in manufacture of an improved model of a weapon
and related ammunition

Audit Paragraph

Mention was made in paragraph 13 of Audit Report, Defence
Services, 1963 about delay in establishment of production of a
weapon and ammunition. The project was sanctioned by Govern-
ment in April, 1959 for Rs. 347 lakhs.

1.2 In September, 1962 Government sanctioned an additional
Rs 108 lakhs for expansion of facilities for progressive indigenous
manufacture of this weapon and ammunition,

I, Progress i% manufacture of weapon

1.3. The total number of weapons pregrammed to be manufac-
tured in three phases was 184 units—60 in rhase I ordered in Sep-
tember 1959, 42 in phase II ordered in May, 1961 and the balance 82
in phase 11l ordered in March, 1964. Initially, it was planned fo
manufacture six units per month in two ten-hour shifts after estab-
lishment of production. This was scaled down in April, 1964 to
four units per month. Production commenced in August, 1960 but
there was a steady shortfall in actual production, the average
monthly production being less than one. Originally, the manufac-
ture of 60 units in the first phase was to be completed by April, 1962
(i.e,, within three years of the date of signing the agreement with
the foreign collaborators in April, 1959). This was later revised to
October, 1964; manufacture was, however, completed only in August
1867. Of the subsequent orders for 124 units (phases II and III)

manufacture of only seven has been completed so far (September,
1968).

14. According to the Ministry, shortfall in production is attribut-
able to—

(i) delay in receipt of drawings, manufacturing scheduled and
tool drawings from collaborators till July, 1959—August,

1960;
(ii) delay in delivery of imported toolings til} October, 1961;
(ili) delay in supply of stee) sheets and plates tili December,
1961; ’

4

(iv) time taken to rectify a defective part supplied by the
collaborator; and .



2.
(v) unexpected difficulties in machining complicated parts.

1.5. In order to avoid further setback, indent for all sub-assembl-
ies required for production of the remaining weapons has been
placed on the collaborator.

1.6. To augment the production of the weapon to eight unit§ per
“month (in two ten-hour shifts per day) Government also sanctioned
in November, 1965 Rs. 348 lakhs for setting up of additional
facilities. Production was expected to increase to that level in 10
months after receipt of all machines by November, 1967.

1.7. Out of 159 machines to be installed for this augmentation
only 112 have been received (April, 1968). It is now expected that
production of four units per month would be achieved in 1969-70
and that this would be increased to eight per month from April,
1970.

1.8. Due to the slow progress in manufacture of the weapon and
also in view of the urgent need to equip the Defencesunits with the
improved version of the weapon, Government sanctioned in March,
1967 import of the weapon from a foreign source at a cost of over
Rs. 5 crores. Further, electronic equipment (Rs. 9.66 lakhs) pur-
chased locally and other costly equipment (Rs. 70 lakhs) imported
for being fitted to the weapon are also lying in stock since procure-
ment between August, 1964 and June, 1967.

19. The Ministry have stated that a committee has been set up
(November, 1968) to study the reasons for the low output and sub-
mit recommendations for stepping up production; the report is
awaited (January, 1969).

II. Progress in manufaciure of related ammunition

1.10. Production of the ammunition in Ordnance factories was
planned at the rate of 10,000 rounds per month in one shift of 8
hours. There was to be progressive increase in the indigenous
content. But the actual production achieved is only about 50 per
cent of this target. The shortfall in the rate of production has been
attributed by the Ministry to delay in receipt'erection of required
machinery and setback in production of fuzes indigenously, It was
envisaged that after October, 1964 the ammunition would be pro-
duced with indigenous fuze and imported propéllant and that indi-
genous propellant would be available for ammunition produced
after March, 1967. Though production of fuze was established in
October, 1965, it failed at proof stage and therefore bulk production
could not be undertaken. The manufacture of propellant was es-
tablished early in 1966 but production is not sufficient to meet the
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requiremetits of thid ammunition. Conséquepdy, fuzes' costing
Rs, 98 lakhs and propellant costing Rs. 12 lakhs had to be ordered
from abroad up to April, 1968.

[Paragraph No. 3, Audit Report (Defence Services), 1969]

1.11. During evidence the Committee pointed out that the De-
partment of Defence Production had informed the Public Accounts
Committee in November, 1963 that 35 units of the weapon would be
produced by March, 1964, and that thereafter production would be
nSaintained at the rate of six units per month. The Committee en-
quired about the reasons for shortfall in the anticipated production.
The witness explained that the foreign manufacturers had indicat-
ed a time lead of about 18 months for the supply of this weapon.
When there were difficulties in the indigenous manufacture of com-
ponents, the matter was taken up with the collaborator who then
advanced the lead time by as many as 33 months. Specialist teams
from the overseas manufacturers were invited on a number of
occasions. Our own people alsp went to their factories to study the
processes and get expertise as quickly as possible. But unfortu-
nately they had ¢ven now not succeeded in their efforts. The
representative of the Departrnent of Defence Production added that
“this is a very complicated weapon. I must frankly admit that with
all good intentions, the planners did over simplify the technical
difficulties in the manufacturing processes. They perhaps over-
estimated our own capabilities and a projection was given, efforts
were made to keep to it, but then difficulties came which beljed
those expectations and there were shortfalls.”

1.12. To a further question why 60 units of the weapon as per
phase I of the programme could not be got ready by April, 1962, the
witness stated that initially it was contemplated that the indigen-
ous content would be 15 per cent but at the implementation stage
it was raised to 35 per cent. In a complicated weapon, if there was
larger indigenisation there were bound to be greater difficulties.
The second reason was that “there was difficulty in getting all the
drawings etc.” from the overseas collaborators. After receiving the
initial lot, it was found that some more documentation was neces-
sary. The matter was, therefore, taken up with the collaborators.
As a result, there was delay in the procurement of plant and
machinery. On account of these reasons, the production of 60 units
during the first phase could not be achieved according to schedule
(April, 1962). A revised target (October, 1964) was laid down
which also did not materialise and ultimately the 60th Weapon was
produced only in August, 1967.

1.13. The Committee enquired why there was a gap between the
ending of the first phase in 1967 and the starting of the second phase
in 1968. The witness stated that serious difficulties were encount-
ered in the indigenous manufacture of gear assemblies. These had
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not been anticipated and were solved as and when they arose dur-
ing the process of manufacture. The second difficulty was in an-
other component assembly which was indigenously produced. It
was a very complicated one consisting of nearly 900 parts. Thirdly,
the hydraulic gear box control equipment presented lot of diffi-
culties as it consisted of high precision assemblies. All these fac-
tors had led to the delay in the commencement of the second phase.

1.14, The Committee enquired why in view of the initial diffi-
culties, additional sanctions were obtained in September, 1962 and
November, 1965 for expansion of facilities. The representative of
the Department of Defence Production stated that the rate of pro-
duction envisaged in the original sanction (April, 1959) and in the
sanction given in September, 1962 was 4 per month. It was ex-
pected that out of 48 units produced in a year, 40 would pass the
inspector’s test. As the requirements of the forces developed, it
was found that many more units would be needed. Therefore in
November, 1965 Government took the decision to double the pro-
duction.

1.15. The Committee enquired about the actual expenditure in-
curred against the aforesaid sanctions in terms of foreign exchange
and rupees separately. The witness stated that the total outlay
could be divided into 3 categories viz., capital invested, deferred
revenue on tooling etc. and revenue expenditure. For all the three
phases put together the break-up of the amount sanctioned under
these heads was as follows:—

Foreign Rupee Total
Exchange Expenditure
(Rupees in Lakhs)
Capital . . . . . . . . 189.94 252.48 442.42
Deferred revenue . . . . . . 79.59 63.83 142.42
Revenue . . . . . . . 386.12 2.30 388.42
Grand Total : . . . . 655.65 317.61 97€.26

1.16. In a subsequent statement furnished to the Committee, the
Ministry have given the following break-up of the sanctions given
in April, 1959, September, 1962 and November, 1965 for the weapon]|
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ariminition or.both..

Details First sanction Total Second sanction Total Third sanction Total
Nov 65
Date of 22 Apr §9 6 Sep 62 3
(a)sanction and for both for both f)(r)xli wapons
whether for y
weapon,
ammunition
or both
Phase 11
Rs. Rs. Rs. Rs. Rs.l Khs 3 RRS'
b) Amount  44.20 lakhis}  147.08 26.57 lakhs 1 109.74 23461 lakhs 348 34
( Afs::’lui‘ti m N (R¥) | Ilakhs (RE) lakhs (RE) { lakhs
302. 8% fakhs | 83.17 lakhs 113.73 lgk_hs [
(FE) J (FE) (FE) |
Phase II

(¢) Related Phase 1 8.80lakh } 119.61 For augmentation  of
phase of (RE} } lakhs the weapon from 4 to
production 110. 81 lakhs 8 Nos. per month.

(FE)

(d) Anticipa- 0. Nos. were to be 42 Nos. in Phase 11 &  This sanction was
ted rate ol complcted by April 62 82 in Phase 11T were given to enable the
production to be completed by ordnance factories to

1963 and 1964 respec-  increase the indigen-
tively. ous content as well as

meet the target of &
Nos. per month.

1.17. As for the actual expenditure incurred under each of the
sanctions, the Department of Defence Production have stated that
“it has not been possible to work out phase-wise expenditure but
the total expenditure upto March, 1969 is Rs. 2,09,74,617 in rupees
and Rs. 6,91,51,750 in foreign exchange. The Committee further
understand from Audit, that due to slow progress in manufacture
of the weapon and also in view of the urgent need to equip the
units with the improved version of the weapon, Government sanc-

tioned in March, 1967 import of the weapon at a cost of over Rs. 5
crores.

1.18. The Committee enquired when the 159 machines required
for augmentation of facilities sanctioned in November, 1965 was
ordered and how many of them had been received and installed.
In a note on these points, the Department have stated that the
machines were ordered between February and May, 1966. A total
of 143 out of 159 machines had been received between April, 1966
and April, 1969. All of them excepting 5 have been installed. The
Department have added: “Of the 16 machines yet to be delivered, 4
are special purpose lathes and one a rifling machine which have to
come from.... (a foreign country). Two are Horizontal Boring
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and one Gear Hobbing Machine which have to come from HMT..
One Engraving Machine has to come from.... (another foreign
country) and 7 others are from other different sources. Every
effort is being made to obtain these machines at the earliest and
reminders are regularly being issued for immediate supply. These

are expected to be receivd shortly.

1.19. The Committee enquired about the progress made in manu-
facture of the weapon. The witness stated “I would candidly admit
that even today the projection given earlier of production at the
rate or 4 per month could not be fulfilled. The maximum we ha\_re
been able to reach is 2:5 per month. In December, it was 3 and in
November, 2........ The original expectation that we will in 1970-
71 go to 8 per month is not going to be fulfilled.”

1.20. In reply to a further guestion. the witness gave the follow-
ing figures of production since 1965-66:—

1965-66-—25
1966-67—14
1967-68—1
1968-69—15
1969-70-—-12

(upto December, 1969).

1.21. Explaining the reasons for the poor performance in 1967-68,
he stated that in that year the process of indigenisation was step-
ped up. As a result, lot of difficulties had to be faced. Now the
production was going up and by next vear it would be about 3 to 4
per month. The witness added: “Our people have gained some cx-
perience and at the moment we are trying to increase production.
Something is going wrong somewhere and there is so much rectifi-
cation to be done. We are steadily going up to the target but not
too fast. If we go too fast, there will probably be a slip.”

1.22. The Committee enquired whether steps had been 1uken to
avoid any further set-back in achieving the production targets. The
witness stated that it had been decided not to hold up the produc-
tion programme if there was delay in mastering the processes in
the overall process of indigenisation. With that end in view. cortain
important critical components had in anticipation been imported
and kept in reserve to be used when the occasion srose. At pre-
sent 57 per cent of the components were being produced indigenous-

ly. The rest 43 per cent were still imported.

1.23. On its being pointed out that in 1967 the Committee were
. told that the indigenous component was 50 per cent which showed
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that the progress in the preceding two Yyears was <nly 7 per cent,
the witness stated “When we talk of percentage of _indigemsation
we give the figure of ability developed in our factories to produce
various parts. 57 per cent is the figure today. But it may actuslly
happen that in an equipment delivered in the last week of Decem-
ber, the import content may not be higher than 43 per cent, be-
cause we might have got stuck up and we might have used some
imported components kept in reserve. The figure of 50 per cent
given earlier also would be subject to the same qualification.’

1.24. Asked whether there was any definite target date for achiev-
ing complete indigenisation, the witness stated that for some com-
‘ponents and highly specialised materials, the requirements might
be so small and the investment required for its development and
production in the country might be so large that it would not be
an economical proposition to aim at producing that material or
that component in the country. In such cases, it would be much
better to import the items from abroad.

1.25. In a further note on this subject, the Ministry have stated
as follows: —

“In the first instance the following programme was drawn up
for indigenous content of the weapon:—

Phase I—60 units : 35 per cent by 1962
Phase II-—42 units : 60 per cent by, 1963
Phase III———82 units : 80 per cent by 1864

It was expected tc step up the pace of indigenisation in phase IV
(for 152 units) to 90 per cent by 1965.

“The difficulties in respect of three items v'z., Gear Component
agsembly comprising 900 parts for the elevating mass and gear and
hydraulic gear-box control equipment, came to light during pro-
gressive manufacture in Phase II. The problem became serious in
1967-68. Although most of these difficulties have been sorted out,
it is difficult to say that all the hurdles have been crossed. Some
Production problems are still being encountered which it is hoped
will be overcome through remedial measures being taken. No
definite programme has been drawn up for indigenous manufacture
of imported components as efforts are being concentrated at pre-
sent to establish production in quantity so as to avoid import of
complete weapons.”

1.26. The Committee enquired whether the Report of the Com-
mittee set up in November, 1968 to study the reasons for the low
output and to suggest measures for stepping up production had
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been received and if so, what its recommendations were. The
representative of the Department of Defence Production stated that
the Committee had given a voiuminous report. One of the impor-
tant recommendations was that the inspection system should be
modified and there should be integrated stage inspection so that
inspection facilities would be available at all necessary stages of
production. This recommendation had been accepted by Govern-
ment. Some posts had been sanctioned and within a couple of
months, the integrated stage inspection system was going to be
adopted. This would lessen some of the difficulties at the final stage’
of assembly.

1.27. Another important recommendation of the Committee was
regarding authorised holders of sealed particulars. In the Directo-
rate General of Inspection for each and every weapon, there is a de-
signated authority known as the authorised holder of sealed parti-
culars. The Committee had recommended that the office of the
authorised holder for this particular type of weapon should be shift-
ed to the place of final assembly of the weapon so that there could
be cross check immediately and any deficiency defect or need for
rectification could be looked after on the basis of the original draw-
ings, available with the authorised holder. This recommendation
had also been accepted and was being implemented.

1.28. From a further note on this subject, the Committee find that
the following main difficulties and draw-backs were found by the
Committee appointed by Government to be responsible for retard-
ing production: —

“(a) Belated maturity of connected projects due to lengthy
procedures and too many departments being involved.

(b) Insufficiency of technical know-how and experience coupl-
ed with the intricate nature of the equipment.

(c) Complicated stores provisioning and accounting proce-
dures. ’

(d) Elaborate and complex inspection procedures both for
material and equipment by many inspectors and lack of
integrated inspection system.”

1.29. The Department have further stated that subsequent to this,
a high level departmental committee has been appointed by the
Government. After the recommendations of this Committee be-
come available, coordinated action will be taken to remove the diffi-
culties and draw-backs as suggested.

1.30. The Committee enquired whether the imported weapons
were found to be satisfactory by the units. The representative of
the Ministry stated that the imported weapons and also those which
were manufactured in India were found to be satisfactory.
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1.3]. When asked whether the weapons manufactured in India
correspond to the modified version imported from abroad, the re-
presentative of the Department of Defence Production stated that
the modified version only was being manufactured.

1.32. The Committee enquired whether the ordnance factories
were in a position to manufacture the spares needed for mainten-
ance of this weapon. The representative of the Department stated
“In the whole defence production organisation it has been accepted
as a rule now that side by side with the manufacture of the store,
spares and components required for maintenance or overhaul
should also be taken care of. A part of the capacity is earmarked
for this purpose. As far as this weapon is concerned, what you
have mentioned will certainly be taken care of.”

1.33. The Committee enquired whether the electronic znd other
costly equipment which had been imported at considerable cost
had been utilised for manufacture of the weapon and if held in
stock, whether there was any risk of its deterioration. The witness
stated that due to deficiencies in actual production, some of it had
been lying in stock but it would be utilised. To a question why
its import was not correlated with production, he replied that “it
was in accordance with the programme then in view that importa-
tion was arranged. ” He added, “if you total up the actual produc-
tion of these weapons, you will find that there has been a very big
deficiency as far as the total number is concerned. Therefore, the
surplus is still contnuing. As I said, indigenous efforts are also
being made to make them here. These will remain as reserves and
will be utilised as and when necessary.”

1.34. From a note subsequently furnished to them, the Commit-
tee observe that imported components and sub-assemblies valuing
Rs. 113.67 lakhs are also held in stock by the DGOF. It has been
stated that none of these have outlived their self life and all of
them are expected to be utilised in production.

1.85. Asked how the cost of production of the weapon manufac-
tured in India compared with the cost of the weapon imported from
abroad, the witness stated that the imported weapons were suppli-
ed at a very concessional price. These weapons were Iving unused
for a long time in the originating country as they had been replac-
ed by a more modern weapon. The cost of production of the
weapon in India in 1963-64, that is, before devaluation was Rs. 4.25
lakhs for each weapon. The present cost was Rs. 5.64 lakhs.

1.36. Asked whether the cost of production was expected to go
down with increase in production, the watness stated that “I would
not be able to say that. Firstly, it has to be acknowledged that
in the process of indigenisation, there is a little rise in cost becanuse
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our industrial base is not so well-organised as it is elsewhere. He
have to improvise and depend on our own initiative and our own
resources and the indigenisation cost is some times higher than the

importation cost.”

1.87. The Committee enquired whether in view of the latest
developments relating to the development of surface-to-air missiles
this weapon would not become outdated by the time its manufac-
ture was fully established. The witness stated that it was still
being used by a large number of countries “though the original
county has switched on to other types” i.e., surface-to-air missiles.
The witness added “We still consider that it is tactically a useful
weapon for us.” The Committee enquired what recommendations
the Aeronautics Committee had made in regard to the development
of surface-to-air missiles and whether the development of those
missiles will not make this weapon obsolete. The Department of
Defence Production have stated in a note: “As certain recommenda-
tions made by the Aeronautics Committee in regard to the deve-
lopment of surface-to-air missiles are still under examination by the
Government, it would be premature to deal with them at this stage.

1.38. The weapon referred to in the Audit Paragraph is likely to
remain in gervice for severa] years to come and the planning is to
use both the weapon and surface-to-air missile as complementary
systems”. During evidence, the witness stated: “We are all strug-
gling with the development of local expertise. The experience of
our people will be an asset to us. It will enable us to go in for a
production programme of the successor. So, the capital that we
have invested on machines, etc. will be made use of. Some
machines also can be diverted to the production of successor item.
That way, we may not be the losers. But we have to be watchful
about it. We shall arrange to limit our production programme in
such a manner that its utilisation is within the safety period and
it does not become obsolete.”

1.39. The Committee enquired whether the Research and Deve-
lepment Organisation had been brought into the picture with a view
o improving the design and maximising indigenous manufacture of
components of the weapon. The repregentative of the Research
and Development Organisation stated “As regards this particular
type,. ... because it is under licenced production and there are cer-
tain warranty and guarantee clauses with the foreign licensor, we
have not come into the picture. But on the indigenisation side, the
drawing and specifications being available, the D.G.O.F., in conjunc-
. tion with the inspection authorities, are going ahead with it and,
if there are any difficulties, T am sure, they must be getting the help
from the foreign licensor.” The representative of the Department
of Defence Production added—“What can be done is on the basis
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of experience achieved in licence production the problems can be
noted by the Research and Development Wing for further sub-
sequent development and producing something which is more effi-
cacious and powerful to what is being produced.”

1.40. To a questicn if any difficulty had becn experienced with
the foreign collaborator in getting the required data and designs for
this sophisticated weapon, the witness replied: “This doubt has
crossed olir minds also but quite frankly it would be difficult to be
conclusive on that; we have been pointing out their own short-
comings and putting the responsibility on them and as collabora-
tors, they themselves are responsible for ensuring that we do
develop expertise for the production programme which was envi-
saged; they have been sending their experts frequently to us. Two
experts will be coming in this month or early in February. We
are discussing about various shortfalls and various bottlenecks and
it is possible a team of our officers will go and find out how they
are solving their similar problems there. We do feel sometimes
that they may be more interested in supply and export of full equip-
ments rather than on enabling us to develcping our own production
effort. ... Overtly, 1 would say that they have not given us an
opportunity by which openly we could accuse them of not parting
with all that they have. They have not given us that opportunity.
But that lurking doubt in our minds still remains.”

1.41. To a question if the Committee appointed in November
1968, (c.f. para 128) had given any indication in its repert that
the collaboratcrs were responsible for retardation of production,
the Ministry have in a written replyv stated that the Committee had
not given any such findings.

1.42. In reply to another question, the witness informed the
Committee that the collaboration agreement had been extended for
untther five vears. The Committee enquired whether royalty wus
still payable in respect of weapons manufactured after the expiry
of 10 vears since the signing of the original collaboration agreement
in 1959. The Department have stated that the relevant clause in
the agreement as now extended provides that royalty shall be paid
by the licensee to the licensor at the rate prescribed in the original
agreement for all the weapons satisfactorily manufactured upto and
including Tth April, 1969.

1.43. The rovalty shall also be paid for all the weapons satisiac-
torily manufactured during the period 8th April, 1969 to the Tth
April, 1971 subject tc a maximum of 135 weapons provided that if
135 weapons are not manufactured by the Licensee upto Tth April,
1971 or earlier, royalty for the weapons falling short of 135 shall be
paid by the licensee to the licensor during the year 1971-72 and
that no royalty shall be payable thereafter.

854 (Aii) LS—2.
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(ii) Progress in manufacture of related ammunition

1.44. The Committee desired to know the reasons for shortfall in
production of ammunition for the weapon. The witness stated that
originally the prcduction of this ammunition was planned in two
phases. In the first phase, both the fuze and propellants were to
be imported but in the second phase both were expected to be pro-
duced indigenously. Later on, when production started it was
found that there would be difficulties in developing the indigenous
propellants. Therefore, the production programme was divided iu
three phases. The first phase contemplated the use of imported
fuze and imported propellant, in the second phase the fuze was to
be indigenised and that propellant to be imported and in the third
phase, the propellant also was to be indigenised. On reaching the
second phase, lot of difficulties were experienced in the production
of fuzes and the programme was held up on that account. Thus,
while they were able to attain the expected programme of 10,000
fuzes per mounth with imported components, the moment they went
in for indigenation of the fuzes, they suffered a set back.

1.45. The witness added that even trough the fuzes were produc-
ed exactly in accordance with the drawings supplied by the manu-
facturer. they failed at the proof stage and in spite of lot of time and
effort being devoted by the experts to find out the reasons for tne
failure. they could not pin-point where the [ailure was. Ultimately.
it was decided to import mere fuzes. There was considerable delav
in obtaining the supplies. When production was resumed. further
problem of gas leak in the primer was noticcd.  After tryving vari-
ous kinds of things to stop the leakage, a material called ‘dobekot’
was discovered with which the gas leakage was s2aled. Thereafter.
difficulties were felt due to premature action of thesc fuzes which
caused several accidents. The imported fuzes had therefore to he
rectified by hundred per cent X-ray. This was a time-consuming
process and was carried out at the cost of the manufacturer. Most
of the difficulties had now been overcome and in the current vear
they expected to attain the programme of 10,000 fuzes per month.

1.46. The Commitlee enquired whether the matter was taken up
with the collaborator. The witness stated that the fuze was hased
on the licensor’s drawings. The matter was, therefore, referred to

them. They also applied their mind but they could not pinpoint
why the fuze failed.

1.47. The Committee cnquired whether any enquiry was con-
ducted into the causes of the failure. The representative of the De-
partment of Defence Production stated that this was done but it
was not possible for the experts to specify the reasons. The rep-
: resen.taiive of the D.G.O.F., however, stated that “under assembly,

certain aspects of the performance could not be completed. It was
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not that it was 100 per cent failure. But certain defects-about 10
per cent are allowed. ~We took about 2,000 fuzes. In one lot
the failure was 21-double the allowable number”” He added
“ . .Even fuzes imported last year gave a serious defects....
despite everything being done according to drawings, sometimes in
the manufacture of ammunition, these things do happen. 1 is not
always possible to pin-point it.”

1.48. On its being pointed out that the collaborater was responsi-
ble for the end result, the witness stated that ‘he matter was still
under investigation with a view to determine responsibility as bet-
ween the licensor and the producer.

1.49. To a questicn if in respect of defence supplies, they should
not insist on 100 per cent satisfaction, the representative of t»
D.G.OF. stated “Nowhere.... a design is guaranteed 100 per cent.
Ammunition acceptance is done by destruction proof only. On
firing we know whether the ammunition is good or bad. Even if
the ammunition is 989 per cent foolprcof, an occasion may arise
when only .1 per cent failure may be there. There is a normal pro-
cedure followed for the purpose. In this particular case, if we had
taken action against the collaborators we were afraid that in future
their support might not come in. We could not take a rigid attitude
in the initial stage.”

1.50. Asked if the defect had since been rectified, the witness
stated that it was the contractual obligation of the licensor that in
case cf any difficulty in production by the licensee according to the
former’s designs, the rectification would be done bv the licensor at
his own expense and that was done in this case. Satisfactory pro-
duction had now heen established.

1.51. To a question, if there was any inherent defect in the
design, the witness replied, “It cannct be said that there was in-
herent defect in the design, because the same design is leading to
good results now. But there was obviously something wrong
somewhere which nobody has been able to pinpoint.”

1.52. Asked if any penalty would be levied on the manufacturer
for supply of defective fuzes, the witness stated, “We shall certain-
ly take up the matter and discuss that.... He will have to pay the
penalty for that and there is no doubt about it” He, however,
added that during the period of collaboration they would like to
master the art of producing the ammunition to the maximum extent
possible and for that they would like to maintain cooperative spirit
with the collaborators.
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153. The Committee called for a note showing the number of
fuzes which failed at proof and the loss incurred thereon. The
Ministry have informed them that the number of fuzes which failed
at proof is 3,057. The reason for failure at proof has not yet been
determined and investigations is still continuing. The estimated
value of the rejected fuzes is Rs. 40,000.

154. In reply to another question, the Ministry have informed
the Committee that no royalty was paid to the collaborator for pro-
duction of fuzes which were found to be defective.

1.55. The Cormittee cnquired about the reasons for delay in erec-
tion of the machinery. The witness stated that actually only 12
machines had to be procured for phase 1 from the local market as
well as import for the production of shell. These machines were
available by March, 1965 and erection was completed by April,
1965. In the second phase, 72 machines produced from local market
were available by September. 1966 and erection completed oy De-
cember, 1968,

1.56. In a note on this subject, the Ministry have further ex-
plained that for the phase I the machines were ordered between
March, 1960 to November, 1960. These were expected to be receiv-
ed within 10 to 18 months. They were reccivold between March,
1962 to March, 1965.

1.57. Building for the Time Fuze sanctioned against another Pro-
ject was partly allocated for Fuze 104. The Building was handed
over in June. 1966 when the erection of the machines in questim
could be taken up. Available space was only sufficient utilised {'r
erection of essential machines for starting production in October,
1965 at reduced level.

1.58. Asked whether any quantity of ammuniticn had been im-
ported since 1965 due to inadequate producticn, the witness stated
that ammunition had been imported before the production pro-
gramme began. Afterwards. only the parts numely fuzes and pro-
pellants had been imported. The first order (February. 1964) for
60.000 fuzes meant for phase 1 programme had been received and
consumed. The second order placed in November, 1967 was for
120,000. Out of it. 60.000 had been received and consumed and the
balance 60.000 was in stock. The third order (April. 1968) was for
another 120.000 fuzes and this consignment was being received

1.59. The Committee enquired why a third order was placed
when 60.000 fuzes were already in stock. The repiesentative of the
Department of Defence Production stated that they had not till
then overcome the problems in indigenous fuze manufacturing. Asg
the level of manufacture of ammunition was 10,000 per month, a
second lot of fuzes were imported for another year's programme.
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1.60. The Committee enquired abcut the cost of indigenously
produced fuze as against that of the imported fuze. The Ministry
have furnished the following information: “The cost of production
of indigencus fuze in the year 1967-68 is Rs. 11.51 each. The cost
of imported fuze as per S.0O. dated 6th November, 1967 is Fs. 344
each.”

1.61. When asked what the position was regarding the indigen-
ous manufacture of the propellant, the witness stated that it was
being produced and they were able to meet the requirements in
full.

1.62, The Committee are far from happy about the progress
achieved in the manufacture of this weapon. The investment in t..o
project, which was sanctioned in 1959, has by stages amounted to
over Rs. 9 crores. 184 weapons were to be produced in three phases.
the first phase covering 60 weapons to be completed by April. 1962,
later changed to October, 1964.6The rate of production was also to b
scaled up hy degrees to eight units per month starting from: Noves
ber, 1967. None of these expectations have been realised. The 60
weapons to be produced in the first phase were actually completed
in August, 1967 i.c., after s delay of 3 vears. The maximum rate of
production achieved so far has been 2.5 uniis per month—less than
even what was contemplated in 1964, when it was fixed as 4 per
month. The substantial shortfall in production has compelled Gov-
ernment to resort to import of this weapon at a cost ef over Rs. 5
crores. It has also led to the accumulation of imported components
and sub-assemblies valued at Rs. 1.14 crores, which can be used up
only when production is stepped up.

1.63. Apart from shortfall in production, the target set for indi-
genisation of production of components has also not been achieved.
It was expected that 80 per cent of the components would be indi-
genously made by 1964. The present position however is that 43
per cent of the components still continue to be imported.

1.64. The Committee are aware that the production of a compli-
cated weapon of this nature will present difficulties in the situation
which obtains in the country e.v., lack of adequate industrial basc.
know-how etc. But it would appear that the Defence authorities
consistently over-simplified these difficulties and set fanciful targets
for production at every stage. even after having hecome aware of the
difficulties that arose. As late as November, 1965-after the project
had worked for over six years Government sanctioned provision of
extra facilities for raising the scale of production te $ units per
maonth, though till then the average production had not exceeded 1
per month, .
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1.65. The Committee note that Government are themselves exer-
cised over the slow progress of the project and have set up a Depart.
mental Committee to go into this question. The Commitice would
tike the work to be expeditiously finished, and to be apprised of their
findings as also of the measures to correct the existing sitvation,

1.66. Apart from lack of adequate know-how and various other
procedural delays, an important factor which apparently retarded the
progress of the production would appear to be the fact that co-ope-
ration from the foreign collaboration has not been so rapidly forth-
coming. It was ctated dmring evidence that at the initial stage “there
was difficulty in getting all the drawings ete.” from the collaborators
and this. in turn. led to delay in procurement of plant and machinery
needed for indigenous production. The Committee would like it to
be impressed on the collaborators that the progress in production
has not been satisfactory and that they have to share the responsibi-
fity for this state of affairs. For the future, Government should
examine what safeguards should be built into ccllaboration agree-
ments of this tvpe, so that the collaborators gets a stake in =nsuring
that contemplated production schedules are achieved. Ultimately
the solution to the problem lies in developing expertise in the coun-
try through intensified research and development effort.

1.67. The Committee also that 16 out of 139 machines for which
orders were placed between February 1966 and May, 1966, as part of
the programme to step up production are still to be received, though
they were to have been received between April 1966 and April 1969.
Government should take steps to ensure that these machines are
delivered without further delay. It is essential that production be
stepped up, apart from other reasons. for ensuring that imported
components worth Rs. LI4 ¢rores. now lving unused, are utilised
hefore their shelf-life expires.

1.68. The Committee observe that this weapon is no longer in yse
in the country of manufacture, which has switched over to surface-
to-air missiles. The Committec have in paragraph 1.20 of their Nine-
ty-Ninth Report (Fourth Lok Sabha) already stressed the need to
develop missile technology in the country. in the context of develop-
ments elsewhere in the world. In any programme for future pro-
fiuction of this weapon, it is necessary that Government should keep
in view its plans for development of missiles, to that production is
based on a proper appreciation of the role and scope for use of this
weapon vis-a-viz others proposed to be developed.

1.65. Tl.m Committee note that 3057 fuzes this ammunition pro-
.duced.mdlgenously at a cost of Rs, 40,000 have turned out to be
d.efectwe. Due to production not having been satisfactorily estab-
lished, Government have heen forced to resort to import of fures.

. 60,000 numbers were imported i
an identical number in 1968 in 1964, 1,20,000 numbers in 1967 and
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1.79. It is a matter for concern to the Committee that it has not
still been possible to identify the cause for failure of the indigenous
fuzes. The matter needs to be pursued with the collaborator whe
should be asked to rectify the fuzes at this cost and re-imburse Gov-
ernment for the losses sustained. The Committee would alsos Jike
to be apprised of the steps taken to stabilise indigenous production
at a satisfactory level, so that imports could be avoided. It seems
particularly necessary to stop imports, as imported fuzes are stated
to be costlier than indigenous fuzes.

Indigenons mamufacture of spec al types of ammunition

Audit Paragraph

1.71. In May, 1962 Government sanctioned a project for setting
up of facilities in Ordnance factories for indigenous manufacture. in
collaboration with a foreign firm, of a weapon and related ammuni-
tion (types A and B). The civil works (Rs. 1.95 lakhs) were comp-
leted in September 1964. The Plant and machinery (Rs. 18 lakhs)
were received during February 1963-February 1966. Excepting 10
machines costing Rs. 9.30 lakhs, all the remaining machines have
been installed and commissioned.

1.72. Production of type A ammunition was commenced in
August 1963 and production of tail fins for this ammunition was
established in April 1964. Nevertheless, an order for import of 1
lakh tail fins was placed in March 1966 at a cost of Rs. 15.50 lakhs.

1.73. Bulk manufacture of type B ammunition commenced o1y
in June 1967 after receipt of proof trials. In the meantime, compo-
nents and propellants (valued at Rs. 253 lakhs) for production of this
ammunition (type B)including 8 components not originally planned
for import (Rs. 104 lakhs) had been imported. Due to the delay in
establishment of its production. orders for import of this ammuni-
tion valued at Rs. 7.22 crores were placed in September 1966-July
1967 and about 554 per cent thereof has been received (Octnber
1968). After the ammunition received from abroad was subjected
to check proof, it was found defective, the defect being attributed to
a hasic design characteristic of the ammunition. It was decided in
March 1968 to suspend further production of the ammunition in the
Ordnance factories after manufacture of quantities for which compo-
nents have been imported and also to suspend the outstanding
quantities still to be supplied. The exact financial implications of
the suspension of production in Ordnance factories and suspention
of outstanding orders are still to be assessed. (February 1969).

[Paragraph No. 4, Audit Report (Defence Services) 19691
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1.74. During evidence, the Committee poimted out that in this
case the Civil works which were estimated to cost only Rs. 1.95
iakhs took more than 2 years to complete after the Project was sanc-
tioned and enquired what the reasons were for the delay in this
regard. The representative of the Department of Defence Produc-
tiom stated that the project sanction was given in May, 1962.
Administrative approval was issued in October, 1962 and
MES part of the work was completed on 24th August, 1964. sanc-
tions for minor departmental works were issued by DGOF in Octo-
ber, 1962 and these works were completed by May, 1964. There were
certain difficulties with regard to materials and contractors etc. To
a question whether the delay in completion of the civil works also
delayed production, the representative stated that “it is difficult to
establish that this was because of delay in civil works. I think the
two programmes were coordinated.”

1.75. In a further note on this point, the Department of Defence
Production have stated that “the civil works included site clearance
and demolition of some ARP schelters standing at the site. Clearance
of the site as also the procedural formalities to be completed by
MES had caused some delav in the completion of the civil worke.
In view of the above, the work could not be carried on according to
the originally planned schedule which was 9 months.”

1.76. The Committee enquired when orders for various items of
plant and machinerv were placed and what the stipulated date of
supply was. The Department of Defence Production have stated
in a note that orders for various items of plant and machinery were
placed in August September, 1962. The last date of supplv weas sti-
pulated as 31st March. 1963. The machines were received between
February, 1963 and February. 1966 although the majority of them
were received by 1963 and 1964, Some of the machines had to
come from overseas and the Indian agent “had little contrr] over
the lTead time for supply”.

1.77. The Committee desired to know the reasons for delav in
commissioning ten machines and what the present position in this
regard was. The Department have stated that these machines were
intended for manufacture of the connected Fuze. It was decided to
locate manufacture of the fuzes at an Ordnance Factory against the
original idea of machining them in another factory. Out of the 27
machines, 10 machines had to be shifted as a result of the decision.
Later on due to dropping of this ammunition itself, the idea of
manufacture of the fuze was dropped. The delay in the installation
of these machines did not affect the production of the ammunition
since an existing fuze manufactured in an Ordnance Factorv was
allowed to be used in the interim period. Tt was proposed to utilise
4 machines in one Ordnance factorv and 6 in another.
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1.78. The Commitbee enquired about the targets for manufacture-
laid down in this case and how far production come up to the targets.
The representative of the Department of Defence Production stzted
that the ammunition consisted of two parts, one type ‘A’ ammunition
and the other type ‘B’ did not present much difficulty. It commen-
ced in August, 1963 ie. with 7-8 months of the receipt of sealed
particulars but due to certain defects in the imported eugmenting
charges used in this ammunition, issues were stopped under instruc-
tions from Chief Inspector of Armament. Issues were resumed in.
November, 1963 after receipt of clarification from the collaborators.

1.79. The Committee were informed by Audit that the produc-
tion of tail fins for this ammunition was established in April, 1964.
Between April, 1964 and July, 1967 only about 41 per cent of the
capacity created for the prcduction of tail fins in the ordnance fac-
tory was actually utilised. This was attributed by the Ministry to
the fact that production had t5 b= kept low as considerable quantity
of the tail fins (87362 nos.) was lying in stock and manufacture to
the full installed capacity would have inflated the stock resulting
in its deterioration. The Committee enquired why an order for im-
port of 1 lakh tail fins was placed in March, 1966.

1.80. The representative of the Department of Defence Produc-
tion stated that these could rot be manufactured in adequate rum-
bers on account of the non-availability of the cold drawn tubes.
Foliowing the Indo-Pakistan hostilities in 1965, the foreign Govern-
ment placed an embargo on the supply of various components in-
cluding raw material for tail fins. Against this background a deci-
sion was taken in November, 1965 to import one lakh tail fins to
ensure an alternative source of supply.

1.81. On its being pointed out that the existing capacity itself was
not being fully utilised, the witness stated that the planned capacity
was bhased on the annual training requirements of the forces as also
a certain percentage of war wastage reserve. The actual produc-
ticn was therefore less than the actual capacity.

1.82. In a note subsequently furnished to the Commitiee the De-
partment have stated that in view of the importation. the capaciy
in the factory for this item was diverted to the extent possible to
production of other ammunition items.

1.83. The Committee enquired about the purchase price of the
imported tail fins and how it compared with the cost of the item:
indigenously produced. The Department of Defence Production
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have stated in a note that the cost of imported tail fins is approxi-
mately Rs. 15.48 each, while the cost of indigenously produced tail

fin is Rs. 24.68 each.

1.84. Asked about the present stcck position of the tail fins and
whether these were expected to be used up before their normal life,
the Department have replied that the present stock of tail fins is
52,306 Nos. out of imported guantity and 15,392 Nos. indigenously
produced. The steck is expected to be utilised during its normal
life in the near future.

185 The Cummittee enguired when type ‘B’ ammunition was
miroduced m the Services and whether any trials were carried out
lo assess its suitability. The Department of Defence Production
have stated in a nole that initial demonstrations were held in Nov-
ember. 1960, User trials were carried out in October, 1961 and
Technicai irials were conducted in Ncvember, 1961. The ammuni-
tion was clcared as suitable for use by the Services and for indigen-
pus production in December, 1961. The representative of the De-
partment stated in evidence that in the first round of user trials
carried ou! in October. 1961, there was a lot of dis-satisfaction be-
cause there was seme failure of the rocket and dispersion was also
not satisfactory. When it was brought to the notice ¢f the manu-
facturers thev made some modifications. After the rectification
trials were again held towards December, 1961, It was then that
‘the ammunition was found to be satisfactory.

1.86. The Commiitee enquired during evidence as to how  the
need for importing the components and propellant  for producticn
of this ammunition including 8 components not uriginally planned
frr import. arose. The representative of the Departmont of Defence
Procuciion stated that “when the licence for manufacture  was
negotiated they did not give us at that stage manufacturing designs.
Only the goneral assembly drawings and general tvpe ot work was
krown. It 1 oked simple enough to manufacture in the first phase.
But when we got the full manufacturing particulars, we found that
even in the first phuse, there was no possibility of indigenous manu-
facture. That is whv we imported these items later”  To 2
question 1f the matter was taken up with the collaborator. the
witness stated “At the neootiating stage, the  full  particulars  of
the d'raw.ings are not made known, Subsequently. when we pet the
rhiawmqs. after U conclusion of the agreemert, we examined them.
We made our own assessment as 15 what we can manufacture in
our Ordnance factories. At that time, there was a  little over-
asse]s.cment of our capabilities and it was thought that these 8 items
:ﬁ:tdth};ierr;lnr\;fzci}g:gii:gdﬁlnggn;‘ﬁfl'v.h Later‘ on, they discovered
start the production ‘md‘im( ey i .ol{aht it was much better to

: port these 8 items also.”
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1.87. The Committee called for particulars of quantity znd value
of the ammunition B imported frcm 1962 onwards. The Depart-
‘ment have accordingly furnished the following information:

Controct » Qty. Value
w - Rs. in lakhs
(2) Dated 4.6.1962 5,000 14.35
(b Dated 25.7. 1963 38,000 134.58

{¢) Agrecment of 5-9-1966
as ume ded by Agreements
ol'3 1.67 and 6-7-67. 100,000 722.00

1.88. The Committee enquired whether the ammunition had been
tested before its import. The representative of the Ministry of
Defence stated that “these items were subjected to complete test
bv the foreign Government and on the basis of their certification
the imports were allowed.” To a question whether Indian person-
nel were associated when tests were carried out, the witness stated
‘that *“. .. .the inspection was done by the (foreign) Army Experts—
not by the manufacturers., The normal procedure is that when the
inspection is done at the other end, then we send our observers and
the inspection is conducted by them in the presence cf our ohservers.”

1.88. The Committee enguired whether any defects were noticed
when the initial supplies ordered in 1962-63 were received. The
witness stated that “When ammunition was being used no such
thing had come to their notice. Then. out of our initially imported
-quantity we also used a large number in practice.... as many as
13,000 rounds were used by our army and these defects were not
noticed.” To a question when exactlv the ammunition was used,
the witness stated that it was used for practice purposes in 1963—
65. He added “During 1965 (hostilities) also these rcunds were
used. About the reference to rocket failure, I must mention that
even in 1966 and 1967 out of 117 rounds which were fired there was
one rocket failure and even one failure out cof 117 is considered *o
be a serious one because it can lead to demoralisation. But when
they were used in 1965, there was no case of actual rocket failure

1.90. The Committee enquired abcut the reasons for delay in
chtaining the proof trials of the ammunition produced in the ordn-
ance factories till June. 1967. The Department have explained that
the first lot of ammunition was produced in early, 1967 which was
subjected to proof in April. 1967 but dispersion in range and ac-
curacy beyond Range Table Limits was observed. Since the
indigenous ammunition was being assembled from imported com--
nonents, a comparative trial of the indigenously produced smmunt-
tion with the imported one was undertaken. This comparative trial

‘was conducted in June, 1967.” PAR: | M1 NT L '
([ MINT LIBRARY
C-lm) €3 wo oadr L. ,
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1.91. Asked about the cost per unit of ammunition manufactured.
in India as compared to the cost per unit of imported ammunition,.
the Department have stated that the cost of the imported ammuni-
tion under the Agreement of September, 1966 is Rs. 657.03. The
cost of the indigenous ammunition is Rs. 547.76 in 1967-68.

1.92. The Committee enquired how and when the idea of check
proof originated. The representative of the Department of Defence
Production stated that the check proof was a subsequent additional
check that we have introduced since 1966. When ammunition is in
the process of storage, after a certain pericd, we have to pick up a
few random samples and subject them to many tests in order to
ensure that there has been no deterioration. This system, as I said
earlier, was introduced by us in respect of storage ammunition
only with effect from 1966. He added—*“This idea was introduced
by our inspectorate in respect of all the ammunition and not
particularly for this, namely, tnat periodically we must have this
checkprocf and ensure that what we are holding is absolutely per-
fect... ... The checkproof is in two parts. Onc is storage check-
procf. Every four or five ycars' life we want to see whether it is
still behaving. When we introduce it into service, we do not know
its life. By checkproof in storage we learn about the life of the
thing as also collect the data for design and development. The
other checkprcof is that we request the Government of the country
from which we are importing the gun or ammunition to do inspec-
tion and proof on our behalf. Theyv do it and send all the papers
to us. When it comes to us we see whether it is still behaving in
our conditions.

1.93. The Committee enquired why substantial orders were
placed for imports of the value of Rs. 7.22 crores between Septem-
ber, 1966 and July, 1967 when certain defects had been noticed
through checkprocfs even in 1966. The representative of the De-
partment of Defence Production stated that the contract for one
lakh rounds was placed on 5th September, 1966 whereas the intro-
duction of the svstem of checkproof was later than the date of the
contract. The actual checkproof results came early in 1967. He
added “at that time, the first time, when it happened, in respect of
the indigenously manufactured ammunitions, there was some sus-
picion that the ordnance factories production was deficient. There-
fore, it was decided to have that (checkproof).

The Ministry have in a subsequent note stated that the standard
~ procedure for checkproof was introduced in February, 1967.

1.94. As far as the imported ammunition is concerned the Minis-
try have stated that “there was no suspicion till late in the day that
it was deficient. It was only later—very much later—in 1967 that
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a comparative evaluation was made of the indigenously manufac-
tured ammunition and the imported ammunition. And we dis-
.covered that the imported ammunition was also deficient some
what.”

1.95. The Committee called for a note indicating when exactly
the imported ammunition was subjected to checkproof and when
its results became available. The Department of Defence Produc-
tion have stated that the imported ammunition was received in
several lots and as such checkproofs were carried out on those lots
on different dates from 14th June, 1967 to 24th June, 1968. The
results of the checkproofs became available from 27th February,
1968 to 6th December, 1968. Against the order ol one lakh rounds,
-quantity 54,406 was delivered by the firm upt: February, 1968.
Subsequent deliveries were then stopped. The Committee enquir-
ed whether there was any scope for cancelling the orders before
February, 1968. The witness stated that he would examine the
question to see whether the action that they took in 1968 could
hav: bheen taken earlier.

1.96. To a question as to when action was taken for cancellation
of the components required for the indigenous manufacture of the
ammunition, the Department have stated that a decision was taken
in August, 1968 that DGOF should complete assembly of the ammu-
nition to the extent the matching components were either available
< awere outstannding supply against firm orders already placed.
The DGOF therefore asked the collaborator to supply the quantities
required of certain items to complete manufacture of his existing
ammunition on the production line and as regards the balance
quantity the firm was specifically asked to await instructions. The
representative of the DGOF added in evidence that “We only pro-
duced rounds where the costliest components were imported. There
ar» certain cheaper components which are imported from abroad in
‘a larger quantity. We produced about 45,000 rounds, .... we were
allowed to proceed because the expenditure was there and a rocket
failure which is the mcst serious defect was not there and. if not
for actual combat purposes. they could have at least used them for
training purposes. That is why we were allowed to proceed with
it.”

1.97. The Committee enquired about the nature of defects and
action taken to get them rectified. The representative stated that
while in the indigenous manufacture there was error in dispersion
only. in the imported equipment both defects. rocket failure as well
as faulty dispersion were noticed. The manufacturer’s attention
was immediately drawn to them and discussions were held. At
first they did not accept them but when they were associated with
‘the trials, they were convinced about the defects.
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1.98. To a question if the defects could be attributed to the basic
design characteristics, the representative replied that “when the
checkproof came in 1966 our scientists also sat together and trieds
1o analyse what was that. One of the views expressed by one of
the experts was that, may Be, it was due to some design defect.”

1.99. The Committee enquired about the latest position of recti-
fication of defects. The witness stated that after carrying out some
adjustments, the rocket failure was avoided but the tail unit had
to be replaced completely in order to ensure correct dispersion.
After rectification, a series of trials were carried out and completed:
in 1969. Out of 54,000 rounds (against one lakh contiacted for),
200 bombs were chosen at random and subjected to detailed check-
proof. The results had been certified to be completely satisfactory.
The firm had agreed to rectify all the imported rounds at their own
cost.  After the rectification was completed, further checkproof,
would be carried out to ensure that the repairs that had been done
were completely satisfactory.

1.100. In regard to ammunition manufactured in the ordnance
{actory, the witness stated that negotiations would have to be
carried cut with the manufacturers for rectification of the disper-
sion defect. To a question how long it would take to do it he
stated that after negotiations were completed the rectification would
not take long since complete kits of rectification were brought by
the manufacturers. The result had come in only in December, last.

1.101. The Committee enquired if there was any gusrantee that
the manufacturers woulid rectifv the quantity indigenously produc-
ed. The representative stated “In regard to the ammunition which
has been manufactured indigenously, the rectification is going to
be carried out on that quantity also. All that we propose to discuss
with the firm is to find out whether the additional cost of rectifica-
tion will be horne by us or by the firm. The question of rectifying
the ammunition is not in deubt. That also will be brought to the
same standard as the imported one. ....{This) is a matter to be
negotiated with the firm. . ... . We propose to take the stand that
the liability is theirs and that they should bear the ¢ost.”

1.102. The Committee pointed cut that pending the results of
investigations. it had been decided that Type ‘B’ ammunition will
only be used without rocket assistance. They enquired whether
there was any disability involved in using the ammuniticn without
rocket assistance. The witness stated it would mea~ wasteful ex-
penditure if this ammunition which was 24 times costlier than
- Type ‘A’ ammunition was used for practice purposes. Therefore
the only alternative was to take un the matter with the manufac-
turer and to get the defects rectified.
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1.103. The Committee enquired whether in view of the suspen--
sion of indigenous manufacture due to the defects, it would be
possible to reduce the quantum of licence fee payable to the firm..
The representative stated that “The licence fee that had been
negotiated was not negotiated separately. It is combined licence
fee for the manufacture of all the ammunition.... .. The guestion.
of asking for a reduction in the licence fee would have been all
right if in the final proof it had been proved that the defects remain..
Now, the firm has taken a lot of trouble during the last two years.
to rectify the defects. We also expect that the rectification will
be done without additional cost. I do not think there will be any-
case fcr asking for reduction in the licence fee.” The witness add-
ed “If they agree to replace the tail unit at their cost and give us
rectified tail unit without additional cost I think that will be a
satisfactory arrangement.”

1.104. On his attention being drawn to Clause 16 of the agree-
ment which stipulated that the licensor was liable to replace the
equipment etc. if any defects were noticed within 3 vears of the
date of delivery in India, the witness stated that the dialogue with
the manufacturers had been started within this period and the
manufacturers had not denied their responsibility in this regard.

1.105. The Committee enquired about the financial implications
of the suspension of production in Ordnance factories and suspen-
sion of the outstanding orders of the ammunition. The witness
stated that “We placed a certain order for imports, the condition
being 10 per cent to be paid to them for the whole order and 80 per
cent to be paid after the quantities actually arrived in India. On

the basis thereof we had paid them less than what we should Bave
paid.”

“Similarlv. on the ordnance factory side. we placed an order
for import of certain components—fuze, etc. The tota] order
placed on them is much larger than the actual receipts. The total
financial implications of these orders and receipts will ke assessed
after the final agreement is reached with the manufacturer.”

1.106. In a further note on this subject. the Decpartment have
stated that “As regards the financial repercussiecn on account of
complete ammunition, the matter is under negotiation both in res-
pect of the quantity outstanding as well as the defective quality sup-
plied. which the firm has now agreed to modifv at their cost.”

1.107. As regards the financial repercussion on account of com-
ponents, the Department have stated that “At the stage when deci-
sion was t~ken to suspend further production of ammunition in
Ordnance Factories, DGOF indicated that with the components
already available, 4,000 rounds could be assembled and another
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11,000 rounds could be assembled if part quantities of components
-out of the order pending on the collaborator are received which
‘would leave a financial repercussion to the extent nf approximately
Rs. 25.85 lakhs including Rs. 7.39 lakhs for the connected {fuze.
However, to minimise the financial effect, an exercise has been
aundertaken on the basis of alternative quantities of ammunition that
should be produced so as to minimise the amount of loss which
might have to be written off relating to the imported stcck of com-
ponents already held by the factory. Only after a decision has been
taken with reference to the Service requirements for the ammuni-
tion, the net financial effect would be clear”

1.108. The Committee called for a note indicating the uptodate
progress in rectification and the value of imported ammunition still
‘to be rectified. The Department have stated that “the value of
imported ammunition which is still to be rectified is Rs. 3.45 crores.
The firm has agreed to modify the ammunition in India at their
-cost. They intimated the details of facilities which are required by
‘them for carrying out the modifications. The firm have been told
in a letter dated 4. 2. 1970 that the necessary facilities would be pro-
vided to them and they have been asked to intimate their programme
of modification. The advice from the firm about their programme
is awaited.”

1.109. The Committee enquired how it was proposed to utilise
‘the defective ammunition already produced and purchased and the
value thereof. The Department of Defence Production have stated
that it is proposed to utilise the defective ammiunition already pur-
chased producéd “after suitable modification against requirements of
‘the Services.

1.110. The Committee are concerned to observe that ammunition
‘worth Rs. 3.58 crores imported for the use of the services has turned
.out to be defective. It has been stated that the firm which supplicd
the ammunition has agreed to rectify the defects at their cost and
that a programme for this purpose is being worked out. The Com-
‘mittee would like the arrangements to be speedily finalised and
intimated to them.

1.111. The orders for the import of this ammunition valued at
Rs. 7.22 crores were placed with the firm in September, 1966. The
ammunition was “received in several lots on different dates” till, in
February 1968, Government decided, alter testing the ammunition,

. that further imports should be stopped (after a little over 54 per
cent of the ‘contracted’ quantity of ammunition had been delivered).
“The ‘check proof’ on the ammunition are stated to have been carried

. out on different dates between June 1967 and June 1968, and their
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results to have become available hetween February 1968 and Decem-
ber, 1968. The Committee would like Government to investigate
why the resuts of the check-proof become available so belatedly,
and whether this delay made timely action for stoppage of further
import impossible. It should also be investigated whether there
was delay in starting the check proof immediately after the first
consignment of imported ammunition was received.

1.112. The Committee were also given to understand that the
ummunition was tested before import and the inspection tests were
varried out by the exports of a foreign country, when observers from
our country were also present. It is not clear how the fact that the
ammunition was defective in the matter of dispersal as well as 1ange
escaped notice during this inspection. The Committee would like
this aspect of the matter also to he thoroughly investigated.

The Committee would like to be apprised of the findings of the
investigation into all the foregoing points.

1.113. The Committee observe that indigenous manufacture of
this ammunition was undertaken in June 1967 in collaboration with
the foreign supplier. As the ammunition produced indigenously was
also found to be defective, further production has been suspended.
The financial repercussions of the suspention of production was esti-
mated at one stage as Rs. 25.85 lakhs, though it has been stated that
the final position in this regard is still to be worked out. Govern-
ment have informed the Committee that negotiations are in progress
with the collahorator for rectifving the defective ammunition. The
Committee would like to point out in this connection that the enlla-
horation agreement casts an obligation on the collaborator te supply
matcrial of the highest guality for purpose of production. Tt should
thercfore he impressed on the collaborator that any rectification will
have to he at this cost, and that he would have to reimhurse Gov-
ernment for the losses sustained as a result of stoppage of produc-
tion, after the losses are finally assessed. The Committee would
like these negotiations to he expeditiously finalised and to be appri-
sed of their outcome.

1114. One point relating to the indigenous production of the
ammunition calls for investigation. The first lot of ammunitien is
<tated to have heen produced “in ecarly 1967”7, and “subiected to
nroof in April. 1967” when “dispersion in range and accuracy heyond
Range Table limits was observed”. It is not clear why in the circum-
stances the bulk production of the ammunition was commenced in
June 1967. The Committee would like this matter also to be covered
in the course of investnzatinm into this case which they have sug-
grsted earlier.

854 (Aii) LS—3.
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1.115. The Committee would also like Government to take note
of certain other aspects of the case which emerge out of the informa-
tion furnished:—

(i) The production of a related ammunition was also taken
up in the ordnance factories from April 1964. The pro-
duction of this ammunition which, according to the repre-
sentative of the Departinent of Defence Production “did
not present much difficulty” has consistently been falling
short of targets since 1964-65. The indigenous cost of
tail-fins, one of the components of the related ammunition.
has been Rs. 24.68 each as against the imported cost of Rs.
15.48 per unit. Steps should be taken to bring up the pro-
duction to the desired targets and reduce the cost of manu-
facture of the tail-fins. ’

(ii) It took more than twe years to complete the civil works
for the project which was sanctioned by Government in
May, 1962. The civil works costing Rs. 195 lakhs were
originally planned to be completed within @ months jec.
by February, 1963 but were actually completed only in
August, 1964. The Committee would like Government to
take steps to ensure that similar delays do not occur in
future.

(iii) The commencement of production would also appear to
have been delayed because ceriain items of plont and
machinery were belatedly ordered. It was stated during
evidence that the collaborator did not disclose the manu.-
facturing designs at the time of negotiation and that there-
fore the need for these items of equipment could not he
visualised. The Committee are not very happy that this -
occured and would like Government to take adequate
steps to nratect their interests in negotiations of this kind
with collaborators which they may undertake in future.

Uneconomical procurement of components

Audit Paragraph

1.116. To augment production in an Ordnance factory Gov:irn-
ment sanctioned 1n June 1964 Rs. 19.57 lakhs for establishing manu-
facture of a component A of a weapon in a public secior company
under the Ministry of Defence. Later, it was decided in Dacember,
1964 to make the company responsible for manufacture of another
component B of the weapon also. After the company had complied
with an educaticnal order for 3,000 units of both the components,
orders were placed in December, 1966 and May, 1968 for supply of
37,000 units of component A and 22.000 units of component B on the
company at the negotiated rates of Rs. 53.85 and Rs. 60.60 per unit
respectively. The break-up of the unit cost of supply of the com-
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ponents by the company and of the unit cost of production in the

Ordnance factory where there are also being manufactured are given
below:

L.abour  Material Over Interest Total
heads on
capital
profit and
packing
charges
Rs. Rs. Rs. Rs. Rs.
Component A
Ordnance factory 8.99 14.28 30.24 .. 53.51
Public sector company . 7-43 12-20 22.91 11.31 53.85
Chomponent B
Ordnance factory . . 6.27 5.65 21.30 . 33.22
Public sector company . 9.08 9.65 28. 48 £3.39 66.60

1t would be observed that—

(i) while the company’s cost of supply of component A is
comparable with the cost of production in the Ordnance
Factory, the former’s cost of component B is nearly double
of the cost of production in the Ordnance factory; and

(ii) the company’s labour as well as material cost of compo-
nent B were higher by more than 44 per cent and over-

heads by 33 per cent as compared to those in the Ordnance
factory. .

1.117. The extra cost in procurement of 22,000 numbers of compo-
nent B from the company is Rs. 6.02 lJakhs. The Ministry have stated
that the company’s higher cost of component B was due to payment
of higher rates of wages to labour, use of conventional machines,
purchase of raw materials at higher rates and inclusion of Rs. 13.39

per unit for interest on capital, packing, forwarding, commercial
charges and profit element.

[Paragraph No. 5,—Audit Report (Defence Services) 1969]

1.118. The Committee enquired about the basis on which the
negotiated prices of Rs. 53.85 and Rs. 60.60 per unit for components
‘A’ and ‘B’ respectively, were arrived at. The Department of Defe-
nce Production have stated that these prices were settled in a meet-
ing held between the officers of the Department of Defence Produc-
tion|DGOF and the Managing Directar of the Public Sector Company
on 26th September, 1966. The Manwging Director of the Company
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had furnished detailed information together with the break-up of
their estimated costs on both the items; which also included packing
charges, overheads on account of interest on fixed capital and work-
ing capital, commercial charges etc. After a detailed examination and
discussions of these costs. the rates as above were agreed to.

1.119. The Committee enquired whether the rates were final or
they were open to further negotiations with reference to the actual
production costs. The Department have stated that according to the
record of discussions held in the office of DGOF on 26th Scptember,
1966 the elements taken into account in the prices towards interest
on fixed capital and working capital and c¢ost of material were sub-
ject to verification in due coursc. Except to this extent, the prices
as agreed to. were not open to further negotiation, even though Gov-
ernment’s letter dated 19th November. 1966 conveving the order for
the production of the items had stated that the prices were “provi-
sional” and would be finalised by further negotiation. However.
later on. the price of component ‘B’ was reduced from Rs. 60.60 por
unit to Rs. 5825 per unit in respect of the last order for 15,000 num-
bers placed on the companyv on 1st April, 1869. This reduced price
was also, according to the supplv  order issued in  this regard.
“provisional” and subject to verification of correctness of the
material prices, interest on working capital and to levy of interest
on fixed capital being on the basis of normai capacity. The
Company has since represented that its cost of production «of these
components has actuallv been higher than the selling prices ax indi-
cated above. in view of the paucity of orders for these components
from the DGOYF resulting in under-utilisation of the capacity creat-
ed by the Company for the manufacture of these componenis. The
Companv has accordingly claimed compensation from Government
and this matter is at present under examination.

1.120. To a question whether the entire requirement of component
‘A’ could not have been advantageouslv ordered on the Company and
the capacitv in the ordnance factorv wutilised for manufacture of
component ‘B’ the Department have replied that this could not he
done because matching capacitiecs had been set up bhoth the items
in Ordnance Factories and also in the Companv.

1.121. The Committee were informed by Audit that some of the
material for component ‘B’ was supplied by the ordnance factory
at an unit cost of Rs. 835 each thourh the actuil eost was Rs 565
The Committee, therefore. enquired about the reason for charsing
higher price from the Company and whether this was agreed to at
the time of negotiating the rate of Rs. 6060 for this compnnent
The Ministry have stated in reply that the ordnance factorv’s cost
of material for component ‘B’ as shown in the Audit para does not
include the cost of “small” (seven components forming part of
o } amounting tn Rs. 4.64 whereas the componv's material as
shown in the Audit Para was inclusive of the small components
_also which were obtained from DGOF. Supply of material to the
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Company by the Ordnance Factory, if required, was envisaged at
the time of placement of this particular order on the Company.
However, in that even the cost of material supplied by the Ordnance
Factory was to be deducted from the price. The Ordnance Factory
did not charge higher rate than the actual cost in respect of the
material for Component ‘B’ supplied to the Company. Apart from
this, the overheads in the case of the Company are based on direct
labour only.

1.122. To a question whether the Company supplied the com-
ponents within the time originally stipulated in the supply order,
and whether they were found upto the specifications laid down by
the Defence authorities, the Department have replied that the Com-
pany had not been able to adhere to the original delivery schedule
and periodic extensions of delivery were sought by it and granted
but this did not by itsclf affect the production of the Ordnance
Factories as there had been delay on the part of the Civil Private
trade sources in the supply of the other matching components. The

items were inspected and passed the prescribed inspection and proof
tests.

1.123. The Committee desired to know the present stock position
of the two components and whether any additional orders had
actually been placed on the Company uand if so, what the price to
be paid therefore was. “The Department have informed them that
at present quantity of 12000 component "A’ and 9,605 of component
‘B is in stock.  After the placement of the order for Quantity 37,000
of Component A’ and 12000 of Compunent ‘B’ at the prices mention-
ed in the Audit Porac ondy two further orders for Quantity 10,000
and 15,000 Nos. respectnely of Component "B’ were placed on the
Company. The priee fixed for the Lt order for Quantity 15,000
vas Rel 5825 unit

1.124. The Committee enguired about the reasons for the higher
lubour wnd material chirges m the Ovduance Factory as compared
to the public sector undertaking in respect of component ‘A, A
reply is awaited on this point.

1.125. The Committee observe that Government incurred an extra
expenditure of Rs. 6.02 lakhs on the manufacture of 23,000 number
of component of a weapon in a public sector company, when an
Ordnance Factory was producing the same item at  lower cost
¥urther orders for production of 15,000 numbers of the same com-
ponents had also been placed with the Company. It has been stated
that “matching capacity” for production of this item and another
component has been set up in the Company which it is necessary
to utilise. The Commitice would like Goverument to examine.
whether the capacity in the company could be put to more economic
and alternative uses, so that preduction of the component could be

maximised in the ordnance factory which is manufacturing it at 2 .
cheaper cost.
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1.126. The Committee also observe that in respect of the other
component of the same weapon the labour and material costs are
higher in the ordnance factory then in the Company. The reasons
for this should be investigated and steps taken to reduce these
elements of costs.

Shortfall in production
Audit Paragraph

1.127. In January 1963 Government sanctioned setting up of
capacity (30,000 numbers per annum in two shifts) for manufacture
of an item (two types) in Ordnance factories (under licence from
the manufacturers) at the estimated cost of Rs. 14.02 lakhs (inclu-
sive of Rs. 11.79 lakhs in foreign exchange for import of plant,
machinery, tools and gauges and pavment of licence fee). It was
anticipated that the project would be completed within one and a
half years of the sanction and that manufacture would commence
12 months after receipt of technical data from the collaborators.
A licence agreement with the manutacturers was entered into in
Julv, 1963 and the technical documents (which were to be supplied
by December, 1963) were received by March. 1964. Demands for
16 machines were placed in May and July, 1963. Nine of them were
received by August, 1966. Seven were subsequently found not
necessary. Production of the item actually commenced from Sep-
tember-October. 1965 but it was well below target as shown below:—

Quantty  Orders out-

Vear produced  standing
at the end
of the vear

Numbers; ‘Numbers)

1066-6 . . . . 6,422 19.716
1967-68 . . . . . . . N ROT <1,839
1968-69 - upto 31-12-68" . . . . . . 18,130 35,709

{.128. Consequently, 46,6917 nur;)bers of the item were imported
at a cost of Rs. 27.40 lakhs between September, 1965 and March,
1968 to meet demands of the Air Force.

1.129. The Ministry have attributed the shortfall in production
to (i) need for obtaining components from different sources
(Ordnance factories, imports, Air Force depots), (ii) difficulty in
getting raw materials from trade and (iii) change in design in one
of the types of the item in December, 1865 which necessitated fresh
manufacture of a number of tools and equipments. The Ministry
expect that 26,257 numbers of the item would be produced in the
factories during the year 1968-69.

{Paragraph No. 6, Audit Neport (Defence Services), 1869].
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1.130. The Committee pointed out that according to the Audit
},m-;,graph the licence agreement was entered into with the manu-
yacturers in July, 1963 and the technical documents were to be
cupplied by December, 1963. The Committee enquired when the
technical documents were actually received. The representative of
tlic Department of Defence Production stated that the last of the
ducuments was received by July, 1966. The reason was that the
¢.llaborator claimed that they had sent all the documents and the
plueprints but the Indian technicians did not find all the documents
and the matter had to be pursued with the manufacturer. Asked
whether there was any penalty clause in the agreement relating to
delav on the part of the licensor, the witness stated that there was
no penalty clause in the agreement. In reply to another question
whether a penalty clause in the agreement was desirable as that
would bind the collaborator ti adhere to the time schedule, the
witness admitted “that certainly  would be desirable.” Asked
whether the delay in supply of the technical documents by the
collaborator was deliberate. the witness stated that it was a reput-
able firm and it would be difficult to draw that inference.

1.131. The Committee enquired why recourse was not taken to
the arbitration clause in the agreement which reguired the licensor
¢ supply the technical documents within six months of the signing
(o the agreement. The witness stated that the Ministry did not
proceed under that clause and the matter was taken up with the
tomn through the High Commissioner and the «ther officers posted
 London. The firm had taken the plea that in the first instal-
ment. they had sent all the documents that were needed but in the
wdeement of the Ministry the information furnished was not
adeqguate.

The Committee enquired why  orders were placed for 16
cachimes in May and July, 1963 even before the receipt of the
teehmical drawings. The witness stated that “in any production

aramme there are two kinds of machines that are needed. Onme

the special purpose machine which is absclutely in accordance
wanothe desipgn of the store which is to be manufactured. Then
Vs are some general purpose machines which on the basis of the
neture of proecesses involved in the production of that store, anybody
waboa little commonsense  and  experience  of  production can

w:olise and can place orders. Now, the machines for which orders
wire placed were of the nature of the machines we require and
crders were placed before the drawings were received.” The wit-
hevs further stated that the machines were being procured from
Indipenous sources through the Director General Supplies and
Disposals and the collaborator did not supply them.
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1.132. The witness stated that out of 16 machines, 9 were receiv-
ed in August, 1966 and were installed and the remaining 7 which
were meant for another factory were not received. Subsequently
the work-load on that factory diminished and they could manage
the work with their existing machines and the orders for those
additional 7 machines were cancelled. Asked whether there was
any financial loss as a result of cancellation of the order for the
seven machines, the witness replied in the negative.

1.133. The Committee asked for the reasons for the shortfall in
production. The witness stated that a similar store was also being
manufactured for the Navy and while calculating the total produc-
tion, the production figures, relating to the other store manufactured
for the Navy should also be taken into account.

1.134. In a note subsequently furnished to the Committee, the
Department of Defence Production have given the following modi-
fied figures regarding actual production after taking into account
the production of the other store for the Navy:

Year Targetted Actual  Quantity Total
production  Issues  produced  of cols.
for Navy 3 and 4

1965-60 . . . 10.000 6YR6 1599 BRKRS
1966-67 . . \ 2:4,000 6422 Nil 0422
1967-68 21,329 ¥807 5108 13.915
1968-69 . . 26,257 2187C 11680 33,559

1.135. The Committee cuquired when production was started
and whether it involved any foreign collaboration. The Depart-
ment of Defence Production have stated in a note that production
was started in 1964, and no foreign collaboration was involved. It
was stated in evidence that the plant had a capacity of 30,000 which
was reached in 1968-69 and was expected to be reached in 1969-70
also. But there was shortiall in the years 1966-67 and 1967-68.

1.136. Speaking about the bottlenecks which came in the way of
production, the witness stated that there were difliculties in get-
ting the correct material from trade namely two primer numbers.
The material needed from trade was a particular type of synthetic
washer which could not be processed due to non-availability of
PTEF which was an imported material. Then there was a change-
over of the design which involved change of designs and drawings.
Moreover the supply of the propellant was not quite adequate for
the full quantities to be produced. But the main reason was the late
supply of technical documents by the collaborator.



35

1.137. In reply to a question whether the items were imported
from the collaborating firm, the witness stated that because of the
delay in production some quantity had to be imported from that
firm. When asked whether any quantity had been imported after
March, 1968, the witness replied in the negative.

1.138. When the Committee enquired as to what changes were
made in the design of the item, the witness stated that the change
involved a new cartridge case with a different system and a differ-
ent primer which necessitated the manufacture of a number of tools
and equipment.

1.139. When the Committee enquired whether the particular
type of airceraft using this item was likely to be out of date soon,
the witness stated that they were likely to reman in use for guite
some time more. Moreover the machines which were rmanufacturing
those items were general purpose machines which would be utilis-
ed for the manufacture of any other stores of that nature.

1.140. The Committee ecnquired whether 1t was a fact that a
consignment of 2040 churges and certain other equipment needed
for manufacture of the item and despatched in 4 wagon on 31-8-1968
had not been traced and the shortfall in production during 1968-69
was on that account. The Department of Defence Production have
stated in & written note furnished to the Committee that it was a
fact that the wagon containing 2040 charges was not traced for some
tme. It was finally traced and delivered to the consignee on
5-11-1968. According to the Ministry. the delav of about 2 months
had little effect on production. It was further stated that Instruc-
tions had been issued to the concerned authorities to despatch such
consignments duly escorted in future.

1.141, This is another instance where production of an item
undertaken with foreign collaboration fell short of anticipated levels
necessitating imports to the tune of Rs. 27.40 lakhs. The case illus-
trates the need for ensuring that. where foreign  colaboration s
sought, it is on such terms. which will give the collaborator a stake
in ensuring that the stipulated production schedule. are achieved.
The Committee have made observations on this point elsewhere in
this Report.

1.142, Through the shortfall in production was caused by a
variety of factors, ene major factor was that the collaborator who
was to supply technical documentation by December, 1963 did not
complete the supply till July 1966, In the agreement executed
with the collaborator there was no penalty clause to bind him te
supply the technical documents within the stipulated period. The
representative of the Department of Defence Production admitted
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during evidence that the incorporation of such a clause in agree-
ments of this nature would be desirable. The Committee trust that
this point will be kept in view in any agreements made with foreign
collaborators in future.

1.143. The Committee note that this item is being produced for
an aircraft which has been in service for quite some time. The
Committee trust that in any future programme for production of this
item, Government will keep in view their plans in regard to phas-
ing out of this aircraft so that production does not continue beyond
a vredetermined date.

1.144. The Committee observe that a wagon containing charges
required for the mannfacture of this item was misplaced for two
months after which it was traced out and sent to the consignee.
This raises the vital gitestion of wecurity of valuable defence con-
signments.  The Cammittee trust that in fature it will be strictly en-
sured that any copsignment containing mmmunition or any vital
defence maierial is sent with proper escort.

Deluy i estallvimment of production of a type of ammunition

Audit Paragraph:

1HE I Sepromber, 1907 Governonent decided to set up facilities
for pmduvtinz ot a new type of ammunition, regquircd oy the Army,
in Ordnance facturies and  thereby  suve Rs. 58 lakhs per year
i foreign exchance on imports. Manufaeturing  particulars  and
also detailed provess soiedaies ol dhiferent components of the am-
munition were furnishea i»\' a fereion government and sanction for
provision of neces=ary daciiitics (eivil works. machinery and tool-
ing) at un estimooo { 87.11 lakhs (including foreign ex-

qocest of ‘I

change clement of Eso 4547 lakins) wos accorded in June 1960. The
civil works (Re 665 Iakhsy were completed in Julv, 1966 and the
machinery (Rs. 41.00 Liddhs) were received hetween November 1961
and June 1966 and installed by September 1966,

1146, Initallv. it was expected that propeliant for the fuze in
the ammunition would. sfter developinent. be ready for  regular
manufacture and use by the time the Jacilities were set up. Pro-
pellant worth Rs. .29 lakbs nvanafactured b 1065 In an Ordnance
factory have, however net been found salisfactory in o actual  use.
Its use has, therefore. been suspended and lurthee tials ore being
conducted (September 1868y, Regulor production of this ammuni-
tion has, therefere. not vet comimenced (September 1968).  Conse-
guently, the expected annual saving of Rs. 38 lakhs in foreign ex-
change has not vet materialised. In March, 1967 and November,
1967 this tyvpe of ammunition valued at Rs. 289 Jakhs and cartridge
cases and propellants valued at Rs. 1640 lakhs respectively, have
been ordered from abroad.

[Paragraph 7 of Audit Report (Defence Services), 1969].
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1.147. The Committee desired to know why it took as many as
six years to complete the civil works in this case. The representa-
tive of the Department of Defence Production have stated that the
administrative approval for civil works was given on 1st September,
1962 on the basis of the estimates and drawings and the possible
date of completion given by the MES was 31st January, 1964. In
the beginning there were some difficulties in getting electrical
equipment. There was also some delay in the inter-linking of the

old and new sub-stations which could be done only during the shut-
down period.

1.148. The Committee enquired why it took about 2 years to
accord administrative sanction. The witness stated that preparation

of drawings and estimates of cost followed by inter-ministerial con-
sultations did take time.

1.149. When asked whether some of the delay could be avoided,
the witness stated that “if determined efforts were made some delays
could have been avoided; there is no doubt about it.”

1.150. The Committee pointed out that though the project was
envisaged as early as in 1957, production had yet to be established
after a lapse of more than 12 years. The witness stated that “in
this case they were depending on foreign sources and those sources
were just not keen to pass on the designs and drawings. After 1965,
there was absolute reluctance on their part to pass on any further
information and indigenous effort had to be made to fill in the gap.”
Some ammunition was imported from the foreign source and used
in time of emergencyv. However, their effort continuously was to
get the designs and drawings and to make it within the country.
In cpite of the reluctance of the foreign supplier, with the little
knowledge that they had gathered from the foreign source, they
were able in November 1965, to assemble some rounds and tried
them out. Unfortunately, there were two sericus accidents on
account of which they had to stop the use of the reformed cartridge
cases and indigenous propellant.

1.151. The witness further stated that there was difficulty in
getting the steel from indigenous sources. For sometime the
Rourkela Steel Plant supplied the steel out of which the cartridge
case was made but they experienced difficulty in rolling the high
carbon steel and their machines went out of order. It was, there-
fore, decided to import steel from abroad but the import order had
not materialised so far. The Rourkela Steel Plant would have to
make a special effort to roll out this kind of steel at the risk of
breaking their machines. They were, therefore, still examining the
possibility of supplying steel of the required specifications.

1.152. The Committee enquired what the requirements of special
steel were, to what extent these were being met by imports =znd
what steps were being taken to develop indigenous production of
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these stecls. The Ministry have, 1n a note, stated that “The present
annual requirements of the special steel shect in question are appro-
ximately 2564 M|{T. No quantity has so far been imported but import
action is in hand for 150 M'T. An indent for 150 M|T was placed
on DGISM London. Since the material to the specification could
not be had from UK Continental sources, this indent was cancelled
and a fresh indent has been raised on DGISM Washington. An offer
for suppiv to an alternative specification has been reccived from
DGISM Washington which is under consideration to ascertain suit-
ability.

1.153. This type of steel was supplied by Mijs. HSL, Rourkela
previoushy in February 1966, HSL, however, expressed inuability to
supply against subsequent indents. Mis. Tatas also could not supply
the material due to processing difficulties in their Sheet Mills. As
a result of discussions that Secretary (DP) had with the Steel Secre-
tary and General Manager, HSL, Rourkela, HSL, Rourkela has now
offered to supply the steel to the main specifications, although not
exactly to the quality requirements and finish on account of certain
coulpiment linrations. Suilability of this offer is being checked up
by the Technical authorities concerned.

1.154. As regards the propellant, the witness stated that a lot of
cffort was usdt to make the propellant indigenousiy Lut even the
last triad had not succeeded hundred per cent. Efforts were con-
iinuing on the research and development side to produce the type
of prupeliunt required for this ammunition. The witness added that
to begin with a decision was taken to import the fuze to start the
production programme. As a result of the setbacks. it was decided
to import steel. propellants as well as the fuzes. After these were
ieceived. it would be possible to produce some rounds during the
current vear. The expectation wuas that next vear it would be
possible to produce about 20,000 rounds.

Hd i -

1.155. The Commitiee pointed out that according to the Audit
puragraph. propellunts worth Rs. 9.29 lakhs were manufaccured by
1965 but these were found unsatisfactorv and their use had been
suspended. The Committee, therefore, desired to know why bulk
production of propellants was undertaken pending completion of
tests trials. The witness stated that originally the Research and
Development Organisation had developed a propellant. A certain
quantity was manufactured and use in initial production of this
ammunition. [¢{ was tried out and considered suitable. That was
why a further quantity was manufactured. But this problem where
the gun itself was very badly damaged occurred later and, after
‘a thorough investigation. it was found that the propellant required
to be modified.
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1.156. When the Committee enquired whether the test proof was
carricd out in a satisfactory manner and whether the defect in the
propellant could not be detected earlier, the witness stated that “this
was the first indigenous effort to make a propellant of this type. . .
In the first test it was found all right and later on the problem
of high pressures came to our notice and it had to be rectified. That
process is still on... till the proof results are adequate and satis-
factory, we will not produce in bulk. We will not repeat this waste-
ful production that was done earlier.”

1.157. When asked why cartridge cases were imported the witness
explained that the punching and pressing machines were not giving
satisfactory service. Some rectifications were made by the sup-
pliers but some tools were broken during the process of rectification
and as such it was decided to import cartridge cases to start the
production. By the time the quotation was received. the prices had
increased from 6 and odd dollars per cartridge case to 15 and odd
dollars. Therefore, the matter was under consideration whether
the cartridge cases should still be imported. Regarding the produc-
tion of fuzes, the witness stated that no special capacitv had been
set up in the factory. These would be produced out of the existing
capacity that was available.

1.158. The Committee enquired what the value of these machines
was and what steps were being taken to rectifv the defects. The
Department have in a note stated that the value of these three
Press Machines is Rs. 8.17.487 onlv. There have been frequent
break-downs of tooling and tooling attachments of the 500-ton
Tavlors Challan Press procured from UK. The representative of
the supplier visited the factory in January 1967 and tried to carrv
out rectification to the Press. Tnitially, the Press was not func-
tioning properly due to frequent breakage of rubber stripper pads.
After replacement of the rubber stripper pads. it was observed that
the punched plates were not stripping and the stripper plate  was
gotting bent in piercing operation of the steel sheet The matter
was taken up with the Indian Agents who in turn referred the
matter to their Principles. Subsequent investigations revealed that
the toolinu svstem of the Press was defective, though the Factory
Iimprovised certain modified tooling svstem and continued to operate
the machine. But production was restricted owing to the tool and
stripper hreakages.  Similarlv. the 200 ton coining press also did not
sive satisfactory performance in that Cartridee cases after operation
in the Press were not coming out completely cvlindrical. Eceentri-
“itv was higher and gap between two ends was more than what was
oxpecled. Certain difficulties were also experienced with the 250-ton
Press which is meant for elimination of ovality and ironing of the
cases,  Efforts are continuing to persuade the suppliers for the recti-
fication of the defects and'or abtainine suitable proposals for solv-
ing the difficulties experienced with these machines.
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1.159. The Committee called for a note indicating the steps taken
by the R & D Organisation to establish indigenous production of the
propellants and fuzes and the present position in establishing their
manufacture. They have been informed as follows:—

“Explosive Research and Development Laboratory of the
R & D Organisation was entrusted with a project to develop the
propellant. 1000 kgs. experimental batch of propellant was manu-
factured and was subjected to exhaustive firing trials in January,
1969. Because of the encouraging results of the trials carried out
on this experimental batch in respect of pressures and velocity, it
was decided that manufacture of another ten-ton lot according to
the new composition should be undertaken in the Ordnance Fac- -
tories for further trials. So far 4 one-ton batches have been msanu-
factured and further production is continuing and after the manu-
facture of the ten-ton lot is completed detailed technical trials will
be undertaken.”

“As regards development and establishment of indigenous
production of other propellants and fuzes, information is
being collected.”

1.160. The Committee enquired when orders were placed for the
machinery and what the reasons were for the delay of over six years
in getting them. The Department have, in a note, stated that out
of a total of 54 machines as many as 48 were imported and the
rest were purchased in India. Indents for 52 machines were placed
by 1960'61 and the indents for the remaining 2 machines were placed
by 1963-64. 34 machines were received by 1962; 5 bv 1863; 5 by
1964 and last 2 by July, 1966. Majority of the machines being of
imported origin, some delav in the delivery of the machines was
unavoidable.

1.161. The Committee further desired to know the value of com-
ponents (other than the propellant) manufactured and kept in stock.
The information is awaited.

1.162. In the Committee’s view, this case spotlights the weak-
nesses in our defence production programme arising out of the gaps
in indigenous know-how. This project was started as far back as
1957. It envisaged the indigenous production of a new type of
ammunition required by the Army out of which an annual saving in
foreign exchange of Rs. 58 lakhs per annum was expected to accrue.
After thirteen years, the project has still not got off the ground and
the imports continue, the last batch of imports valued at Rs. 3:05
crores have been made in 1967.

1.163. The efforts to produce the ammunition have so far failad,
because foreign sources from which help had been exvected initially
showed “absolute reluctance” to pass on the designs and the drawings.
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Attempts were thereafter made to produce on our own two out of
three vital components of the ammunition, i.e., the propellant, the
cartridge case and the fuze. Propellants worth Rs, 929 lakhs were
manufactured in an ammunition factory in 1965 but when they were
tried out there were “two serious accidents” The cartridge case
presented difficulty because special steel needed for their production
was not available to specifications from the steel producers in the
country. The machines imported for the production of these cases
al a cost of Rs. 8:17 lakhs had frequent break-downs and produced
cases which were “not...  completely ¢ylindrical”

1.164. The Commitiee have already emphasised in paragraph 1.20
of their Ninety-Ninth Report (Fourth Lok Sabha) the need to step
up research and development effort in the field of defence produc-
tion. This case illustrates how urgent this need is. The Committee
have been given to understand that the Research and Development
Organisation has succeeded in producing a prppellant  which has
given “encouraging results” in trials. The Committee have no doubt
that the propellant will after further trials that are proposed to be
carried out, be developed expeditiously to facilitate speedy produc-
tion of the ammunition.

1.165. The Committee would like to mention certain other points
arising out of this case:—

(i) The firm which supplied the equipment for manufacture
of cartridge cases should be speedilv prevailed upon to
vectify the defects noticed in the equipment.

(i1) Civil works in Defence Production are af present taking
an inordinately long time. In the instant case the works
were administratively approved in 1962, planned to be
completed in 1964, hut  actually  finished only in- 1966,
Other instances of this type are mentioned clsewhere in
this report. In order that this mav not hecome a bottle-
neck, adequate steps should he taken to ensure expeditious
completion of civil works for future projects.

{iii) The factory produced the propellants in this case un-
necessarily on a large scale (Rs. 929 jakhs). This was
wasteful, considering that the propellant had not been
proved by then, It should be ensured that, in future, items
which are to be proved in technical trinls are not produced
in quantities in excess of those reasonably required for
trial purposes.

(iv) The country is still dependent on imports for its critical
reanirements of special steels. The scone for ectabliching
indigenous production of acceptable quality <hould. be
cxamined as a matler of priority by the Ministry of
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Defence in consultation with the D.G.T.D. Any research
support required for this purpose should be obtained from
the C.S.LR. or the Defence Research Laboratories.

Dclag in wtilisation of machines tmported for manufacture of a
Naussan vehicle component

Audit Paragraph

1.166. To set up indigen..us manufacture of crank<haft (a com-
ponent of engine assembly o1 Nissan trucks) nine machines costing
Rs. 19.88 iakhs (foreign exchange component of Rs. 13.29 lakhs)
were receved inoan Ordnance factory during Februaryv-—October,
1965 Constroction of bacldings to house these machines was com-
pleted in Februarye 1066 and the machines were installed between’
April and September 1966

1.167. The forgings reguired for manufacture of the cranke<halt
were to bo oblined from trade. The Director Genenral. Ordnance
Factories, could locate a source for supply of these forgings only
in October 1965 But the firm. on whom an order for supply of
5079 forznes ¢ Rs. 106 pach was placed m June 1966 on the basis
of a guntuiion 4d not accept the order on the ground that certain
conditions in the order were not acceptable to it and. therefore,
did not supplv inyv. Fresh orders for import of 500 forgings at :
cost of Rs 27857 were. therefore. placed on a foreign firm by
August. 1967 © ¢ 14 months later. and these were received in
October 1966, Due to the delav in procurement of the forgings.
five of the machines (Rso 18.73 lakhs with a foreign exchanpe com-
ponent of Ks 1250 lakhs) are lving idle (December 1968). (The
other {our machires are bheing put t, alternate use). A fresh order
has also been placed an another fim in June 1968 for ndigenous)
supply of 5000 forgines ot Rs 330 each (against the imported cost
of Rs. 132y njus Rs. 2 Iakhes as tooling cost. and the supplies are
expected from January 1969

1.168 In the meantime. the crankshafts continne 1o be imported.
Orders for 6300 crankshafts  costing Rs. 1228 lakhs  were placed
abroad (cr the foreign collaborator) between May 1967 and Octo-
ber 1968,

(Parasrapl: No. 8§ Audit Report (Defence Services), 1969).

1169 In their note dated the 25th February, 1970, the Depart-
ment of Defence Production have informed the Committee that the
import of mahcines for manufecture of crankshafts was ordered in.

“October/November. 19683 und at that time it was expected that the
crankshafts would be muanufactured in Ordnance factories by June,
1968. The machine were received between Februarv to October,
© 1965, The buildings in which these machines along with some
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other machines had to be installed were ready for occupation by
24th November, 1865 but the buildings needed some modification.
After modification, the buildings were taken over in February, 1966

and 7 machines were installed in April, 1966, 1 in May, 1966 and the
last one in September, 1966.

1.170. In reply to a question, why indigenous manufacture of
crankshafts was not planned in time in view of the fact that manu-
facture of Nissan trucks and progressive indigenous manufacture of
vehicle components as being undertaken under foreign collabora-

tion, the Department of Defence Production have explained the
position as under:

“We have a Licence Agreement with Messrs Nissan Motors
for the progressive indigenous manufacture of Nissan
Vehicles. However, due to the increased requirements
of the Army, as against the original capacity set up for
the production of 100 Nissan 1-Ton vehicles per month,
the DGOF had to produce a large number of Nissan
1-Ton vehicles (the production during the years 1964-85
to 1966-67 exceeded 300 vehicles per months). The
immediate stress, therefore, lay on assembly rather thar
on increasing of the indigenous content. We have, how-
ever, since achieved the indigenous content of 6 per cent
as on January, 1970. In addition, planning on a firm
basis for increasing indigenous content was not practi-
cable, as the production was spread over eight factories,
on the basis of fluctuating spare capacity.”

1.171. Explaining why forging could not be procured from indi-
genous sources necessitating their subsequent import after a gap of
14 months, the Department of Defence Production have stated that
the DGOYF had placed the first order for forgings on Messrs Sudsens
in June, 1966. The supply order had to be restricted to 5079 Nos.
because at that time the number of Nissam 1-Ton vehicles on order
with the DGOF did not permit a larger number and the associate
Finance was not agreeable to go on the basis of anticipated demands.
The supply order was handed over to the Director of the firm on
4th July, 1966 who during the discussions had agreed to accept the
reduced quantity of 5079 as against the quotation of 8000. Later,
however, the firm went back on their word and demanded a price
increase of Rs. 8/- per piece to absorb the lesser turn over. The
DGOF held protracted negotiations with the firm but the firm did
not furnish the drawings despite repeated reminders till finally in
May 1867 the firm wrote to the DGOF that they were not in a posi-
tion to guarantee a definite date of delivery because they were com-
pelled to suspend operation of their largest hammer (which alone
had the capacity to manufacture the forgings) owing to an objec-
tion filed in the court by Dum Dum Municipality on the grounds
of noise and vibration. The DGOF could neither proceed legally

854 (Ali) LS—4.



44

aguinst the firm because the firm had not formally accepted the
supply order nor could he bind them down to their quotation because
the supply order did not conform to the quotation.

1.172. In reply to a question why there was a delay of 14 months
in importing the forgings the Department of Defence Production
have stated that the DGOF had on 4th March 1966 put up a propo-
sal for the import of 465 forgings to his associate Finance but
before this proposal was accepted, quotations from indigenous
sources were received as a result of which the DGOF placed a sup-
ply order on Messrs Sudsens at the same time dropping the propo-
sal for the import. The DGOF could not revive his proposal for
import because the firm were expected to make the supply. On
22nd May. 1967 DGOF initiated a case for the import of 500 Nos.
of forgings from Messrs Nissan Motors. ,

1.173. The Committee enquired why there was a large disparity
between the indigenous cost of forgings (Rs. 350) and the imported
cost (Rs. 152). The Department of Defence Production have given
the following reasons:

“(1) Messrs Nissan Motors have carnied out their cost analysis
which reveals that their prices were unrealistically low
at the time of agreement as thev had then no proper
working data and that they had suffered heavy losses on
this account. Thev have since raised their prices hy
about 35 per cent according to which the imported cost
of forgings comes to about 205.

(ii) The indigenous forging industry is still in its infancy and
the producticn is on a smaller scale as opposed to the
modern and highly mechanised industry in Japan engag-
ed in mass production both for home consumption and
export.

(iii) It would appear Messrs. . ....... whose rates was com-
paratively more favourable could not have supplied
standard quality forgings at thc rate of Rs 156/- as per
their quotation without having suffered heavy losses.
This might perhaps be a reason why they did not actu-
ally supply or even accept the order formally.”

1.174. Explaining the present position regardig indigenous sup-
ply of forgings, the note stated that according to the latest expecta-
tions Messrs Bharat Forge would be supplying 150 forgings per
month from the middle of 1970 and would be reaching a supply of
500 per month in a few months from then. The first samples sup-
plied by the firm were defective but the next batch of samples wrs
satisfactory.
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1.175. The Committee note that the Defence Department conti-
nues to import forgings for making crankshafts for Nissan vehicles,
though facilities for the indigenous manufacture of these crank-
shafts have been set up. Indigenous manuacture was expected to
commence in Ordnance factories by June 1968, but this expectation
has not materialised, due to the inability of the Defence Department
to locate reliable sources of supply for castings.

1.176. The Committee have in paragraph...... of their 104th
Report (Fourth Lok Sabha) drawn attention to the existence of
large unutilised capacity in the castings and forgings industry in
the country. The Defence Department should, therefore, endea-
vour to tap this capacity, so that imports could be done away with.
for this purpose they should work out a programme of action in
consultation with the Director General, Technical Development.
Efforts should also be made to bring down the cost of indigenous
forgings which are at present much costlier than imperted ones.

The Committee obrerve that as much as 6! per cent of the com-
ponents of Nissan trucks are stilt imporied. The Committee would
in this connection, like t. draw atieation to their observations in
paragraph 1.39 of their Ninety Ninth Eecport (Fourth Lok Sabha).
A programme for accelerating the pace of import substitution should
be quickly drawn up and ‘mplemented.

Delay in utihisation or under-utli at.on of mackines in Ordnance
factories

1.177. In the case given below mochines procured by the Director
General. Ordnance Factories, to meet Defence production require-
ments in Ordnance factories have remaiend under utilised:—

Particutars of machs- Vatu. Reasans 1or under utlisation
nery

When procured

Twotuassdrivig Rz 43 hekhs e machimes were procured with the objecr
miznie, ———————— —— of manufacturing a special type of tube re-
Aug st 1993 qured for machine tools.  They  have,

however, heea considerable under-utilised.
Due to paucity of orders from the Qrdnance
tactones during the three years 1965-66
to 1967-68 the annual average production
did not eaceed 23 days'  ountern.  Con-
sequent on the shortfall in production of
the tubs. raw materials worth Rs, 1 87
lakhs  imported  between  10s3-s4  ard
19567-58 are also lying unutjlised. :

[e.f. Para 8(1) ;i) Audit Report (Defence Services), 1969].
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1.178. The Committee enquired on what considerations the
machines in this case were procured and what the extent of their
utilisation was in 1968-69 as well as during the current year. The
Ministry have informed the Committee that the procurement of these
machines was planned with the entire original planning of the
Machine Tool Prototype Factory in collaboration with M/s. Oerlikons,
These were received in the factory alongwith other Oerlikons
machines as part of MPF Project.

Extent of utilisation in 68-69 and the current vear is as below:

1968-69 6 per cent.
1969-70 23 per cent.

1.179. The Committee regret to find that two tube drawing mach-
ines purchased in August. 1953 at a cost of Rs. 2.83 lakhs were consi-
derably under-utilised due to paucity of orders from the ordnance
factories, the utilisation being 6 per cent last year and 23 per cent in
the current year. Further, raw materials worth Rs. 1.87 lakhs im-
ported between 1953-34 and 1957-58 are still lying unutilised. Evi-
dently, the procurement of these machines was not based on any rea-
listic assessment of requirements. Government should examine whe-
ther these could, with suitable modifications, be utilised for other al-
ternative jobs or else whether at least one of the machines should be
disposed of.

Extra expenditure in purchase of zinc ingots

Audit Paragraph

1.180. In August. 1966. the requirements of zinc ingots of five
Ordnance factories for the period ending June, 1968 were estimated
to be 1,531 tonnes. The Ministry of Mines and Metals released this
quantity from the stock of the Minerals and Metals Trading Corpora-
tion which on 3rd January. 1967 offered it for sale to the Ordnance
Factories at the provisionel price ¢f Rs. 3,050 per tonne. The final
price was promised to be communicated soon and the formalities of
the sale were to be completed by 3rd Februarv, 1967. As the price
indicated by the Corporation was higher than that charged by it
earlier and the time given to complete sale formalities was inade-
quate, the Director General, Ordnance Factories, approached the
Ministry of Defence on 25th January, 1967 to request the Ministry of
Mines and Metals to fix the final price pavable and for extension of
the period of validity of the offer till 15th March, 1967. The request
for extending the period of validity of the offer sent by the Ministry
of Defence on 4th February, 1967 was forwarded by the Ministry of
Mines and Metals to the Minerals and Metals Trading Corporation
. on 16th February, 1967. The Director General, Ordnance Factories,
also instructed the factories on 7th February, 1967 to place their
orders on Minerals and Metals Trading Corporation on the basis of
the provisional price quoted. Except one factory which placed its
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order on 22nd March 1967, the other four factories placed their orders

on the Minerals and Metals Trading Corporation between 15th and
25th February, 1967.

1.181. In the meantime, with a view to clear accumulated stocks
the Minerals and Metals Trading Corporation issued public notices
on 1st and 2nd February, 1967 offering this material at the (reduced)
price of Rs, 2,700 per tonne to actual users against surrender of im-
port quota licences. The Dircctor General, Ordnance Factories, also
requested the Minerals and Metals Trading Corporation on 17th
April, 1967 to amend its carlier price accordingly. The Minerals and
Metals Trading Corporation, however, intimated on 6th May, 1967
that as all the formalities connected with their earlier sale offer to
the Ordnance factories had nuot been completed within the validity
period, t.e., 3rd February, 1967, its offer of sale to the Ordnance fac-

tories had been treated as cancelled and the Corporation’s stocks
were committed for sale to others.

1.182. Consequent on the failure of the Minerals and Metals Trad-
ing Corporaticn to sell the stores to the Ordnance factories, the Dir-
ector General, Ordnance Fuctories, purchased through the Director
General, Supplics and Disposals. in December 1967—January, 1968,
2,370 tonnes of zine ngots (including further requirements) from
trade at prices varying from Rs. 3,250 to Rs. 3,700 per tonne. On
the basis of the price f Rs. 2700 per tonne offered by the Minerals
and Metal: Trading Corporation in its public notices, the extra cost
in purchase of 1,531 tonnes of zine ingets initially required by the
Ordnance factories was Rs. 12.26 lakhs.

[Paragraph 10 Audit Report (Defence Services), 1969].

1.183. During evidence, the Committee pointed out that in the
sale release order dated the 3rd January, 1967 issued by the Minerals
and Meials Trading Corporaticn, one month’s time had been given
to the Ordnance jactories to complete the formalities of the sale
transactivn.  They enguired why the Director General, Ordnance
Factories approached the Ministry of Defence only on 25th January,
1967 for getling extension of the validity period by the Ministry of
Mines and Metals. The representative of the Department of De-
fence Produtcion stated that MMTC's letter dated 3rd January, 1967
was received on 10th January, 1967 and it indicated the validity
date for the sale as 3rd February. 1967. It also stipulated hundred
per cent payment when delivery was taken locally and in case of
out stations, payment was to be made upto 100 per cent of the value
of material against presentation of documents, i.e. R. R. invoice etc.
through the bank. The prices shown in the sale notes were provi-
sional. On 11th January. 1967 one of the factories requested the
Minerals and Metals Trading Corporation to keep the material ear-
marked for them and referred the matter to the Director General,
Ordnance Factories as no prior advice of allocation had been receiv-
ed by them. Similar requests were sent to the Director General,
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Ordnance Factories by other factories on 14th, 17th and 2bth Janu-
ary, 1967. The question of reduction of prices and extension of the
delivery pericd was taken up with the Ministry of Mines and Me-
tals on 4th February, 1967 and the latter sent instructions to the
Minerals and Metals Trading Corporation on 16th February, 1967.
“By that time perhaps we were too late.”

1.184. In reply to a guestion as to why the Director General, Ord-
nance Facturies wrote to the Defence Ministry instead of taking up
the matter with the Minerals and Metals Trading Corporation, the
witness explained that the allotment of zine which normally involv-
ed foreign exchange allotment was made by the Ministry. More-
over, the original request for the allctment of zinc emanaled from
the Defence Ministry to the Ministry of Mines and Metals and the
latter had requested the Minerals and Metals Trading Corporation
to keep that quantity for the Ministry of Defence. On that basis, the
Director General, Ordnance Factories, instead of approaching MMTC
direct, referred the matter to Ministry of Defence.

1.185. When asked, whether in view of thc urgency of the matter,
DGOF could not have contacted MMTC direct, the witness staled
that “"DGOF is not concerned only with the import ¢f zinc. On a
single day he has to face about 30 factlories and if he sturts tele-
phoning in each cuse he can do only that work. The same is the
position in the headquarters. Now. if you see chronologically the
story o! this case {rom day to day of what action was taken, it will
be secn that nobody was sleeping over the matter and nobody was
giving less priority to this matter.” The witness added: “1 do con-
cede the point that if somebody had taken ip the telephone at that
time. things would have moved much faster. That is correct. But I
would request you to judge the situation in the totality of the cir-
cumstances in which the organisation of the DGOF is placed.”

1.186. Explaining the situation in which MMTC were placed at
that time, the representative of the Corporation informed the Com-
mittee that as a result of hostilities with Pakistan the Scarce Iudus-
rial Material (Control) Order, 1965 wac promulgated. The Order
was repealed in June, 1966 and immediately thereafter with the de-
valuation of Rupee, Government of India liberalised the imports.
Until September, 1965 MMTC were catering to the requirements of
the small scale sector for non-ferrous materials. With the liberali-
sation of import policy in June, 1966, MMTC virtually were put out
of the import-trade. They were faced with the problem of disposai
of non-ferrous metals worth over Rs. 13 crores, which they were
then holding in stock. With the issue of import licences immediately
after the liberalisation of import policy, the actual users import-
ed within a period of three to four months substantial quantities
of non-ferrous metals with the result that there was no offtake

T tostes evhich the MMTC had in hand since September, 1965.
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They had already incurred heavy godown expenses and interest
on blockade funds by December, 1966. They were, therefore, fac-

ed with the problem of selling the material at the then ruling
market prices.

1.187. Secondly, the MMTC had in December, 1966 in hand
various orders in favour of the Ordnance factories for metals
which had to be supplied or to be lifted by them. There were
certain allocations for metals in favour of Ordnance factories re-
leased in October{November, 1965. In December, 1966 these were,
therefore, pending with MMTC for over one year. In fact on 16th
December, 1966, the then General Manager of MMTC diew the
- attention of the Deputy Planning Officer in the Departinent of
Defence Production to the delay extending in some cases upto one
vear in lifting copper and zinc. This letter was followed by an-
uther letter from the Chairman, MMTC to the then Secretary
Defence Production on 29th December, 1966, Even at that time
quite substantial quantities of non-ferrous metals had yet to be
lifted by thc various Ordnance factories and the MMTC was faced
with the real problem of disposing of its stocks and recover the
investment.

1.188. The MMTC got release orders from the  Ministry of
Mines and Metals in favour of various Ordnance f{actories, vide
their letter dated 26th December, 1966. The MMTC wus giving
onie month's time to its customers to lift metals so allotted. The
MMTC not only issued sule notes in favour of varicus Ordnance
factories promptly on 3-1-1867 but followed it up with a general
covering letler addressed to the General Managers of the Ordn-
ance factories concerned requesting them to ensure that all the
formalities connected with the sale note may be completed within
the validity date of the sale note ie. 2.2.1967. At that time MMTIC
were thinking of revising the price downward to get rid of the
stocks. Therefore, the price indicated in the sale nole was men-
ticned “provisional”. The representative of the MMTC added
that if at a later date, the DGOF had approachcd MMTC. the
MMTC would probably have conceded the same reduction as it
had announced in the Press.

1.188. The Committee enquired on what basis the provisional
price was fixed by the MMTC at Rs. 3050 per tonne in January,

1967. In a note on this point, the MMTC have explained the posi-
tion as follows:

“Under the Scarce” Industrial Materials (Control) Order,
1965 metals could be sold to the holders of permits
issued by the Controller at a price fixed in accordance
with clause 7 of the Control Order, which provided
inter alia that ‘No person other than a producer shall
sell or offer to sell any scarce industrial material at a
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price which exceeds the amount represented by an addi-
tion of 34 per cent to its landed cost’.  Accordingly,
sale price had to be fixed for cach shipment by adding
a margin of 34 per cent over the landed cost for that
particular shipment as defined in the Control Order.

“The Scarce Industrial Material (Control) Order 1965 was
rescinded on 7th June, 1966. Since the Corporation
imported metals from various sources at different prices,
the fixation of selling price on the basis of the price of
each shipment lot plus a margin of 34 over the landed
cost for the MMTC resuited in different simultaneous
selling prices depending upon the lot from which deli-
very was made to actual users. After the repeal of the
Control Order, the Corporation decided that all future
sales will be effected on a ‘pool price’ determined for

each category of non-ferrous metals on the following
basis; —

(i) Such ‘pool prices’ will be fixed quarterly in respect
of stocks remaining unsold at the beginning of each
quarter and after taking into account the anticipat-
ed arrival during the quarter. The first quarter for
the purpose of determining ‘pool price’ will be
deemed to have ended on 30th September, 1966.

(ii) This ‘pool price’ was to be the weighted average of
the landed cost of the metal vailable for sale during
a particular quarter. To this weighted average
landed cost was to be added MMTC's margin of 3i
per cent to arrive at the uniform pool price applicable
during that quarter for all sales made from MMTC'’s
godowns at Bombay, Calcutta and Madras.

“The decision for effecting sales at quarterly pocl prices was
taken in July. 1966, but the pool price could not be fina-
liscd immediately as decision regarding the quantum of
the various elements of cost build-up could be finalised
only in October, 1966. Accordingly, the final pool price for
zine was fixed in early November, 1966. This pool price
was Rs. 3,069 per metric ton for electrolytic zinc. All
sales made during the interim period were regularised
subsequently after the fixation of and on the basis of the
final pool price of Rs. 3.069 per tonne.

*“The pool price for the quarter January March, 1967 was to be
fixed on the basis of stocks carried over either unsold or
sold but not paid for and lifted by the allottees as on the
1st January, 1967 and the subsequent shipments that were

anticipated to arrive and become available for sale during
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that quarter. Since the information regarding the unlift-
ed|uncommitted (by sale) stocks as on 1.1.67. was to be
obtained from the Regional Managers of the Corporation
at the port towns of Calcutta, Bombay and Madras and
since the sales were to continue uninterrupted, all sales
during early January, 1967 were made on the basis of a
‘provisional’ selling price to be replaced later on by the
actual selling price tor the quarter January-March, 1967.
The provisional price fixed was Rs. 3,050; subsequently

the final pool price was fixed at Rs. 3,028.70 per metric
ton.”

1.190. The Commitiee further enquired on what basis the price
was subsequently reduced to Rs. 2700 per tonne. The witness stated
that a high powered team examined the question and then only the
MMTC decided to offer it at Rs. 2700 per tonne. It had to be borne
in mind that while purchasing zinc at Rs. 2700 per tonne, the actual
users werce surrendering their impert licences which meant saving
in foreign exchange. It was, therefore, not the same thing as offer-
ing the metal at Rs. 2700 per tone ex-godown,

1.191. In a further note on this subject, the MMTC have stated
that “the blockade of funds of the Corporation on its stocks of non-
ferrous metals was about Rs. 9 crores by the end of January, 1967
and further shipments for a value of another Rupees five crores
were expected to arrive shertly. In the context of the Government
policy of granting import licences to actual users directly, the MMTC
was to be completely out of metals trade. The need of the hour
was, therefore, to ensure prompt liquidation of the stocks to release
the blocked funds. With this in view, therefore, a decision was
taken to offer the stocks of metals including zinc to all import licence
holders against surrender of their impert licences. It was decided
that the selling price should be on the basis of actual costs to the
Corporation by even foregoing its margin of 34 per cent. This
was expected to create interest among potential consumers to lift
their requirements from MMTC’s stocks immediately. It was under
these circumstances that the actual cost prices of various shipments
were recalculated, at the end of January, 1967 as also the price of
future anticipated shipment arrivals and a weighted average price
of Rs. 2700 per metric ton was arrived at for zinc.”

1.192. The Committee enquired whether the concession offered to
the actual users was conveyed to the Ministry of Defence. The wit-
ness stated: “I do not see any paper in the file to that effect.” He.
added that it was advertised in all the newspapers on the 2nd Feb-
ruary, 1967. The sale note was to expire on 3rd February, 1967 and

hy that date the MMTC were not approached by the Ordnance fac-
tories.
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1.193. When the Committee enquired whether the lshapore fac-
tory had wrilten to the MMTC on 11.1.1967 that they needed the
material, the wilness stated that the lshapore Factory did not lift the
_ stock of 240 tons of zinc in spite of personal contacts.

1.194. The representative of the MMTC added that requests for
extension of time were received from two units at Katnj and Chan-
digarh. The former requested for extension of time upto 15.3.1967
and the latte rupto 28.2.1967. Extension was given to the Chandi-
garh unit upto 28th February, 1967 but the Katni unit was given
extension upto 15th February only. Ambernath factory intimated in
a letter dated the 20th January 1967 that they did nct need 940 tons
of the metal allocated to them.

1.195. The representative of the Department of Defence Produc-
tion explained that the ordnance factories had no knowledge that
they.were getting allocaticn from the MMTC. They had placed
their requirements with the DGOF who was acting on their behalf.
In fact the Metal & Steel Factory, Ishapur had requested the MMTC
to keep the material earmarked for them and in the meantime they
had referred the matter to DGOF as no prior advice for allocation
of 240 tcns had been received by them. The representative of the
Department of Defence Production added “On behaif of the DGOF,
we had requested the Ministry of Mines and Metals to reserve this
quantity for us from the MMTC stock. When MMTC sent the sale
note to various factcries. they took it by surprise. Some of them
approached the MMTC to postpone the date, and approached the
DGOF for advice as to what is to be done.”

1.196. In a subsequent note the Ministry have stated that the
Ambernath factory declined the allocation “due to a misapprehen-
sion”. The factory did place their order on the MMTC for 940 M'T
on 25th February, 1967.

1.197. The representative of the Department of Defence Produc-
tion further added that after receiving financial concurrenec on 3rd
February, 1967 the DGOF asked the Ordnance Factories to  place
orders immediately on the MMTC for the quantity of Zinc ingots
covered by their sale note of 3rd January, 1967. In pursuance of
this letter, four factories placed orders cn the MMTC between 15th
and 25th February, 1967. Only one factory delayed it till 22nd
March, 1967. As extension had becen given to the Katni unit upto
15th February, 1967 they placed their order on that date through
a telegram but it was not known when the telegram was received
by the MMTC,

~ L1Y8. In a subsequent ncte on this point, the MMTC have stated
that “the supply order by ordnance factory, Katni placed under
their communication dated 15th February, 1967 was actually re-
. ceived in MMTC only on 23rd February 1967 and was received by
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the concerned oflicer on 24uh February, 1967, MMTC could not,
theretore, ntlate any action on this supply order till 24th of Feo-
ruary, lyb7 and the uate 15th February, 1967 1s not relevan: so iar
as MMTC is concerned.”

1.199. Tne witness further stated that the Ministry of Mines and
Metals ihad advised in their letter dated 3rd February, 1967 tihat
the Ministry o: Defence could avail of the offer of reduced price of
Zinc as announced in the public notice dated 1st February, 1967.
When the DGOF approached the Ministry of Defence vn 9th Feb-
ruary, 1967 with a request to finalise the price, keeping in view
the lower prices quoted 1n the public notice, he was advised accord-
ingly on 7th Aprnil, 1967. The DGOF then approached the MMTC
on 17th April, 1967 but the latter informed DGOF on 6th May, 1967
ihat the sale notices would be treated as cancelled as the stocks
stcod committed for sale to others.

1.200. Explaining the circumstances in which the MMTC decid-
cd to offer Zinc ingots allocated for ordnance factories to other
eligible unils, the MMTC have in a note stated that “on a review
of the stock pcsition at the end of January, 1967 it was noticed that
as against the total sale notes to the extent of 3319 tonnes (includ-
ing 1531 tonnes issued on 3rd January, 1967 in favour of the five
ordnance factories), inspectivn had been carried out by the Ord-
nunce factories in respect of @ quantity of 1200 tonnes only. This
inspection was for material offered against sale note No. ZN 187 66
dated 27th October, 1966 issued in favcur of Ordnance factory, Am-
bernath at MMTC's then existing pool price of Rs. 3,069 per M!T
Even after the completion of the inspection, the inspection notes
from the ordnance factory were received cnly on 22nd February,
1967 and 27th March, 1967, 1.e., 4 to 6 weeks after the date of actual
inspection as indicated below:—

Quantity Date of inspection Date of receipt of

inspection note
Rso 3.1.1967 22.2.1967

350 27.2.1967 27.2.1467

“The actual deliveries against the sale note issued in October,
1966, were continued to be made till about beginning of
July, 1967, i.e., upto 8-9 months after the issue of sale
notes and MMTC had to wait till that period for realisa-
tion of its blocked funds. It may be mentioned here that
in spite of the fact that sale note issued by MMTC in
October, 1966 was at a firm price of Rs. 3,060 per M.'T.
the Corporation charged only the revised reduced price
of Rs. 2,700 per MIT for supplies against this sale note.
In fact, MMTC always extended every possible assistance
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in the needs of the ordnance factories and the above
fact would be clearly indicative of MMTC’s intentions in
this regard, in the matter of extended delivery period
and charging of even reduced price prevailing at the time
of delivery.”

“However, keeping in view the consideration that MMTC
was to be out of the metals trade in view of the liberal
licensing policy of the Government, it could not as a
trading organisation afford to keep its funds blocked for
prolonged period which was inevitable if the material
was to be kept reserved for Ordnance factories which
had not responded to the sale notes issued in their favour.
Ordnance Factory, Ambernath had, in fact, returned the
sale note for cancellation as they did not then need the
metal. A decision was, therefore, taken that wherever
the inspecticn of the material had been carried out by the
ordnance factories upto the end of February 1967 the
material will be kept reserved for them and the remain-
ing material may be sold to other eligible units.”

1.201. The Department of Defence Production have in their note
on the subject explained the reasons for their inability to lift the
stocks of Zinc offered by the MMTC in 1965-66 as follows:—

“On 27th March, 1966, the inspector requested MMTC to inti-
mate the date when the materials would be submitted
for inspection. The materials were, however, 1endered
by MMTC for inspection on 6th February, 1967, i.e., after
about a year from the date of placement of the order and
after more than ten months from the date of request of
the Inspector. The Inspector was deputed on 13th Feb-
ruary, 1967 when no material was made available to him
for inspection, but he was asked to come on 17th Febru-
ary, 1967. The materials were inspected on 21st Febru-
ary, 1967 and released for despatch on 21ist February,
1967 and 5th March. 1967 228:50 M T of Zinc was des-
patched by MMTC in April, 1967. The balance quanti-
ties of 912 M!T of Zinc had to be cancelled from the
order due to non supply for a long time.

“The urgency of requirement was stressed on MMTC by let-
ters and D.O. dated 19th January, 1966, 25th January,
1966 and 26th Februarv, 1966. Acceptability of the n.ate-
rial was confirmed to MMTC by CIM on 5th March, 1966
after tests of samples. MMTC were however, asked to
segregate the material lot-wise for visual inspection and
stamping of acceptance mark, as the same was found in
mixed-up condition. Acceptance of MMTC's pavment
terms was conveyed to them in M of D letter No. PC.I,
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No. 12/24|65|D (Prod.) : dated 16th April, 1966. After is-
sue of several reminders, it was intimated by MMTC on
10th October, 1966 that segregation had been completed.
The Inspecting officer visited MMTC on 14th October,
1966 for visual inspection and stamping, but found that
the major portion of the Ingots were without any mark-
ings or with various markings not reflected in the Manu-
facturer’s Test Certificate. Further samples were, there-
fore, drawn by him and after spectographic analysis, re-
leased the material on 7th December, 1966 for despatch

to the Factory. The material was despatched by MMTC
in January, 1967.

“It was intimated by the DGTD that according to Govern-
ment decision equivalent quantities of Scarce materials
against pending orders on Small Industries Corporations
were 1o be obtained by the O.Fs. from MMTC. Although
the pending orders on S.I.Cs. were to the extent of 450
MIT of Zinc MMTC’s Sale Notes were issued for much
higher quantities. Fresh reviews of requirements were,
therefore, carried out to avail of the full quantities, in
view of the scarcitv of the materials. Since MMTC
claimed considerably higher prices (Rs. 3,105'5 per M|T
of Zinc). the question of high price was referred to M of
D on 20th December. 1966, who took up the matter with
the Ministry cf Mines & Metals on 14th November, 1967.
The final prices were ultimately reduced by MMTC from
Rs. 3.105°5 to Rs. 2.706:5 per M!T of Zinc by their amend-
ment dated 12th September, 1967 and of 27th October,
1967, i.c., after 9'10 months. 1200 MIT of Zinc were ren-
dered by MMTC for inspection on 30th December, 1966.!
850 M'T of Zinc were released by the Inspector on 10th
February, 1967 after obtaining certain particulars re-
garding weight of materials and name of the Booking
Station (which were furnished by MMTC bv a letter
dated 21st January, 1967) which were required for issue
of Inspection Notes and MC Notes. 723 M'T of Zinc
were despatched by MMTC only on 31st March, 1967.
1176-43 M'T of Zinc only were finally supplied by MMTC.
They did not offer any quantity of material for inspec-
tion against the order for 588-8483 MIT of Zinc.”

1.202. The Committee were informed by Audit that in a meeting
of the Committee of Economic Secretaries held on 20th February,
1967, the Secretary, Department of Defence Production had stated
that it was not necessarv for the Corporation to maintain reserve
stocks for Defence and it was decided at the meeting that the stocks
could be disposed of. On his attention being drawn to the afore-
said discussions, the representative oi the Department of Defence
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Production stated that it was a general policy discussion. In this
particular case, there was a temporary shortage of zinc and a spe-
cific request was made to the Minjstry of Mines and Metals to
supply the metal and that request was not linked with the mainte-
nance of reserve. The witness further stated that as a long term
measure, the Department of Defence Produciicn did not expuct any
other organisation to hold stocks for them and that was the view
which was advocated by the Department oi Defence Production at
that meeting. But that did not come in conflict with the earlier
specific request for the release of a specific quota of zine for which
there was terrible shortage at that time. The witness undertook
to enquire as to how, the shortages in this case cccurred despite
their stockpiling of scarce metals.

1.203. From the Minutes of the aforesaid meeting subsequently
made available to them the Committee observe that the following
problems were discussed: —

(i) Whether there is a need to maintain an emergency re-
serve of copper and zinc any ionger and if so, who should
hold it;

(ii) How should the stocks of copper and Zinc built up by
the MMTC be disposed of and at what price;

(iii) Whether pending disposal of the stocks with the MMTC
further issue of actual user's licenre should be suspended,

(iv) What should be the policy with respect to pricing of non-
ferrous metals prrduced indigenously by difterent units
or imported.

1.204. The decisions arrived at in the meeling are summarised
belnw: —

“Sceretary, Defence Production, stated that the Ministry of
Defence had a policy of their own regarding mainte-
nance of stockpiles cf strategic materials and, therefore,
he did not consider it necessary for any other organisation
like MMTC to maintain a reserve for purposes of Defence.
The Ministry of Mines and Metals were also of the view
that no reserve need be kept with the MMTC. It was
accordingly agreed and decided that the reserves of copper
and zinc built up by MMTC should be disposed of and
further import of these metals by that Corporation for
purposes of the emergency reserve should be stopped.

“The representatives of MMTC stated that they had no diffi-
culty in disposing of their stocks of zinc but they sought
‘he assistance of Government for dispnsal of their stocks
of copper.



57

“It was felt that as it would take some time for issuing the
allotments and more time fcr the users to lifi the stocks
it would not be practicable to dispose of the stock by
28th February, 1967 as suggested by the Corporation. Tt
was decided that the cut off date for lifting the stcck
should be extended upto 30th April, 1967.

“The representatives of the Corporation represented that
their funds had been locked up in the stccks of copper
and as they were extremely short cf funds it was difficult
for them to wait till the end of April for the disposal of
their stocks and realisation of their value. It was agreed
that the Corporation’s financial difficulty could be met
by advances to be given by Government Departments to
the extent of Rs. 3 crores or so against the proposed allo-
caticns to them.

“As regards price, Secretary (Expenditure) observed that
even the reduced price advertised by the Corporation
was somewhat higher than the current world prices. It
was decided that JS(1&C) should examine the detailed
build up of the prices quoted by the Corporation and
suggest fair prices payable therefor.

“lt was also agreed that it would not be practicable to have
uniform prices for non-ferrous metals being procured
from various sources and that no attempt nced be made
in that direction.”

1.205. The Committec were further informed by Audit that two
of the five ordnance factories viz., Ishapur and Jabalpur were asked
by the MMTC Regional Office, Calcutta on 23rd February 1967 to
arrange inspection of the material stated to be lying ready in the
suppliers’ godown, but when the Defence inspecting uihcer went to
the godown, no material was produced for inspection. On his at-
tention being drawn to this, the representative of the MMTC pro-
mised to look into the matter. He, however, stated that by 20th
February, 1967 the MMTC had. excepting stocks allccated for De-
fence, practically committed all the stocks. The Chandigarh unit
was supposed to have lifted its quota by 28th February and the
Katni unit by 15th February, but they failed. When they mnade re-
quests later on, the stocks had all been disposed of or committed.

1.206. In a note on this subject subsequently furnished to the
Committee, the MMTC have stated that “From repcrts received
from the Regional Office of MMTC at Calcutta it is seon that the
Inspector of Metal and Stee] Factory, Ishapur. called on Regional
Office for inspection of material only on 15th March, 1967, i.e., after
a lapse of about 3 weeks. The material could not be produced for
Inspection at that time as it had already been covered by sale to
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other eligible units as there had been no response from the Ord-
nance Factory. The Ordnance Factory, Ishapur finally cancelled
their supply order vide their letter dated 30th August, 1967 speci-
fically stipulating that the cancellation was “without any financial
repercussion on either side.”

As regards Jabalpur factory, the MMTC have stated that “the
Regional Office, Calcutta is trying to locate and link up the old
papers.”

1.207. The Committee enquired whether some guantity out of
the MMTC stock was sold later on to other Government Depart-
ments like Railways, P & T etc. The witness promised to furnish
the information in writing. )

1.208. The Committee subsequently called for the names of all
the units to whom zinc was sold by the MMTC between (i) 2nd
and 15th February, 1967 (ii) 16th and 28th February, 1967 and (iii)
1st and 31st March, 1967. In their note on the subject, the MMTC
have stated that after the issue of public notice on Ist February,
1967 the sale of zinc was made only (a) to actual uscrs against
surrender of import licence. (b) under export promotion scheme,
(c) against allocations made by Gcvernment (Minisiry of Mines
and Metals) which were mainly in favour of Government Depart-
ments like Post Office and Railways.

1.208. The MMTC have furnished the names of all the units to
whom zinc was issued ex-Bombay. Calcutta and Madras during the
atove stated periods at the concessional rate. The Committee ob-
serve therefrom that sale notes were issued by the Corporation for
the following quantities of zinc between 2nd February, and 31st
March, 1967: —

Period ex-Bombay  ex-Calcutta  ex-Madras Total

In tonnes?

2-2-67 10 15-2-67 492 95D <§2.240 Ni 1648 190
16-2-67 to 28-2-67 . 1305.709 960. 660 1188 o0 1455199
1-3-67 t0 31-3-67 . <g7.800 503 €40 70 610 1251.950

Torar 2396. 459 2006 440 126K . 640 $741. 539
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1.210. The issues in favour of other Government Departments|
Public Undertakings after 15th February, 1987 were as follows:—

Date of Quantity
issue (In tonnes)

1. P& T Department (2) Ex-Bombay . 27.2.67 150.000

(b) Ex-Madras . 27.2.67 550.000

(c) Ex-Bombay . 15.3.67 400.000

(d) Ex.-Calcutta . 15.3.67 400.000

2. General Manager, S. E. Raflway, Calcutta . 22.2.67 289.000
Government Porcelain Factory, Bangalore . 20.2.67 79.570
2.3.67 15.000

4. M/s. Indian Copper Corporation I.1d., Ghatsila . 21.2.67 80.000

<. Natonal Coal Development Corporation . 16.3.67 2.000

Hindustan Aeronautics Ltd., Bangalore . 16.3.67 3.110

7. Central Electro-Chemical Research Institute, Karaikudi  17.3.67 0.500

1.211. The Committee pointed out that according to the statement
made by the representative of the MMTC, the prices of zinc were
going down gradually and they had to compete with the lower price
in the open market. The Committee enquired why in that case the
DGOF had to purchase zinc at higher rates through the DGS&D in
April, 1967. The Department of Supply have stated that in case of
one firm, the contract price for supply of 300 tonnes of zinc was fixed
@ Rs. 3200{- per tonne by Government in accordance with a circular
issued in June, 1968 regulating the price at that level in view of
established of indigenous production of zinc by Hindustan Zinc
Ltd. and a private concern. In regard to another AT for 2070
tonnes, the firm had offered two prices—

(a) Rs. 3700 per tonne fixed;

{b) Average market rate as reported in the Eastern Metal
Review during the months prior to the month in which
the store was contractually offered for inspection, less Rs.
200 per tonne. The firm's offer at (b) was accepted and
the fina] prices paid varied from Rs. 3435 to Rs. 3449 per
tonne.

1.212. The Committee regret to observe that though the MMTC
had substantial stocks of zinc which they later sold to actual users
at reduced prices; they did not meet the indents of the Ordnance
factories for 1531 tonnes of zinc. Consequently the Defence author-
ities were obliged to abtain their requirements through the open
market at higher rates which resulted in an extra expenditure of
Rs. 1226 lakhs.

OFa sawen TN OB
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' 1.213. The contention of the MMTC that they evuld not accom-
modate the Defence requirements as there had been delays of over
a year on the part of the Defence authorities in lifting stocks against
previous orders, does not bear clese scrutiny. From the information
in this regard furnished to them, the Committee observe that the
Corporation were as much responsible as the Defence authorities for
this situation. In respect of one sale note dated 20 th November,
1965 for 6156 tonnes of zinc, the material was tendered by the Cor-
poration for inspection by the Defence authorities after about a
year from the date the order was placed. In respect of another sale
transaction concluded on the same day for 200 tonnes of zinc, the
Corporation took six months to segregate the material for inspec-
tion. In regard to two other sale transactions agreed to in October,
1966 for 1200 tonnes and 589 tonnes respectively, the stocks could npt
be lifted pending settlement of the price which took about ten
months. After this issue was settled, there was further delay on
the part of the Corporation in furnishing particulars required for
issue of inspection notes. In fact, supplies were eventually made
only against the sale note for 1200 tonnes and no material was ten-
dered for inspection against the other sale note for 589 tonnes.

1.214. Another point is that the MMTC quoted a provisional price
of Rs. 3050 per tonne to the Defence authorities (in the instant case)
giving them a month’s time to finalise the transaction. Yet when
they decided later to sell the stocks at a concessional rate of Rs. 2,700
per tonne, neither the question of reducing the price guoted to
the Defence authorities nor that of giving an adequate extension of
the delivery period, was considered by the Corporation. The least
that the Corporation could have done in the matter was to have
contacted the liaison officer of the DGOF stationed in Delhi to settle
these issues. This was all the more necessary as at the meeting of
the Committee of Economic Secretaries held on 20th February, 1967,
which the representative of the MMTC also attended, it had been
decided that the date for lifting the accumulated stock with the
MMTC should be extended upto 30th April, 1967. In the circum-
stances the MMTC could have easily accommodated the Defence
guthorities both in the matter of price as well as extension of dates
for finalising the tramsactions.

1.215. Government as a policy is now canalising more and more
imports of vital raw material through the public sector undertakings
like the STC and MMTC. 1t is necessary that for meeting the vital
needs of Defence and other Government priority projects, proper
coordination is maintained between the consuming Government
departments and the importing public sector undertakings. Gov--
ernment should prescribe how the requirements of defence, public
sector undertakings and Government departments are to be met.

from imports and the price at which these should be made available
te them. xR
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1.216. It would appear that the Defence authorities were on their
part also lax in pursuing the matter even though they were exper-
jencing “terrible” shortage of this critical metal at that time. The
Commiittee find that two of the ordnance factories (Katni and Chan-
digarh), to whom some extension of delivery date was granted, fail-
ed to lift the supplies by the extended dates. A third factory (Isha-
pur) delayed the inspection till 15th March, 1967 by which time the
stocks had been covered by sale to other eligible units. Another
factory (Jabalpur), could not obtain the supplies for reasons which
are yet to be explained to the Commitiee. Yet another factory
(Ambarnath) initially declined the allocation made by the MMTC
“due to a misapprehension”. The Committee would like the Minis-
try of Defence to examine why the ordnance factories failed to take
timely action on DGOF’s letter dated 7th February, 1967 asking
them to place orders immediately on the MMTC for the quantity of
zinc ingots covered by their sale note of 3rd January, 1967. The Com-
mittee would also like it to be examined how shortages developed in
respect of this critical item which is normally stockpiled by the
Defence authorities.

1.217. The Committee trust that for the future the MMTC as a
public corporation, would show a greater sense of accommeodation in
meeting defence requirements of critical items. It should also be
impressed upon the ordnance factories that they should act in a busi-
nesslike manner while provisioning for critical items, so that a case
of this kind does not recur.

Purchase of sub-standard materials/equipment

Audit Paragraph

1.218. (a) Soap laundry —Against two contracts placed by the
Director General, Supplies and Disposals, with a private firm in May
1966 and November 1966, 14 lakh bars of soap (laundry) costing Rs.
13.18 lakhs were received in an ordnance depot during October 1966
to September 1967 after inspection by the Defence Inspectorate, Some
of the units to whom the soap bars were issued in October 1966—
December 1967 found them inferior in quality and unfit for use.
Detailed laboratory tests carried out in Sepbember 1967 disclosed that
the quality of the soap supplied by the firm was sub-standard avd
its value was estimated to be not even 50 per cent of the contract
value. The Director of Research and Development apprised the
Director General, Supplies and Disposals, accordingly in January
1968. Acceptance of sub-standard soap has thus resulted in undue
financial advantage to the firm exceeding Rs. 6.59 lakhs.

1.219. The stock of 1.74 lakh bars of the soap worth Rs. 1.64 lakhs
held in the depot has been frozen. The Special Police Establishment
have registered a case in October 1968 against the inspection officials
and supplier and the outcome is awaited (January 1969).
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1.220. (b) Soap soft.—51,000 Kgs. of soft soap (costing Rs. 1.01
lakhs) were purchased locally by the Ordnance depot from the
same firm in August, 1967. The soap was to conform to the samples
already accepted by a Defence laboratory in May, 1967 and was to
be supplied to the depot after inspection and acceptance by the
Defence Inspectorate. The entire supply received in the depot was
found by a Board of Officers on 9th September, 1967 to be below
specification; some of the containers were also leaking. Samples
of the soap were, therefore, retested in a Defence laboratory on 24th
November, 1967 and the supplies were accepted after a price reduc-
tion of 5 per cent as recommended by the Director of Research and
Development. Subsequently in June, 1968 it was found that
14,000 Kgs. of the soap lying unissued in the depot had deteriorated
further. Of that, 9,000 Kgs. were very sub-standard and the depot
authorities were advised to get that replaced by the firm and for the
balance 5,000 Kgs. recover from the firm 25 per cent of the price.
The firm has not, however, agreed to the proposal and the Director
General, Supplies and Disposals, has been requested (November,
1968) to recover Rs. 26,467 from the firm.

[Paragraph 11(a) & (b) of Audit Report (Defence Services), 1969].

1.221. The representative of the Department of Defcnce Produc-
tion informed the Committee during evidence that the first contract
in this case for supply of 4 lakh soap bars was concluded by the
DGS&D on 13th May, 1966 and the second for 10 lakh soap bars on
16th November, 1966.

1.222. To a question whether bulk supply samples were drawn and
the goods duly scaled, the Department have stated in a written reply
that the soap was offered for inspection by the firm under 38
challans. After drawing bulk samples for each and every challan,
the Sampling Officer sealed the lots in bond rooms made available
by the firm. Samples were also sent for necessary test to DRL (M),
Kanpur. The soap was released only after receipt cf sotisfactory
test results. Thereafter, Inspection Notes were issued. The soap
after acceptance was handed over to the firm for despatch to Ordn-
ance Depot, Shakurbasti.

1.223. The Committee enquired whether during the course of
supply under the two A'Ts any defects were reported by the testing
laboratories either in respect of bulk supply samples or the trial
samples. The Ministry have stated that bulk samples from five lots
were reported by DRL (M), Kanpur as unsatisfactory and as such
these lots were rejected. Control samples were drawn 19 times

against 19 lots. None of them were reported unsatisfactory by
DRL (M), Kanpur,

.o
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1.224. The Committee enquired whether the inspectors who ins~
pected the stores were responsible for the loss. The representative
of the Department of Defence Production stated that it was difficult
to say that categorically. There were two inspections firstly, at the
time of acceptance of the goods and secondly, at the time of the
despatches when a random check was conducted. Both the inspec-
tions showed that the stocks were all right. After the stocks were
delivered to the depot and issues were made to the units, it was dis-
covered by the units that the material was sub-standard. The time
lag between the two inspections was 1-1]2 years. He added that the
contract was f.o.r and kept under bond in the supplier's godown.
The inspectors had inspected the stocks and marked all the packages
and they had seen at the time of despatch that all the seals etc. were
intact. His hunch was that during the process of despatch from the
suppliers’ premises to the Depot some planks were removed and the
stocks were replaced without damaging the outward seals. As a
preventive measure, it was proposed to use kraft paper lining inside
the case so that it would not be possible to replace the goods with-
out damaging the paper lining.

1.225. The representative of the SPE was, however, of the view
that the possibility of such a thing happening was rather remote
since the supplier could not take it for granted that once the goods
reached their destination the fact that the supplies were sub-standard
would not be detected. He added, “We have not come across any

case in which the supplies might have been tampered with during
transit.”

1.226. When asked whether it was a normal practice to keep the
stock in the supplier’'s godown, the witness stated that it was normal-
ly done but a decision had now been taken that unless a firm had

good reputation of integrity and honesty they would not be given the
facility of f.or. delivery,

1.227. The Committee enquired whether the boxes could have
been tampered with while lying in the supplier's premises. The
witness stated that since these were held under a sealed bond, the
supplier could not get at them unless there was collusicn between
him and the inspecting officers concerned. Another occasion for
tampering would be when the supplies were packed after inspection.
1f the inspectorate staff had not been sufficiently vigilant at that
stage, the supplier could have substituted the goods.

1.228. The Committee enquired when exactly complaints of sup-
ply of sub-standard soap were received from the units. The rep-
resentative of the Department stated that the Rep~ris started coming
in May!June, 1967. When over 20 such reports were received, it was
realised that something had gone seriously wrong. It was then
(September, 1967) that “The Director, Inspection (General Stores)
collected fresh samples from the Depot which was nearby and had



them tested in £ of his laboratories. When the laboratory report
came that it is 50 per cent sub-standard, it became very serious. We
immediately reported to DGS&D in January, 1968.” In a note on
this subject the Department have stated that 17 complaints were re-
ceived from various units between 15th July, 1967 and 16th May,
1968 by the Director of Research Laboratory (Materials) |Chief Ins-
pectorate of Materials. To a further question why in that case issues
were made to the units upto December, 1967, the Department have
stated that “the first defect report was received by Ordinance Depot,
Shakurbasti only in September, 1967, since defect reports meant for
consignor depots are to be routed through proper channel. Further,
freezing of stock is not automatically done immediately on the receipt
of defect reports but is done after receipt of necessary instructions
from the technical authorities after completion of the necessary tests
and investigations by them. In the present case instructions for
freezing stores from the technical authorities were received by the,

Depot on 6th December, 1967.”

1.229. The Committee enquired why the matter was reported to
the SPE only in October, 1968. The representative of the Depart-
ment stated that it was after they were convinced on the basis of
test results that formal action was taken to report the matter to the
SPE. The representative of the SPE added that towards the end of
1967, one of the their units which was entrusted with the task of
collecting information came to know that sub-standard svap had been
supplied by the firm. While this was being verified, a complaint
was also received from the Ministry of Defence in September, 1968
about this matter. The case was registered for preliminary investi-
gation on 24th October, 1968. Their report was sent to the Ministry
of Defence and to the Central Vigilance Commission on the 11th
August, 1969. The latter’'s advice tendered on 19th September, 1969
indicated regular departmental action against two officers and black-

listing of the firm.

1.230. The Committee enquired whether the investigations indi-
cated the possibility of fraud in the initial stages. The representa-
tive of the SPE stated that their findings had necessarily to be based
on stock which had been frozen and which were found to bear the
inspection marks of the two officers against whom action had been
recommended. Stocks which had already been issued could not be
correlated, in the absence of any markings with the stocks which the
particular officer in the Inspectorate might have inspected.

1.231. From the findings of the SPE enquiry made available to
them, the Committee observe that after complaints were received
from user units, the consignee depot was asked to send check samgles
twice for test to the laboratory at Kanpur. The satistactory revort
of the two check samples sent by the inspecting staff to DRL (M)
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‘Kanpur “Created doubts in the mind of the Director, Research and
Development that fhe consignee was in league with the suspect firm
.and had drawn spedially selected samples to conceal the sub-standard
quality of the soap.” He therefore, ordered check samples to be
.drawn from the stock lying at the Depot. 6 samples from 6 packages
were then drawn on 10th November, 1967. Sample pieces from these
‘were sent to I.G.S. Bombay and DRL(M) Kanpur. At both the places
they were found to be “significantly below standard”. “From the
nature and magnitude of the defects found, it was clear that the firm
had deliberately cheated the Government by supplying sub-standard
stores whose value was not even 50 per cent of the contract value”
‘The allegations against the suspect officers that they accepted sub-
standard stores and that they did not get the AT particulars recorded
on the packages were substantiated. The allegation against the firm
that they supplied sub-standard stores was also “proved beyond
-doubt.”

In reply to a further question, the Committee are informed that
so far an amount of Rs. 32,291 has been recovered by the DGS&D
from the firm.

1.232. The Committee enquired whether any complaints had -re-
viously been received against the firm and whether business dealings
with it were still being carried on. The Department have informed
‘them that the firm were supplying stores to Defence since 1962 and
there had been no complaints regarding their supply except for scap.
Business dealings had been suspended with the firm we.f. 28th July,
1969 on the basis of unsatisfactory performance reported by DI(GS)
Headquarters.

1.233. The Committee enquired about the action taken against the
delinquent officials. The Department have informed them that they
were issued charge-sheets on 5-1-1970 and 7-1-1970 respectively.
Both of them wanted to examine certain documents and were directed
to report to SPE authorities for the same. They have been asked to
submit their defence statement which are expected shortly.

1.234. The Committee enquired whether complaints of supply of
sub-standard soap to the Depot by any other firm had been received
‘by the Defence authorities. The Department have stated that comp-
laints from various units regarding supply of sub-standard soap by
three other firms were also received. The defects reported by the
units were substantiated but they were not present in the correspon-
ding supply control samples. The units were asked to get the defec-
tive soap bars still held in stock replaced by the firms concerned.

1.235. The Committee enquired about the present position of con-
sumption of the soap which was issued to the units as well as the
stocks which were frozen in the Depot. The Ministry have infcrmed
them that quantity 1,75335 bars is held frozen in Ordnance Depot,
Shakurbasti. This includes 4455 bars returned by the units. A fur-
ther quantity of 4,902 bars is awaiting return to Ordnance Depot,
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Shakurbasti by other units. Instructions have been issued for dis~
posal of the frozen stock. The balance quantity already issued to the
units must have been consumed by them since no other defect
.zeports have been received so far. —

1.236. The Committee observe that a firm, on which orders were
placed for soap-bars costing Rs. 13.18 lakhs, supplied material which
was found on tests to be “significantly below standard.” Investiga-
tions into the case by the Special Police Establishment revealed that
“the firm had deliberately cheated Government by supplying sub-
standard stores whose value was not even 50 per cent of the contract
value” and that the officials who inspected the stores “accepted sub-
.standard stores from the firm”. Disciplinary proceedings against the
.officials are stated to have been initiated and final action against the
#irm is awaiting the finalisation of the case in arbitration. The Com-
mittee would like to be apprised of the further developments in this
segard.

1.237. The Committee would also like the loopholes like substitu-
tion of goods while under bond in the suppliers godowns or under
despatch, drawing of specially selected samples to conceal sub-stan-
dard quality etc. which came to light during the investigation of this
<ase, should be plugged by laying down of fool preof procedures.

1.238. The Committee enquired why orders were placed in this
<case with the same firm when complaints had started coming in
from May, 1967 which had cast doubts as to its bonafides. The re-
presentative of the Ministry stated: ‘Till the time this contract.
was placed with the firm, it had not been blacklisted. No definite
conclusions had been drawn against the firm in respect of the pre-
vious orders. Of course, you are right in saying that some evidence
&iad come in by that time. But the authorities dealing with the
purchase were different in that case and in this case. It may be
that the tie-up was not there. If the same person had been dealing
with the firm, certainly, he could have been more careful in seeing
that the things were all right.”

1.239. Asked if this did not indicate lack of coordination between
the authorities concerned, the witness replied “The only thing I can
say from my little experience is that so many purchase orders are
given by so many different agencies in the Ministry of Defence. To
have that pucca coordination is not always possible, Then the-
previous case had not fully matured to come to a conclusion. In
the second place, the reasons of urgency were there and the things
were required immediately and they went ahead with this. Cer-
tainly they should have been more vigilant.”

i240. In reply to a question why the bulk supplies for defence
requirements were not procured from reputed firms who would not
supply sub-standard material because of fear of being black-listed,
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the wituess stated that bulk of the purchases were made through:
the Central Purchase Organisation (Director General, Supplies and.
Disposals) who verified the antecedents of the supliers before “ccep-
ting the tender. But the purchases, according to the rules had to
be made from the lowest tenderer and sometimes this procedure
enabled the firms which were not quite upto the mark to get orders.
The firm in the present case was on the approved list of firms main-
tained by the Director General Supplies and Disposals.

1.241. The Committee enquired on what basis reduction of only
5 per cent in the price was recommended. The representative of
the Ministry of Defence stated that the deficiency was considered
to be minor. Since the soap had already been accepted and was
urgently required for quick consumption, it was recommended and
approved by the inspection organisation at the higher level, for
acceptance with 5 per cent reduction.

1.242. The Committee pointed out that ultimately it was found
that the goods were not worth even 50 per cent of the contract
price. The witness explained that in the manufacture of soft soap
the liquids were mixed together and there was a process of heating
through a coil. If the heating was not uniform, mixing of the fatty
acids and the alkali did not take place properly. The soft soap-
supplied in this case suffered from that defect. Because the mixing

had not taken place properly, there was further deterioration onr
account of the storage.

1.243. To a question why the first test itself could not establish
that further deterioration would result if the soap was stored for
any length of time, the witness stated: I am waiting to get a -ate-
gorical answer from them (the experts), what is the process by
which we can determine whether the saponofication has taken place
adequately or not and whether there is any risk of further deterjora-
tion in storage. 1 would fully agree....that if it could be deter-

mined by a test then certainly the person responsible for testing
was at fault.”

1.244. To a question as to what steps the Ministry proposed to
take to see that such things did not happen in future, the witness
stated that “in future for soft soap much greater care would be
exercised and orders would be placed only on reputable firms who
have a long standing in the market. The criterion of lowest tender
will not be applied. Before buying soft soap the processes used by
the supplier would also have to be inspected.”

1.245. When asked whether the firm had replaced 9,000 Kgs. of
sub-standard soap out of the total of 14,000 Kgs., the witness stated
that the firm was told to replace what was absolutely useless and
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0 pay compensation for what was deficient. But they did not re-
‘place the material. The matter was investigated by the Special
"Police Establishment and their recommendations were being im-
plemented, The Special Police Establismenf reported that sam-
1ples were taken by the inspecting official to be sent for laboratory
analysis “without taking precautions to homogenise the contents of
the pack” and that he drew samples without “labelling the con-
“tainers indicating the particular packing unit of the lot from which
-each particular sample was drawn.” Charge-sheets had been given
to the officer who was responsible for inspection at the initial stage.
DGS&D had also suspended business with the firm. Similar action
“was being taken by the Master General of Ordnance who also made
direct purchases sometimes. The Ministry of Law were also con-
sulted. They had advised that the Ministry had right to claim
damages from the firm (Rs. 19257).

1.246. Asked if the firm could be prosecuted for fraud, the re-
presentative of ‘'the Special Police Establishment stated that the
‘legal advice was that prosecution was not feasible. Whenever there
was a fraud, in 99 per cent of the cases it was perpetrated in collu-
sion with officers in the Ministry and in the inspectorate. For
proving criminal conspiracy, it was necessary to prove mens-rea
and also that the inspecting officers; and the supplier firm were
.acting in concert. If the firm were acquitted, further proceedings
against it would get vitiated.

1.247. The Committee enquired whether the amount had since
been recovered from the firm. The witness stated that the firm had
refused to pay the amount. Now the only course was to enforce
the contractual obligation through the court. On its being pointed
out that the limitation period would expire in August, 1970, the wit-
ness assured the Committee that the suit would be filed within the

period of limitation.

1.248. The Committee called for a copy of the report of the SPE
in this case. The Committee find therefrom that the Principal
‘Scientific Officer, DRL(M) Kanpur made the following observations
-after carrying out the tests on control as well as check samples:

“It will be evident...... that whereas the supply samples
were both of acceptable quality, the corresponding con-
trol and check samples which are almost alike in nature
differ considerably from those of the supply samples in-
dicating heterogeneity in the supply. The high ether
soluble content is likely to develop rancidity and conse-
quent deterioration of the store in prolonged storage and
in the normal event the consignment is not acceptable on
the basis of the controlicheck samples. The store is a
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critical item and the Director of Ordnance Services as per
his telegram...... dated 6-11-1967 has expedited ‘the

clearance of the consignment, the store being urgently
required.”

“In view of the above, the matter was referred to the
DRD(G) for his final consideration and advice and for
his guidance two check samples each representing the con-
trol and check samples were also sent separately for his
visual inspection. The Principal Scientific Officer also
recommended that the store may be accepted with a
price reduction of 5 per cent as a deterrent and alterna-

tively the firm should be asked to replace the entire store
at their own expense.”

As the bulk supply samples were reported satisfactory but the
-control and echeck samples indicated heterogeneity, the DRD(G)
-decided to investigate as to how the heterogeneity escaped notice
of the inspection staff. The officer who was detailed to draw fur-
ther samples from the containers which were sampled at the bulk
stage “could not find any drum bearing the indication of having
been sampled at the bulk stage”. On examination by DRL (M)
Kanpur, they failed to conform to the requirements. It was again
pointed out that due to incomplete soponification of the oil stock,
the supplies were likely to deteriorate in storage. “The consign-
ment was earlier recommended for acceptance under a 5 per cent price
reduction subject to early consumption of the material. However
in view of the further discrepancies now observed in respect of the
phase separation, in some of the samples, it is felt that the part
consignment having this defect (viz. phase separation) should be
rejected.”

1.249. The Committee ovserve that the firm which supplied sub-
standard soap bars also supplied soft soap costing Rs. 1.01 lakhs
was found sub-standard. The sub-standard soap was accepted with
a price reduction of 5 per cent, but, after further storage, it was
found that part of the supply had deteriorated further. Investiga-
tions thereafter conducted by the Special Police Establishment reve-
aled that the officer, who inspected the stores before supply failed to
draw samples properly or label the containers from which the sam-
ples were drawn. The Commitiee have been informed that action
has been initiated against the inspecting officer and that notice has
‘been served against the firm for recovery of the sum of Rs. 19,257, for
which a suit will be filed. The Committee would like to be informed
of further developments.

Extra expenditure due to delay in release of foreign exchange
Audit Paragraph

1.250. Based on the advice of the Council of Scientific and Indus-
trial Research that ferro-tungsten required by ordnance factories ‘
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would be available indigencusly from three firms ({0 which a pro-
cess developed by the National Metallurgical Laboratory for indi-
genous production of ferro-tungsten had been leased by the Council),
the Director General, Ordnance Factories, placed in February, 1965
an indent on the Director General, Supplies and Disposals, for 14
tonnes of the material without making provision for foreign ex-
change. Tender enquiries were issued by the Director General,
Supplies and Disposals, in March, 1965 when five quotations were
received. Only one of those five firms (which was one of the three
referred to above) quoted for supply from indigenous source while
the four other firms asked for foreign exchange assistance. Later,
in June, 1965 the former firm also sought foreign exchange of
Rs. 2.30 lakhs for import of raw material. That made its quotation
less attractive than those of two other firms whose quotations were
open for acceptance till 21st July, 1965. These two firms required
foreign exchange of Rs. 1.82 lakhs and Rs. 1.75 lakhs respectively;
the second firm which had quoted Rs. 18,700 per tonne later agreed
to keep its offer open till 30th August, 1965, However, only on 10th
August, 1965 the case for release of foreign exchange was initiated
by the Director General, Ordnance Factories, through departmental
channels. The Ministry of Finance approved release of necessary
foreign exchange on 4th October, 1965 and the sanction therefor was
received by the Director General, Ordnance Factories, on 20th
October, 1965. As the validity of the offer had already expired by
that time, the order could not be placed on that firm. Fresh tender
enquiries were made in September, 1966 and 5.7 tonnes were pur-
chased in October, 1966 from another firm at the higher price of
Rs. 41,850 per tonne (with a higher foreign exchange component of
Rs. 2.28 lakhs). The balance 83 tinnes were purchased in August,
1967 without any expenditure in foreign exchange but at the still
higher price of Rs. 49,500 per tonne.

1.251. The total extra expenditure on procurement of the material
was about Rs. 3 lakhs (including extra foreign exchange of Rs. 0.53
lakh) which could have been avoided had the Director General,
Ordnance Factories, obtained sanction for release of foreign exchange
(for Rs. 1.75 lakhs) before 30th August, 1965.

[Paragraph No. 14, Audit Report (Defence Services), 1969]

1.252. The Committee called for copies of correspondence ex-
changed between the CSIR and the DGOF regarding availability of
ferro-tungsten from indigenous sources. The Committee observe
therefrom that the SCIR did not advice the DGOF at any stage that
the three firms suggested by the Council would not require any
foreign exchange for purpose of supply of ferro-tungsten. On the
_ other hand, the DGOF was informed that the National Metallurgical
Laboratory could make ferro-tungsten but had no foreign exchange
to spare for the import of tungsten ore concentrate required for the
purpose of production. The DGOF was, therefore advised to con-
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tact the three firms who had been licensed to produce ferro-alloys
based on NML “know-how”. He was also informed that these firms
were arranging to import raw material including tungsten concen-
irate through the State Trading Corporation for the production of
various types of ferro-alloys for their (Defence) requirements.

1.253. The Committee enquired whether the tender enquiry issued
by the DGS&D included the three firms indicated by CSIR to the
DGOF. The DGS&D have informed them that the tender enquiry
was issued to 64 firms including the three firms indicated by CSIR.
"The Committee enquired in what manner the DGS&D tried to help
firm ‘A’ (which had qucted for supply from indigenous sources)
to get the raw material stated by them to be available with another
firm ‘B’. The DGS&D have stated that on receipt of firm ‘A’’s letter
dated 18th May, 1965, they requested firm ‘B’ on 31st May, 1965 to
release the requisite quantity of material to firm ‘A’. A copy there-
of was also endorsed to the then Deputy Director, Civil Armaments
at Calcutta (by name), requesting him to contact the firm and to
persuade them to release the required guantity of raw material to
firm ‘A’. Firm ‘B’, however, regretted their inability to supply the
material. The Director of Supplies and Disposals, Calcutta was
thereafter requested to contact firm ‘B’ and to persuade them to re-
lease the required quantity to Firm ‘A’. The Director of Supplies
and Dispcsals, Calcutta, fixed up an appointment with the firm to
discuss the matter personally with their representative who did not
however turn up, obviously because the firm were not in a position
to supply the material in the near future.

1.254. The Committee enquired whether the DGS&D tried to
locate any other source for the raw material. The DGS&D have
replied that “at the time this demand was received. it was not known
to the DGS&D as to whether the raw material was indigenously
available elsewhere. However, later on it came to DGS&D's notice
that this material was being produced in Deghana Mines in
Rajasthan. Accordingly, this source was tapped in some other case
to procure the material, but subsequently it was found that the
material was not useful fcr the manufacture of ferro-tungsten, con-
forming to IS Specification, due to presence of high percentage of
Sulphur and Tin. So far as the DGS&D are aware, except in Deg-

hana Mines, this material is not produced indigenously anywhere in
the country.”

1.255. In reply to a question when they asked the tenderer to in-
dicate his foreign exchange requirement, the DGS&D have stated
that the Director of Supplies and Disposals, Calcutta was requested
on 30th June, 1985 to contact firm ‘A’ personally with a view to find-
Ing out the exact quantitv of raw material they would require for
the manufacture of 14 M'T of Ferro-tungsten with its C1F. value.



72

The Director of Supplies and Disposals, Calcutta, sent a telex on.
12th July, 1965 intimating that a quantity of 23 M|T of wolframite:
concentrate 62 per cent would be required by the firm, for the manu-
facture of 14 M.T of Ferro-tungsten, the C.LF. value of which varied
from Rs. 9,000 to Rs. 10,000 per MIT.

1.256. The Committee enquired when exactly it became clear to-
the DGS&D that foreign exchange would be necessary to finalise the
tender and when they asked the DGOF to arrange for the same. In
a note on these points, the DGS&D have informed the Committee
that as foreign exchange was not provided for in the indent, DGS&D
had been originally considering the offer of firm ‘A’, which was with-
out any commitment of foreign exchange. After firm ‘B’ informed
the DGS&D (on 17th June, 1965) that raw material was not avail-
able indigenously with them, it became clear to the DGS&D that the
foreign exchange expenditure was inescapable for finalising the con-
tract. However, the question as to how much foreign exchange
would be needed still remained unsolved till DGS&D came to know
on 12th July, 1965 from the Director of Supplies and Disposals,
Calcutta that the foreign exchange in the import of raw material re-
quired by firm ‘A’ would be much more than the foreign exchange
involved in the import of finished material i.e. Ferro-tungsten. The
first reference by the DGS&D to the DGOF. Calcutta for the release
of foreign exchange was made on 13th July, 1965, although the
Deputy Chief Liaison Officer, Defence Services Liaison Cell, sent a
telex message to the DGOF on 5th May. 1965 for foreign exchange
provision to the extent of Rs. 1.80 lakhs, after having a talk with the
Assistant Director concerned.

1.257. The Committee enquired whether the DGS&D informed
the DGOF about the period cof validity of the offers received. The
DGSED have stated that while reminding the DGOF on 19th August,
1965 about the provision of foreign exchange, the latter was inform-
ed that the offers were expiring on 2Ist August, 1965 and that, al-
though the firms had been requested to keep their offer open for
some time mcre, sanction for foreign exchange was required by
4th September, 1965, failing which the indent was liable to be re-
turned. Again on 26th September, 1965, the DGOF was reminded
about the foreign exchange sanction and he was requested to ensure
that the reply should be sent by 10th October, 1865 positively. He
was told that responsibility on account of delay in reply beyond the
target date resulting in payment of higher prices wculd rest on him,
In this letter it was mentioned that offers were open for acceptance
till 21st October, 1965. Before writing to the DGOF on 26th Sep-
tember. 1965, all the tendering firms had been requested. on 21st
" September, 1965 to keep their offers open till 21st October. 1965.
Although no official confirmation from the firms about the validity
of their offers till 21st October, 1965 was available on 26th Septem-
ber, 1965 when DGS&D had written to the DGOF, yet the fact that
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the offers were open for acceptance was mentioned on the presump-
tion that the firms would agree to extend their offers on the same -
terms and conditions.

~.
1.258. To a further question whether they kept a watch on the

trend of prices of the material, the DGS&D have stated that Ferro-
Tungsten is a strategic material. The raw material required for the
manufacture of Ferro Tungsten is wolframite concentrate, the price
of which is liable to day to day fluctuation, as reflected in the Metal
Bulletin issued by Metal Information Bureau, London. It had been
recorded in the purchase proposal dated 3rd October, 1966 that the
firm's CIF prices would be dependent on top tungsten ore price as
published in London Metal Bulletin current on the date on which
the makers accepted the order. A corresponding clause was also in-
corporated in the A.T.

1.259. The Commitiee enquired about the requirement of the
Services for special Steels to what extent these were being met by
imports and what concrete steps Government had taken toc establish
indigenous production of these steels. The Ministry have informed
them that special Steels requiring Ferro Tungsten are Hot Die Steels
and High Speed Steels. Hot Die Steels have not so far been import-
ed. As regards High Speed Steels only a small part of requirement
have been imported.

Details of imports of High Speed Steels during the last three
years are given below: —

1967—Nil.
1968—3.60 M'T (Approximately).
1969—0.40 M'T (Approximately).

1.260. Indigenous capacity for these special Steels already exists
in the country. Ordnance Factories requirements are partly met
from their own manufacture and the balance from other indigenous
producers. Apart from the Ordnance Factories, these steels are
mainly produced by Hindustan Steel Ltd’s Alloy Steels Plant,
Durgapur. To a small extent, these steels are also produced by other
three main Alloy Steels Producers viz., Mysore Iron and Steel
Limited, Mahindra Ugine Steel Co. and Gest Keen Williams Ltd.

1.261. As regards requirements for Ferro Tungsten, Ministry of
Steel has confirmed that arrangements have already been made by
the Government to allow import of Ferro Tungsten to Allay Steel
Plant, Durgapur, for production of these types of steels. Apart from
allowing the import of Ferro Tungsten to the Alloy Steel Producers,
the three producers of Ferro Tungsten in the country who have a
total capacity of producing 950 tonnes of Ferro Tungsten per annum,.
have also been issued licences to import Ferro Tungsten Ore con--
centrates for production of Ferro Tungsten.
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1.262. The Committee observe that the DGOF in this case placed
-an indent with the DGS&D in February, 1965 for supply of 14 ton-
nes of ferro-tungsten without making any provision for foreign
exchange. The DGOF had been advised earlier by the C.S.LR. that
ithree firms in the country had been licensed by them to produce
ferro alloys but that this was with imported raw materials. The
D.G-O.F, should have therefore obtained prior foreign exchange
clearance before raising the indent on the D.G.S.&D. The omission
to do this and the time spent later in getting the foreigm exchange
release resulted in a situation where the original tenders lapsed.
“When fresh tenders were called and orders placed, Government had
‘to pay Rs. 3 lakhs extra.

1.263. The Committee would like the Ministry of Defence to exa-
-mine why the D.G.O.F. did not obtain prior foreign exchange release
for this transaction in spite of the information received from the
C.S.LR. that the firms licensed by them for production of ferro-tung-
-sten were dependent on supplies of raw materials from overseas.

1.264. The Committee would also like Government to devise ade-
quate procedures to eliminate delays in release of foreign exchange
required for meeting defence needs.

Expenditure on procurement of Shaktiman vehicle springs|leave

Audit Paragraph

1.265. Between January 1964 and October 1964 the Director Gene-
val, Ordnance Factories, placed four supply orders (Rs. 57.94 lakhs)
-on a firm for supply of springsleaves of different types required as
spares for Shaktiman vehicles. The supplies were to commence
within six weeks of the placing of the orders, with a minimum sup-
vly of 300 springs or 10,000 leaves per month, and were to be comp-
leted by September 1965. The firm did not make any supply under
one of the supply orders and did not adhere to the delivery schedule
for the other three for which extensions of time were granted up to
October 1966. In the meantime, in July-August 1965 the Director
“General, Supplies and Disposals, concluded rate contracts with four
firms (including the earlier mentioned firm) for supply of the
springsileaves for the Shaktiman vehicles but at cheaper rates.

1.266. Had the quantities due from the firm but which were not
supplied on due dates been cancelled from July 1965 onwards and
further purchases made under the rate contracts concluded by the
Dirgctor General. Supplies and Disposals. there would have been a
saving of Rs. 1.50 lakhs_ in respect of supplies received after that date.

[Paragraph No. 15, Audit Report (Defence Services), 1969.]
1.267. The Committee understand that in respect of one supply

. -order, in regard to which it has been stated in the Audit paragraph
that no supplies were made, the firm actually made part supply of
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one third of the quantity ordered but only after the extended date
of supply.

1.268. The Committee called for details of the four supply orders,
the schedule of delivery and the dates of actual supplies. The

Department of Defence Production have accordingly furnished the
following information:

Date of supply  Quantity  Time schedule for Date of actual Remarks
ordered making the supplies  supplies made
15'22 Jan. 64 Springs 300 sets Or more per 100 sets by Jan. 65 Balance 500 sets
750 sets month commencing?® 1 <o sets by Jan, 66 cancelled.

from 6 weeks from 250 sets Total
the date of order or

cartier.

§'22. Jan. 64 Lonsc leaves 10,000 leaves or 20-10-1966 Qty. 55033

- 60760 Nos.  more per month supplied Qty.
commencing after 6 5722 cancelled.
wecks from the date
of acceptance
of order viz. 31-3-64.

6 June 64 1.0uce leaves 10,000 leaves or mOre 21-10-66 Qry. 7214

A1360, per month commen- Supplied Qty.

cing after 6  weeks 4146 cancelled.

from the date of
acceptance of order

viz, 12-6-64.
27 Qct. 64 J.ouse leaves 10,000 leaves or more  20.10.66 Qty. 105890
12273% Nos.  per month commen- supplied %ty
cing afrer 6 weeks 16848 cancelle

from the date of
accep.ance or order
viz. 6-11-64.

1.269. The Committee enquired about the reasons for which
extensions were given. The Ministry of Defence have explained the
position as follows:-—-

“(i) Short-closing of the orders would have involved financial
repercussions to the extent of about Rs. 18 lakhs because
the imported raw material including ‘semis’ had already
arrived in the firms premises. Moreover, stores already
manufactured out of steel imported at a cost of heavy
foreign exchange would have gone waste in the event of
short closing the orders.

(ii) The firm had made representations to the DGOF that the
delay in supplies was due to the delay in the receipt of

'Smphed ngm\st nnuthcr nrdcr fo' 2653 sets (“huh wag cancelled in fol}
accounted for against the order of 750 acts, vl and

854 (Ali) LS--86.

-
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Import Licence from Iron and Steel Controller for the
imported spring flats required by the firm; the DGF consi-
dered this reason as genuine.

(iii) When in June, 1966 the D.G.O.F. was informed about the
existence of DGS&D rate contracts, the firm had already
supplied about 70 per cent of the ordered quantities and
had also tendered for inspection a further quantity of loose
leaves. The DGOF had therefore no alternative to allow-
ing the inspection to be completed which took sometime.
The DGOF therefore short closed the order for complete
springs and granted ev-post-facto extension of delivery
period for loose leaves after completing of inspection. For
the balance, which had been tendered for inspection, the
orders were short-closed.”

1.270. To a question .f any liquidated damages were recovered
from the firm for the delay in supply, the Department have replied
that no such damages were recovered.

1.271. The Committee were given to understand by Audit that
copies of the rate contracts placed by DGS&D were not received by
the DGOF. The Committee, therefore, enquired how it came about
that copies of the rate contracts concluded at cheaper rates hy the
DGS&D in July-August, 1965 with four firms (including the one on
which orders had been placed earlier by the DGOF) were not receiv-
ed by the DGOF. The Department of Defence Production have stat-
ed that according to DGOF the copies of rate contracts were for-
warded to the DGOF but the latter had indicated that copies of the
rate contracts were not received by him.

1.272. The Department of Supply have in their note on this point
explained the position as under:

“According to the list of the direct demanding officers availa-
ble on the relevant case, copies of the rate contract entered
into by the DGS&D in July-August, 1965 for Springs!
Leaves, were duly sent to the DGOF as well as to the
individual ordnance Factories. It is not possible to watch
the acknowledgement of the receipt of copies of rate con-
tracts by the direct demanding officers as, with the excep-
tion of copies meant for the controllers of Stores of Indian
Railways, copies to other direct demanding officers are to
be sent by ordinary post under certificate of posting.”

1.273. The Committee enquired about the steps since taken to
avoid recurrence of cases of this nature in future. The Department
of Supply have informed them that it has been decided (December,
1969) to prepare a list of stores on rate{running contracts concluded]
extended during each month in lieu of half-yearly lists of stores on
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raterunning contracts (current as on 1st April and October of each
year), to eliminate delay in its circulation and to provide more timely
opportunity to direct demanding officers to place orders on firms for
purchase of various kinds of stores handled by the Central Purchase
Organisation. Copies of these maonthly publications are also forward-
ed to the various indenting departmentsidirect demanding officers.

1.274. The Committee further enquired why the outstanding
orders were not cancelled in December, 1965 by the DGOF and
whether any enquiry had been held to fix responsibility for the
lapse. The Department of Defence Production have stated that the
DGOF was not aware of the rate contracts concluded by DGS&D.
In any case, as against the legal complications involved in short-
closing the orders, it was doubtful if the DGOF could have taken an
appreciable price advantage consistent with quality even if the
existence of DGS & D rate contracts was known to him earlier
becaus::

(i) the DGS&D rate contract with one firm for certain types
of springs and loose leaves was at the same rate at which
the DGOF had procured supplies from this firm;

(ii) the rate contract for compl.iv springs catered for different
rates with different firms.

1.275. As for holding an enquiry into the matter, the Depart-
ment of Defence Production have stated that further consultations
with the DGOF reveal that the question of holding of an enquiry
in the matter to fix responsibility did not actually arise as the exten-
sions were granted to the firm in consideration of the delay in the
issue of import licence for spring flats.

1.276. The Committee observe that the DGOF placed orders on a
firm between January and October, 1964 for supply of springsileaves
for Shaktiman trucks. The firm could not adhere to the delivery
schedule due to delay in reccipt of import licence from the Iron &
Steel Controller for spring flats and had, therefore, to be granted
extension of delivery period upto October, 1966. In the mcanwhile,
the DGS&D concluded rate contracts with four firms including the
one on which orders had been placed by the DGOF for supply of the
springs/leaves at cheaper rates. The relevant lists were, however,
not received by the DGOF who came to know about these only in
June, 1966, by which time the firm had completed 70 per cent of the
supplies. Non-cancellation of the outstanding orders thus resulted
in an avoidable loss of Rs. 1.50 lakhs in this case.

1.277. As it has been siated that cancellation of the contracts would
have had financial repercussions, the Committee do not wish to pur-
sue this case further. However the case clearly indicates that there
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was lack of co-ordination between the DGS&D and the DGOF. The
DGS&D has since decided to publish lists of the rate contracts con-
cluded by the Organisation every month (instead of half yearly) so
that all indenting organisations, which make such purchases, are
made aware of the terms of the DGS&D contractss The Committee
trust that this would eliminate recurrence of cases of this type in
future.

Deficiencies in stock

Audit Paragraph

1.278. (a) Semi-finshed garments in an Ordinance factory—
While reconciling the ground and ledger balances in January, 1968
in an Ordnance clothing factory, shortages of unfinished garments
worun hws. .40 1aKNs 1 tne cutt ng and lailoring shops came to the
notice uf the factory authorities. These shortages were neither re-
ported to the higher administrative authorities nor investigated
turther. The annual stock verification as on 31st March, 1968 also
d sclosed diff .rences between the ground and larger balances but,
on th> gr.und that the stock-tak.ng on 31st March, 1968 had got
vii ated and the stock-taking data were not reliable, those differ-
ences were not shown in the annual statements sent to the Accounts
Officer for exhibition of the value of unfinished garments in the
annual accounts. The connected stock-taking sheets called for by
Audit fzr check in July 1968 were also not made available by the
factory management.

1.279. After the matter was taken up by Audit and the Accounts
authorit es, a spocial stock-taking was carried out on 1st September,
1968 by a team sent by the Additional Director General, Ordnance
Factories. This disclosed shortage of Rs. 2.62 lakhs worth of cloth-
g meer 2l in Jhe cuiting an tailoring shops of the factory. The
Additional Director General, Ordnance Factories has now ordered
nvest.guutun 1nio th s case by a Board of Inquiry (D:zcember, 1968).

1.280. (b) Canvas in an Ordinance factory—In August 1966 the
officer in-charge of stores section of an Ordnance factory brought to
the notice of the General Manager deficiency of about 30,000 metres
of canvas (cotton). Annual stock verification on five earlier conse-
cut.ve years had not brought out any deficiency in the material. A
prel minary investigat on by two officers of the factory in September
1966 confirmed the deficiency, which was attributed to a possible
short receipt of the material from trade at the time of purchase in
January. 1962. This conclusion was not accepted by the Director
General, Ordnance Factories, who directed that the matter should be
further enquired into. A Board convened by the General Manager
in November 1866 to investigate the matter ruled out possibilities
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of pilferage of the maiterial, or of issue of the material to produc-
tion sections without proper documentation. Due to paucity of
covered accommodation the stock of the material was found lying
scattered in the open along railway siding. The Board confirmed
the earlier tentative conclusion that the deficiency was due to short
supply at the time of purchase.

In April 1967 the Director General, Ordnance Factories, ordered
a second Board of Inquiry. This Board, while rejecting the earli.r
conclusion that in the past the material had been received short,
held that the deficiency was attributable to issue, without proper
documentation, of the material to sect ons in July-August, 1963.
The Director General, Ordnance Factories, has ordered a further in-
vestigation into the matter.

The total deficiency in stock has been assessed to be 29,928
metres; its value is Rs. 1.88 lakhs.

1.281. (¢) Spares ‘n an Air Force tepair Depot—A special
physical ver fication of stock in an Air Force repair depot conduct-
ed in February 1966 disclosed deficiencies in 2,188 items valuing
Rs. 18.37 lakhs and surpluses in 935 items valuing Rs. 11.48 lakhs.
Even before th's stock-taking was conducted, 271 items valued at
Rs. 2.47 lakhs had been voluntarily brought into account by the
stock-holders; of those, items worth Rs. 0.12 lakh were later set-
off against the deficiencies.

1.282. The normal annual verification of stock for 1966-67 car-
ried out subsequently also revealed surplus in 1.318 items (Rs. 3.20
lakhs) and deficiencies in 1,495 items (Rs. 3.04 lakhs). In 259 jtems,
where surpluses had been found in February, 1966, there were
deficiencies in this stock verification.

1.283. A Court of Inquiry convened in May, 1967 to look into
these discrepancies held that—

(i) supervision, command and control over stock-holders were
inadequate.

(ii) storage and accounting of stores in the unit were unsatis-
factory.

(iii) the stores were held in multiple locations and sub-stores
had been opened without proper authority.

(iv) there was some evidence to show that stock-taking in the

past was conducted {n a somewhat perfunctory manner:
and

(v) out of the deficiencles noticed during February 1966 defi-
clency valuing Rs, 11.83 lakhg may be treated as fictitioua
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loss be due to wrong categorisation, accounting errors, ete.
(Further discrepancies to the extent of Rs. 0.36 lakh were
reconciled later).

1.284. On the findings of the Court of Inquiry, the Air Officer
Commanding-in-chief remarked that no individual could be held
directly responsible for the state of affairs which was attributable
te cumulative administrative lapses over a period of time. Discipli-
nary action has, however, been initiated against five officers wha
were held to be blamed for the administrative lapses in the depot.
The Ministry have stated (January 1969 that remedial measures
have been taken to avoid recurrence of similar irregularities.

[Paragraph No. 21, Audit Report (Defence Services), 1969]
(a) Deficiencies in Semi-finished garments

1.285. The Committee cnquired why the stock-taking sheets were
not made available to Audit and on what grounds the stock wveri-
fication done on 31-3-1968 was treated as vitiated. In a note furnish-
ed to the Committee, the Department of Defence Production have
stated that “Stock taking sheets are not normally furnished to the
local Audit in Ordinance Factories since these are not auditable docu-
ments. In this specific case the factory management would have
furnished stock-taking sheets to the local Aud.t as a special case, but
as stock taking done on 31-3-1968 was vitiated and did not represent
true state of sem’s, stock taking shects were not furnished as any in-
formation compiled on the basis of these sheets would have been in-
correct and misleading.”

“Stock taking done on 31-3-1968 was treated as vitiated as cer-
tain stock were located subsequently which had not been
presented for stock taking on 31-3-1968."

In reply to a question as to how the loss was computed, the De-
partment have stated that “it was done on the basis of position re-
vealed ‘n stock taking on 1-9-1968.”

1.286. To a question whether any action was taken against the
factory management for {ailure to order an immediate enquiry when
discrepancies were revealed in January, 1968, the Department of
Defence Production have stated that “no stock taking as such was
conducted in January. 1968. The bench balance slips which seemed
to form the basis for assumption that certain reconciliation was car-
ried out in December, 1967 and January, 1968 did not even bear the
signature of the foreman or shift officer. It could not therefore be
said that the factory management had knowledge about the discre
pancy in January, 1968. Hence the question of taking action against
the factory management for not ordering immediate enquiry or re-
porting the matter to higher authorities by the management did not
arise.”
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1.287. The Committee were informed by Audit that “the Board

of Inquiry ordered by the DGOF (November-December, 1968) point-
ed out that;

(i) the existence of the discrepancy in January, 1968 should
have been an eye-opener for further probing.

(ii) 2474 numbers of overall combination of olive green colour
were produced for inspection in 1968-69 against orders for
overalls in Khaki shades, though khaki cloth for the gar-
ments had been drawn in full. (This was not taken by
the Board as deficiency because there was a combined
order for overalls of both khaki and O.G. shades but it
suggested that the matter might be investigated sepa-

rately).

(iii) The extent of permissible rejections was inadequate in

: comparison to the actual rejection. (The Board was, how-
ever, not able to ascertain how in earlier years no discre-
pancies had been revealed on this account).

(iv) There was a lack of control on the management over the
staft and tailors about proper accounting of cut compo-
nents, the garments and the exchanges (before fabrication
of garments they are checked in the Exchange Section for
defects). No officer was held responsible. The Ministry
stated that the matter is now being investigated by the
C.B.L”

The Committee therefore enquired whether any investigation had

:en ordered about production of 2474 Nos. of overall combination of
1.G. colour against an order for khaki overalls for which khaki cloth
ad been drawn. The Department have stated that no separate in-
vestigation was ordered as the Board of Inquiry already convened
had examined this issue and did not consider 2474 overall combina-
tion in O.G. colour tendered for inspection against order for khaki
overalls as deficiency as there was only one combined extract for
both khaki and O.G. shades and the InspectorjIndentor was accept-
ing the garments in either shade.

1.288. To a question if the findings of the C.B.I. in this case had
been received, the Department have replied that further information
on some points is awaited from the DGOF and an answer will allow
soon,

1.289. The Committee note that the C.B.l. are investigating into
the various lapses that occurred in an ordnance clothing factory where
a special stock taking ordered by the DGOF in September, 1968 re-
vealed a shortage of Rs. 2.62 lakhs worth of clothing material. The
Committee trust that speedy action will be taken in the light of the
findings of the C.B.I to fix responsibility for the lapses noticed. The
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procedures should also be suitably tightened up with a view to ensur-
ing strict control on stocks and periodical stock taking and reporting
of the stock position to higher officers.

(b) Canvas deficiency

1.290. The Committee enquired about the system of stock verifica-
tion in the ordnance factories. The Department have in a note ex-
plained that stock verification is conducted by the stock staff posted
in the factories as distinct from factory stores staff. They work dir-
ectly under the control and supervision of the DGOF Headquarters.
Periodical reports of pregress of verification are sent by the Senior
Stock Verifier to the DGOF Headquarters.

1.291. The Committee enquired on what basis the second Board
came to the conclusion that the shortage was due to issue of materials
without proper documentation. The Department of Defence Produc-
tion have stated that “the Board examined all the documents (Ma-
terial Inward Slips) on which supplies of the item in question were
brought on charge for the period January, 1962 to 25th March, 1967
(the date on which the deficiency was found by the stock verifier).
The Board also scrutinised all registers maintained regarding receipt
of consignments inside the factory. The entries made in the afore-
said registers as well as the relevant documents showed that the
consignments against the material inward slips had been correctly
received in the factory.

“The Board called for all records/documents on which issues
were made by the Stores Section and drawals made by
the Demanding Section from the Stores Section. The
Board also scrutinised the postings of Demand Notes in the
Bin Cards and 18 Material Warrants received from A.Q.
and found discrepancies on the Warrants. The Board also
observed that there was an appreciable variation between
the quantity shown as having been drawn on the shop
copy of the Warrant and that shown as issued by the Go-
cIiTown Keeper and posted in the Bin Card against Demand

otes.

“The Board inferred that the Godown Keener must have issued
the material from some of the cons‘gnments awaiting in-
spection and awaiting taking on charge. The Board also
inferred that some ronfusion nrevailed in the Carpenters -
Secti~n. under which thev plared the demands and drew
the materials over and above the authorired quantity.

“The Board. therefore. came tn the ronclusion that lack of pro-
per dnf:umentation was likely to have caused the discre-
pancy.’
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1.292. The Committee enquired about the remedial measures taken
to avoid recurrence of such cases in future. The Department have
stated that the following remedial measures were recommended for
adoption:

“(1) Provision of covered Stores accommodation for the Receipt
Bond Section to accommodate inward consignments await-
ing inspection to ensure avoidance of their getting mixed
up with the stock held on charge or lying scattered at
various points.

(ii) Provision of adequate storage accommodation for each
Godown Keeper to hold independent charge of the Godown
under his charge.

(iii) Maintenance of Receipt and Issue Books in respect of
Textiles items like canvas etc. for recording the bale
bumbers and the quantity contained in each bale while
receiving and issuing the material.

(iv) Maintenance of a Register to record details of any mate-
rial that may be issued in anticipation of Demand Notes
due to extreme urgency and its weekly submission to the
GM through the Stores Officer, if the transactions are not
regularised promptly by the demanding sections.

(v) Maintenance of a Register in each section for recording the
details of matcrials drawn against Demand Notes.”

1.293. In regard to (i) and (ii) above. the Department have stated
that adequate accommodation will be available after the shifting of
the Truck Division to the new vehicle factory. The rest of the mea-
sures have been implemented.

1.294. The Committee enquired whether the matter was brought
to the notice of the Department of Defence Production and whether
they were satisfied about the adequacy and manner in which en-
quiries were being conducted in this case. The Department of De-
fence Production have stated that “Normally, investigations into the
discrep: 1cies detected in stcck are made at the level of the GM/
DGOF : vless sperial circumstances call for a reference to the Min-
istry. Ilowever, this particular case was brought to the notice of the
Ministry Harticularly because it happened to be the subject of a Draft
Audit Pia.

»

“As regards the adequacy and manner in which the enqu’ries
have been conducted, it may be stated that the earlier
Board of Inquiry appointed in November, 1966 was for the
purpose of general investigaton and reporting upon the
discrepancies revealed in stock. It was found necessary
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to conduct a more detailed enquiry into the various aspects
of the discrepancy particularly with a view to ascertaining
the individual/individuals responsible for lapses/irregu-
larity, if any, and to suggest remedial measures. It was
also considered necessary to include in the Board of In-
quiry, a representative of the CDA/Fys. Accordingly,
DGOF appointed a fresh Board of Inquiry with an officer
of the rank of Manager as President and a representative
of the CDA/Fys as Member. The terms of reference of
this Board of Inquiry were comprehensive and covered all
the relevant aspects.”

“The fresh Board of Inquiry has since completed the investi-
gations and their proceedings are under detailed examina-
tion by the DGOF. This Ministry can take a view in the
matter only after DGOF completes his examination of the
proceedings of the Board of Inquiry.”

1.295. The Committee observe that after a deficiency of 29,928
metres of canvas valued Rs. 1.88 lakhs came to light in an Ordnance
factory in August. 1966, three enquiries were held in the matter in
September, 1966, November, 1966 and April, 1967. The Committee
regret that the DGOF has even now not been able to finalise the case
after a lapse of three yvears. The Committee note that the second
Board of Inquiry came to the conclusion, after a scrutiny of all rele-
vant documents, that the shortages were due to issue of material with-
out proper documentation. However, further investigations were
considered necessary by the DGOF (December, 1968), with a view to
ascertaining the individual(s) responsible for the lapses/irregularity,
if any and to suggest remedial measures. The Committee would like
to be apprised of the action taken on the findings of the fresh Board
of Inquiry. The Committee would also like to impress upon Govern-
ment the need to ensure that enquiries in cases of thi- nature are
conducted promptly and thoroughly. As time is of €.sence in such
cases, it is imperative that the defaulting officials are brought to book
with the least possible delay.

(¢) Defic.encies in spares

1.296. The Committee enquired about the final figures of items
found deficient and their value as per stock verification conducted in
February, 1966. The Ministry of Defence have stated that the num-
ber of itengg found deficient in the stock verification conducted in
February, 1966 was 3225 and their value has been assessed at Rs. 23.34

lakhs.

1.297. The Committee enquired whether annual stock verification
was carried out in the depot in 1967-68 and 1968-69 and if so, what
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surpluses/deficiencies were noticed. The Ministry have stated that
annual stock verification was carried out in the depot during 1967-68
and 1968-69. The position was found to be as under:—

1967-68 19 8-69

No. of items Valu: Rs. No. of 1t:ms Valuc Rs.
Surplus:s 78 200.00 66 2844 .90

Deficiencies 9 367.85 20 567.45

1.298. The Ministry have, in reply to a question, informed the
Committee that the observations/recommendations of the court of
Inquiry in this case were as follows:—

“Observations by the Court of Inquiry

(i) The Court noted that the present organisation of stores
leads to bhetter control by the Senior Enquiry Officer. The
Sub-stores have been closed and most of the equipment
have moved into the main equipment section.

(ii} The Court has noted that efforts have been made in bin-
ning and relocating the stores as per instructions of Head-
quarters Maintenance Command Organisation. Substained
efforts are necessary to achieve the desired standard.

(iii) The Court has scrutinised the accounting records whereby
discrepancies in fixed stock taking and annual stock-tak-
ing of 1966-67 in respect of items have been reconciled.
From the sample checks, re-conciliations conducted bv in-
vestigating officers appear to be quite in order. )

Recommendations of the Court of Inquiry

(i) Adequate storage facilities and manpower be provided to
the Unit on priority.

(ii) A system be adopted to make the stock holder fullv ac-
countable for their stocks.

(iii) Reconciliation of the stock-taking discrepancies now in
progress be brought to a finality expeditiously.

(iv) The range of equipment held in the Unit be reduced to the
extent of the annual task requirements.”

The Ministry have started that remedial measures have been taken
in pursuance of the aforesaid observations/recommendations of the
Court of Tnguiry,
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1.299. The Committiee regret to observe that due to commulative
administrative lapses over a period of time, deficiencies/surpluses in-
volving several lakhs of rupees were noticed in February, 1966, in a
number of items of spares stocked in an Air Force Repair Depot.
The Court of Inquiry ordered to go inte the case found inter alia
that ‘supervision, command and control over stock holders were in-
adequate’ and the storage and accounting of stores in the unit to be
unsatisfactory.

1.300. Since deficiencies over Rs. 23 lakhs could not have occurred
suddenly in the course of one year it could be concluded that the ear-
lier annual stock takings which had brought cut deficiencies of a few
hundreds only must have been perfunctory. This is also borne out
by the findings of the Court of Inquiry. In view of this steps would
have to be taken for ensuring proper stock taking in future.

1.301. The Committee observe that remedial measures have since
been taken in pursuance of the observations/recommendations of the
Court of Inquiry. They hope that proper waich would be kept on
the working of the Depot in future so that such lapses do not recur,

Embezzlement in an Inspectorate
Audit Paragraph

1.302. In an Inspectorate Rs. 21.099 were embezzled during Sep-
tember, 1963 to November, 1964—Rs. 17.222 from public funds and
Rs. 3,877 from regimental and other private funds-—mainly by non-
accounting and late posting of cash receipts and by making incorrect,
or fictitious payment entries in the cash hook. The embezzlement
came to light as a result of an anonymous complaint received by the
Inspectorate in October, 1964 and a subsequent internal check of the
accounts carried out in November, 1964,

1.303. An administrative officer and the cashier alleged to be res-
ponsible for the embezzlement are suspended on 30th November,
1964. Both of them volunteered in December, 1964 to recoup, on a
month’s notice, the cash deficiencies. No recoupment was, however,
made and no departmental action was also instituted against them
and in June. 1965 the case was handed over to the Central Bureau
of Investigation. The cashier was later allowed to retire on 3lst
May, 1966, while the administrative officer died on 31st December,
1967. The subsistence allowance paid to them till then was
Re 21,700. s

1.304 The Ministry have intimated (January, 1969) that on the
basis of Snecial Police Establishment’s report and the advice given
by the Central Vigilance Commission departmental proceedings
have been initiated against the retired cashier on two charges (two
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other charges becoming time-barred by then) and that pension has
not been sanctioned to him so far. Family pension has, however,
been sanctioned to the family of the admistrative officer.

[Paragraph No. 29, Audit Report (Defence Services), 1969].

1.305. Explaining that there was no avoidable delay in handing
over the case to the Central Bureau of Investigation, the Ministry
of Defence have stated in a note furnished to the Committee that
the Life Insurance Corporation informed Chief Inspectorate of
General Slores telephonically on 21-9-1964 that LIC premia in res-
pect of their stafl for the months of June, July and August were not
deposited. On Investigation it was found that premia had not been
deposited on due dates and that the same were deposited on 16th
and 17th October, 1964. Meanwhile, an anonymous complaint was
received in Directorate General Inspection (Headquarters) regard-
ing misappropriation of money and non-payment of premia. This
was forwarded to Chief Inspector, CIGS, Kanpur on 24-10-1964 for
report. The Chief Inspector having detected the non-payment of
LIC premia and also having reccived the anonymous complaint from
the DGI Headquarters requested the Local Audit Officer to carry
out 100 per cent check of accounts. The audit agreed to carry out
the check of accounts on receipt of permission from Controller of
Defence Accounts on 8-11-1964 and actually the auditing of cash
accounts was undertaken with effect from 3rd December, 1964. The
audit had agreed to carry out cent per cent check for a period of
one year and to extend the scope of audit to three years dependent
upon the result of audit for one year. Meanwhile, the then Admin-
istrative Officer and then then Cashier in CIGS Kanpur volunteered
on 24-12-1964 jointly to compensate the financial deficiencies occurring
in the account on a month’s notice. They were asked to do so by 5th
July, 1965 without prejudice to legal or departmental action that
might ultimately be decided upon. The individuals asked for exten-
sion of time-limit and wcre informed on 7-8-1965 to deposit the
amount. No such money was deposited by the individuals who on
receipt of instructions that they should deposit the money without
prejudice to legal or deparimental action, asked for setting aside
this clause. This could not be agreed to. The Central Vigilance
Commission to whom the case had been referred for comments on
12-1-1965 on conditional offer of delinquent officials to compensate
the loss enquired on 15-2-1965 as to whether the case could be refer-
red to SPE in the absence of audit report. In accordance with CVC
directive, every case in which a gazetted officer was involved was
required to be submitted to CVC for advice as to the manner in
which it was to be dealt with. Although the Audit report was still
awaited, Commission’s advice was sought in January, 1965. CVC
asked whether defalcations had been reported to local Police. It
was explained to them that the audit report based on cent per cent
check had not been received from Controller of Defence Accounts,
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Central Command. In the absence of the audit report, lodging of
formal report to the Local Police was considered not in order. More-
over, lodging of report with the police would have resulted in
impounding of all documents which were necessary for carrying out
cent per cent check in progress to determine the actual loss. Mean-
while, report for cent per cent audit of accounts for September, 1963
to November, 1964 was received on 15-2-1965. The amount involved
was intimated as Rs. 17,000;- and Rs. 600.65 in Public and Regi-
mental Funds Accounts respectively. The case was taken up with
Ministry of Defence on 12-3-1965 for handing over the case to
Special Police Establishment after obtaining comments of Central
Vigilance Commission. CVC recommended on 25th May, 1965 that
the case should be handed over to SPE for investigation. On 11th
June, 1965 a statement of case was sent to the Ministry of Defence
to enable the SPE to register the case. The case was handed over
to SPE who registered the case in July, 1965.

1.306. The note has further pointed out that after registration of
the case in Julv, 1965 SPE authorities asked on 31-1-1966 for monthly
statement of accounts to determine the responsibility for mis-appro-
priation. During preparation of these statements by the staff of
CIGS Kanpur certain discrepancies which had escaped the notice of
audit came to light. It was decided in a meeting held at Kanpur in
March, 1966, at which SPE authorities and Local Audit Officer were
present, to have the accounts recast and audited. Recast accounts
were received in October, 1966. DGI Organisation asked the Min-
istry of Defence to have the recast accounts audited. This was not
agreed to and it was decided that deficit worked out by the Admin-
istration should be verified. Controller of Defence Accounts,
Central Command intimated in March, 1967 that the deficit worked
out by the Administration could not be verified as the reply to
audit reports sent in February, 1966 and June 1966 had not been
received. S.P.E. were accordingly requested to proceed with investi-
gation of case against delinquent officials—in the absence of verifi-
cation of the deficiencies worked out by the Administration. The
report of the SPE was received in December, 1967. It recommended

departmental action against delinquent officials after obtaining advice
from Central Vigilance Commission.

1.307. As stated in the Audit paragraph, the Administrative
Officer had expired by that time on 31st December, 1967. Depart-
mental proceedings against the Cashier who had been allowed to
retire on 31st May, 1966 were initiated in July, 1968. The charge
sheet served on the Cashier contained the following two charges as
the other two had become time-barred:

“(i1) He made alterations in figures and words of original
entry in the Acquittance Book dated 21-9-1964 for payment
of Rs. 1500!- to Shri................ to falsely show that
Rs. 2500]- instead of Rs. 1500|- were paid to Shri
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and also he made a wrong entry in Cash Book dated
21-9-1864 in this regard.

(ii) He made ficticious entry in the Acquittance Book and
Cash Book dated 12-9-1964 showing the payment of
Rs. 500]- to Shri.............. while no money was paid
to the said Shri............ ,on 12-9-1964 and thus caused
pecuniary loss to the department to the tune of Rs. 500}{-".

1.308. The note further states that reply from the delinquent
official to the show cause notice proposing withholing of his entire
pension has been received and the matter has been referred to the
Union Public Service Commission on 7-1-1970 for their advice.

1.309. The Committee disapprove of the delay that took place in
investigating this case. A complaint about misappropriation was
received in October, 1964 and an audit of the accounts (by the Con-
troller of Defence Accounts) was undertaken in December, 1964
which was completed in February, 1965. The case was, thereafter,
referred to the Special Police Establishment in July 1965 and it took
over two years (i.e., till December, 1967) to complete the investiga-
tion. In the meanwhile, one of the two officials involved in the mis-
appropriation died and the other was allowed to retire.

1.310. The Committee are surprised that for investigating a rela-
tively petty case, it took the Defence Authorities and the Special
Police Establishment over two years,

1.311. It is evident that the case was dealt with at all levels in
the most routine fashion. The Committee would like Government
to evolve a procedure to ensure that investigations in cases of this
type are completed within a prescribed period, say six months or
50, Any delay would only make ascertainment of facts and estab-
lishment of guilt difficult.

1.312. The Committee note that Government have proceeded
against the retired official for his involvement in this case. They
would like the proceedings to be expeditiously finalised.
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Excessive assessment and unnecessary procurement of stores from
abroad

Audit Paragraph

2.1. Although an indigenous source had already been located and
the Director General, Supplies and Disposals, had in June, 1965 also
placed a contract for Rs. 6.27 lakhs on that source for 3,000 numbers
of a spare part of a certain type of vchicle with the Army, in Decem-
ber, 1965 Army Headquarters placed an indent on the Director
General, India Supply Mission, London, for inter alia 2,062 numbers
of that spare part to meet the life time requirement of the vehicles.
Realising the error Army Headquarters requested the Director
General, India Supply Mission, London, in January, 1966 to cancel the
indent fcr the item; a formal amendment to the indent was also sent
in March, 1966 deleting the item. The Supply Mission, however,
failed to take note of the deletion of the item and in September, 1966
concluded a contract for it at a cost of Rs. 2.72 lakhs.

2.2. The error in concluding the contract for the spare part was
again pointed ocut by the Army Headquarters to the Director General,
India Supply Mission, in January, 1967, but no action was apparently
taken by him to cancel the contract. The spares ordered were re-
ceived in a depot in India during October-November, 1967 and
Rs. 0.51 lakh were incurred on packing and freight.

2.3. In the absence of actual wastage data, the requirement of
this spare part had been originally assessed according to certain
maintenance scales laid down by the Director, Electrical and Mecha-
nical Engineer Corps. A subsequent re-assessment in September,
1967 on the basis of actual wastage experience disclosed that the
whole lot of the spares procured from abroad and also the bulk
(2.603 numbers) of that procured indigenously would be surplus to
actual requirements for the next 8 years. The approximate cost of
the surplus is over Rs. 8 lakhs.

The Ministry stated in November, 1968 that efforts are being
made for alternate use of the surplus spares.

{Paragraph No. 12—Audit Report (Defence Services), 1969.].

24. In a written note dated the 26th February, 1970 the Ministry
of Defence have stated that the tanks for which these spares were
procured had been in service since October, 1957. Dry type Air
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Cleaner fitted on those tanks were found to be ineffective and re-
sulted in premature failure of a number cf the engines. In 1959,
the development of a new type of Air Cleaner was reported from
France. A sample of the Air Cleaner was obtaincd and after detail-
ed trials, it was decided to use it on the engincs. The item indanted

for was a Filter Element, a component of the Air Cleaner used on
the tanks.

25. It has been further stated that the indent for 2,062 numbers
of the element was forwarded on the 29th December, 1955 to the
D.GI.SM, London for “procurement action”. In tnat indant, the
delivery period prescribed was that 512 numbers should be supplied

by the 31st December, 1966 and 1550 numbers shculd be supplied by
the 31si December, 1967.

2.6. The order placed by DGS&D on 9th Juac, 1965 on an Indian
Firm was in the nature of a “development crder” as that firm had
offered to develop that particular elemznt. But even as late as
October, 1865, the firm had not been able to develop the item fully
according to the specifications and as such in November, 1465, tha
Defence Technical Authcrities at Ahmednagar indicated that devia-
tion with a reduced filtering efficiency of 97.6 pcr cent was given us
a special case for the first lot of 500 elements only to meet the urgent
requirements. These 500 numbers with deviation were delivered on
28th January, 1966. Against the background of the indigenous
development of the element indicated in the preceding para, the all
time buy review of spares was carried out by the concerned vehicle
Depot and the indents prepared. The fact that there was an indent
for a similar item on the DGS&D for procurement action was known.
Since the firm had not succeeded in producing a correct sample of
the Element, it was considered prudent to import the item, parti-
cularly as it was a vital one and its non-availability would have re-
sulted in failure of the engines of the tanks which had been
experienced in the past. No risk could have been taken for ruch an
equipment of operational importance as tanks by relving solely on
the likely indigenous source. Information was, however, received
from the firm in January, 1966 that a special filter paper required
for manufacture of the air cleaner element was arriving ex-import
which would facilitate completion of the order for Filter Element.
Information was also received that Central Mechanical Engineering
Institute, Durgapur had completed their test on the comparative per-
formance of the Filter Element ex-import and the Fritz’s element,
and the indications were in the direction of the firm having success-
fully produced a correct sample. Action was, therefore. taken on

28th January, 1966 to float cancellation from the indent ex-import
without delay.

2.7. During evidence, the representative of the Ministry of
Detence stated that “since we were conscious that it will be possible
to get a sample in India to hundred per cent satisfaction, we only
854 (All) LS—T.
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made what is known as a tender enquiry. We did not authorise the
D.G., LS.M. to place an indent as such but to maintain a tender
enquiry.”

2.8. When asked why D.G., 1.S.M. did not tzke note of the cancel-
lation advised by Army Headqguarters in January, 1965, the repre-
sentative of the Ministry of Defence stated that their explanation
was that during late 1966 and early 1967, bundreds of items of spares
were being indented for and cancelled. The officer concerned had
his hands full negotiating various cancellations of the items alrcady
contracted with the suppliers and he was successful in  sceuring
cancellations worth £ 19,000, without any financial repercussicns.
The omission of this item was not noticed by him. The officer deal-
ing with this has since resigned. As the stafll was under great
pressurc in sifting, collating orders and amending and  cancelling
hundreds of items of spares at that time, it is regretted that, in spite
of the best efforts, it dces not scem to retrieve the loss incurred.

2.9. When the Committee enguired whether the letler soat by
Army Headquarters for cancelling the indent was misplaced by the
D.G., 1.8.M,, the representative of the Department of Supplv stated
that “this is a most unfortun:te episode. The fact ix that on the first
letter and then on the formal canceflation that [nlowed. somchow,
no action was taken hy the 1.SM. The explanation given is that
between June, 1965 and July, 1967 indents for 8,861 articles of spares
alone were received in the Mission out of which over 3.000 jtems
were subsequently cancelled, reduced or increased.  Each amend-
ment of that indent gave rise to a lot of correspondence between the
supplier, the indentor and the Supplv Mission.”

2.10. When the Committee enquired whether such a large number
cf cancellations of orders did not indicate a basic flaw in estimating
the requirements, the representative of the Ministry of Defence ¢x-
plained that “In the case of specific item we made a tender enquury
just to safeguard. For the rest we were able to establish indigenisa-
tion subsequently. As a result of those cancellations, I think, we did
save a lot of foreign exchange.”

2.11. When asked whether indigenisation could not be achieved
before placing the orders, the witness stated that “indigenisation is
a continuous process. The Director General, Technical Develop-
ment and other technjcal authorities keep trying to locate local
sources and giving trial and pilot orders. But in the case of defence
equipment it would be very risky to suspend action for procurement
from abroad without being absolutely sure that a satisfactory local
alternative was available. Since even the processing of indents takes
time, we have to have the document work started; otherwise, we
would lose that much time.”
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2.12. When the Committee enquired as to why the assessment of
requirement was made on the basis of the scales laid down by EM.E.
without collecting actual wastage data for that item, the witness
explained that “this particular item is one element in the filter for
tanks. The original filter which we had and which was used for
some time had not satisfied the purpose for which it was meant.
There were failures, so, we were trying to Iccate an alternative. One
alternative was found in France and some quantities of these were
‘flown out. I think, it was inducted for actual use in small quantities
in 1963. Then all-time review was made in 1964. At that time we
{felt that just one year’s wastage based on the experience of only a
few machines was not adequate; so, they had to go on the DEME'’s
recommendations for the scales of previsicning.  Also, this is a
critical item. In the 1962 conflict in Ladakh these filters had to be
changed every 25 hours. This was the cxperience and since it is a
very vital equipment in any such conflict, the EME probably took
all this into account when they made the new scales.

2.13. Explaining the basis on which the requirements were
assessed, the representative of the Army Headquarters stated that
“the basis on which this provision was made was the Initial Stocking
Guide (ISG). This document is prepured by us to  enable  initial
pravisioning of spares. When an item s first introduced in service,
we have no'experience regarding its behaviour and performance;
‘therefore, this document is purely a technical assessment based on
the  expetience with similar iterns, expected wastage, degree of
vitality, ‘whether the item is verv important for nperaticnal require-
ments dnd other considerations. The TSG, the initial stocking guide
‘normaﬂ_i/_re‘mai‘ns operative for a period of four years till wastage
experience is built up. Subsequently, provisioning is done on the
hasis® ¢f actual consumption. It is quite natural, therefore. that
whﬂe_prep%m’ng the initial stocking guide for these particular air
cleaners, there was a tendency to make sure that the air cleaner
element which is an expendomle store is adequately scaled since the
non-availability of it will seriously affect the operation of the tank
which, you know, is a very important equipment in operation. We
also take into consideration the fact that if there is any under or
over provisioning based on the ISG it automatically get adjusted
during subsequent provisioning which is done on actual wastage
rate.”

2.14. When asked whether the re-assessment in September, 1967,
on the basis of actual wastage data had disclosed that the quantities
purchased and imported would be surplus to requirements for the
next 8 years, the witness stated that “the elements were received
in September, 1967. Wastage experience of ours is therefore very
limjted. For subsequent years wastage will be much more than
what is reflected in the past 2 years.”
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2.15. The Committee asked for data about the uumber of con-
iracts placed by L.S.M. with various suppliers between 196'4_' and 1968
for supply of spares for the tanks the number of items (with value)
in respect of which cancellations were sought by the Army Head-
quarters subsequent to the placement of crders and the number of
items (with value) in respect of which cancellation could not be
effected and the number of cancelled items which were subsequent-
ly procured from indigenous sources. Information on the foregoing
points is awaited.

2.16. On the questicn of disciplinary action, the Committee were
informed that the Executive Officer in the India Supply Mission,
London who was directly concerned with the matter had resigned
in September, 1967. Efforts were made to find out if anybody else
was responsible. The conclusion of not one but two successive
Directers General was that it was an unfortunate mistake and it had
occurred because of the pressure of work.

2.17. The Committee were also informed that India Supply Mission
did make efforts with the French Army whether they would take
those items and use them but unfortunately they did not succeed.

2.18. The Committee note that orders were placed by the India
Supply Mission between 1965 and 1967 for about 8,660 items of
spares for the vehicles, on the basis of indents received from Army
Headquarters. However, the Army Headgquarters subsequently
sought cancellation or variation of as many as 3,000 of the items in-
dented for- Though the India Supply Mission would appear to have
been successful in a few cases in cancelling the orders placed, a com-
plete picture is not available, as the Ministry of Defence have not
been able to indicate how many items of spares were indented for,
how many were sought to be deleted from the contracts and how
many were actually deleted. Data on these points should be collect-
ed and the circumstances which led to such large scale cancellations
variations examined, with a view to ascertaining whether the provi-
sioning was excessive and failed to take note of the fact that indige-
nous production of some of the items had been established. The
Committee would also like to be informed about the position of utili-

sation of spares in respect of which efforts to cancel supplies were
not successful.

Overprovisioning of rubber boots
Audit Paragraph

2.19. A review of rubber boots in stock on 1st April, 1968, after
taking into account the requirements for the next 33 nionths (upto
December 1970), disclosed that 30,440 pairs (including 20,240 pairs
ordered in 1966 and 1967) of boots worth Rs. 5.14 lakhs were sur-
plus. The shelf life of these boots in ideal storage conditions is
only three to four years. Efforts are now (December, 1968) being
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made to cancel the supply of outstanding order for 2,408 pairs of
boots valued at Rs. 0.50 lakhs. The large procurement of the boots
which have a short life was partly due to not taking into account
certain stocks at the time of assessing the requirements in 1967.

2.20. The Ministry have stated (February, 1969) that out of the
surplus 14,312 pairs (valued at Rs. 2.14 lakhs) are either earmark-
ed or issued against firm demands from the Director General Ordn-
ance Factories, Central Reserve Police etc, and that it is expected
that the boots would be utilised within their chelf life.

[Paragraph No. 17—Audit Report (Defence Services), 1969.]

2.21. Regarding the efforts made in December, 1968 for cancella-
tion of the outstanding order for 2,408 pairs of boots vaiued at
Rs. 0.50 lakh, the Ministry of Defence have apprised the Commit-
tee of the following position:—

“An A/T dated 21st December, 1967 was concluded by the
DGS&D for the supply of 5,370 pairs of Boots Rubber
Knee. According to the A/T, the delivery had to be
made between lst February, 1968 and 31st August, 1968
in equal monthly instalments.”

“On the basis of the review carried out as on 1st April, 1968,
4,610 pairs of Boots Rubber Knee of sizes 6 and 7 were
revealed surplus to requirements. Accordingly, in their
letter dated 19th July, 1968, Army Headquarters request-
ed the DGS&D to cancel this quantity wviz. 4610 pairs
from the contract dated 21st December, 1967 without
financial repercussions. The question of cancellation of
the said quantity was taken up by the DGS&D with the
firm on 31st July, 1968 even within the validity period of
the contract. The firm was asked by the DGS&D whether
they were agreeable to the cancellation of 4,610 pairs
of Boots Rubber Knee without financial repercussions.
The firm did not agree to the cancellation of any quan-
tity. The DGS&D accordingly advisel the Defence Ins-
pection authorities at Calcutta on 21st August. 1968
not to accept any stores after the expiry of the delivery
period in the contract viz., 31st August, 1968 and to
give the latest supply position of the contract. The final
inspection position of the stores against the said eontract
was inlimated by the Defence Inspection authorities to
the DGS&D on 19th December, 1968. Accordingly the
DGSED referred the questicn of the cancellation of the
outstanding quantities to the Ministry of Law on 10th
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January, 1969 for advice as to whether the balance quan-

tity could be cancelled at the firm's risk and cost. The
Ministry of Law advised the DGS&D as under:—

‘Stores were put up for inspection within Date of Perform-
ance. Inspected and released with franking clause.
The stores have been accepted by the consignee. Under
these circumstances the contract is deemed to have been
kept alive. Notice of performance is therefore neces-
sary.’

“In accordance with the above legal advice the DGS&D vide
their letter dated 23rd January, 1969 issued an extension-
cum-notice to the firm to supply the outstanding quantity,
of the stores against the contract by 10th March, 1969.
The firm were informed that in the event of their failure
to supply the outstanding quantity by 10th March, 1969,
the contract would be cancelled at their risk and expense
without further notice to them in this behalf.”

“As the firm failed to complete the supplies by the stipulated
date viz. 10th March, 1969, the outstanding quantities viz.

2.408 pairs as on 10th March, 1969 were cancelled at the
firm’s risk and cost by the DGS&D vide their amendment

letter dated 26th April, 1969.”
2.22. In their note the Ministry of Defence have stated that out

of the anticipated surplus of 30,440 pairs as mentioned in the audit
paragraph, 17,748 pairs had been issued upto 9th February, 1970 as

under:

Director General Ordnance Factories—3311.

Air Headquarters—3320.

Border Security Force—5380.

Central Reserve Police—4292.

Navy—1045.

Director General Border Roads—400.

The note further stated that “as a result of the review carried

out of Boots Rubber Knee as on 1st April) 1869, no surplus was re-

vealed but on the other hand there was a deficit of 3311 pairs. No
indent for this quantity was projected on the DGS&D for procure-
ment action.”

2.23. About the stock in haad, the Ministry bave stated that their
shelf-life was three 1o four years as on 31st January, 1969 and that
the stocks were likely to be consumed within their shel-life.

2.24. The Committee are at a loss to comprehend how, when a
review carried out in April, 1968 disclosed that there would he a
surplus of 30,440 pairs of rubber boots, after providing for 33 months’
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requirements, it has aow boen stated that there would not be a sur-
plus but a deficit. The fact that the Army Headquarters attempted
to cancel, but unsuccessfully, pending orders for boots weuld also
indicate that there had beem over-provisioning of this item, The
Committee would like the matter to be investigated further. The
Commiittee also hope that the existing stocks of boots will be con-
sumed before their shelf-life is over and fresh orders will be placed
for the procurement of rubber boots only after ascertaining the re-
quirements correctly.

Delay in repair of tractors
Audit Paragraph

2.25. Mention was made in paragraph 57 of Audit Report 1960
about manufacture of certain types of tractors in Ordnance factories
in collaboration with a foreign firm. Their performance was com-
mented upon by the Public Accounts Committee in paragraph 6 of
their 11th Report (Part I) (1962-63). These tractors are now being
manufactured in a public sector undertaking under the Ministry of
Defence.

2.26. On 1st July, 1968, 102 of the tractors costing Rs. 69 lakhs ap-
proximately were awaiting repairs in a store depot for periods up to
5 vears. The number of hours to which the tractors had been put
to use before they were sent to the depot for repairs are shown be-
low: —

Period for which tractors  Number and the period of utilisation of the tractors
were awaiting repairs

100 101-250 2§1-500 50I-1000 100I- QOver Toral

hours  hours  hours hours 2500 2500

or less hours  hours
4 10 S years . — 2 e 7 - —-— )
310 4 vears . .. 2 — 6 3 2 —_ 13
210 3 vears . . 1 4 3 11 10 — 29
1o vears . - 1 8 12 10 3 34
U veoar or fess — —_ 1 s 10 1 17
3 7 18 38 32 4 102

227 The delay in repairs to the tractors has been attributed by
the Ministry to non-avnilability of the required spares for which
indents had been placed from March 1961 onwards.

Information about the tractors in other depots is awaited (Janu-
ary 1969) .

[Paragrapb No. 18, Audit Report (Defence Services, 1969)]
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_ 2.28..In a note furnished to'the Comumittee, the position of Komat-
su tractors which were awaiting repairs on 15th February, 1970 has
been indicated as under:

Petiod for which tractors are awaiting repairs (Makes : DI120-4. DI120-6, D8o-5, Number
Dgo-6, Dgo-8, Djo-5)

1 year or less . . . . . . . . . . . [

ctween I and 2 vears . . . . - . . . . 32
B:tween 2 and 3 years . . . . . . . . . 33
Between 3 and 4 vears . . . . . . . . . 28
Between 4 and < vears and above . . . . . . . 41

It has also been mentioned that the total holding of Komatsu
tractors was 496 and that the number awaiting repairs would work
out to 28 per cent of the holding.

2.29. During evidence the Committee enquired which Public Sec-
tor Undertaking was manufacturing these tractors and what was
their programme of manufacture. The representative of the Depart-
ment of Defence Production stated that these tractors were supplied
by the Director General Ordnance Factories who had originally taken
up the line of production. Subsequently their manufacture was
transferred to Bharat Earth Movers Ltd. At present Bharat Earth
Movers Ltd. (BEML) was looking after the manufacture of these
tractors. BEML had collaboration with Komatsu Manufacturing
Company of Japan for the manufacture of three types of tractors,
namely, D 120 which is the heaviest model; D 80 which is medium
sized and D 50 which is the smallest model.

2.30. Regarding the programme of manufacture, the representa-
tive of the Department of Defence Production stated that “the pro-
gramme of BEML for manufacture of these tractors comprises main-
ly of D 80-8. which is now being followed up by D 80-12. The spare
parts of D 83-8 have been indented and a large portion of the im-
ported spares have alreadv heen supplied to the Engineer-in-Chief.
The ultimate standardisation in BEML will be on the D 80-12 tractor
which will be manufactured wholly indigenously, except for certain
items which cannot be economically manufactured in India, for

which we have to depend on imports from outside, but not necessari-
1y Japan.”



_4
8

2.31. In reply to a question as to how the performance of these
tractors -in the Defehce Department compared with other makes of
tractors, the representative of the Ministry of Defence stated: “There
are quite a bit of teething troubles at present and we may say in the
recent past the performance of these tractors has not been satis-
factory. Of course, there are problems but we have not on the
Army side at least discovered at present any grave manufacturing
defects. The defects which we have found in their performance are
largely due to the non-availability of spares to keep the tractor re-

paired in the field by means of maintenance and also for overhaul
without their being sent back.”

o

2.32. When asked as to how the performance of these tractors
compared with the performance of other makes of tractors, the re
presentative of the Ministry of Defence stated: “I have got some
figures of the performance of the Komatsu type with the others. In
the Army our total holding of tractors are 1364. Against this 322
tractors are off the road for over-haul. If we take the break-up of
these figures out of 1364, 496 are Komatsu tractors and the rest 868
are other makes, The other makes also are, if I may say so, of older
vintage but if you compare the percentages of tractors which are
off the road for over-haul we find that 20 per cent of the tractors other
than Komatsu are awaiting over-haul but in the case of Komatsu 30
per cent are waiting over-haul. That shows the proportionate sick
rate of the Komatsu is higher. In this we have to make allowance
for the fact that the tractors other than Komatsu are of much older
vintage. This is comparative position of performance.”

2.33. When asked whether the Komatsu tractors could work single
shift or double shift, it was explained by the representative of the
Ministry of Defence that “As far as work in the field is concerned,
I would say that the performance of Komatsu and the other tractors
is comparable. It is about the same. Both are capable of working
double shift. It depends upon the requirement of the task.” In reply
to a specific question whether the defect in the tractors was on ac
count of the material used, the representative of the Ministry of De

fence stated that “in the Army we have not come across any specific
defect due to material.”

2.34. Asked whether the tractors had any guarantee period, the
witness explained that “with Messrs Komatsu, we had no guarantee.
But with the DGOF who is manufacturing in India, we did have a
6-month period of warranty. Unfortunately, that period does not go
on the number of hours, but on the number of months i.e. 6 months.
No tractor really failed in that period so that we could claim.” Ex-
plaining the point further, the witness observed that “the manufac-
turer will own his liability only if we can prove that it is due to
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faulty manwacture. My office and the Engineer-in-Chief have not
been able to prove that it is because of manufacturing defects that

the tractors have failed.”

2.35. In a note furnished by the Ministry of Defence it has been
stated that 84 indents in respect of 21,950 items of spare parts were
placed on DGOF during the period 1961 to 1965. The supply position
in regard to those spares was indicated as under:

Percentage supply of

Position at the end of year
Total items
1965 44%
1966 55%
1967 75%1
1968 8%
1969 93%.

2.36. The note has further stated that 3 indents in respect of 779
items were cross mandated by DGOF on BEML and 16 new indents
were placed on BEML during March, 1966 to June, 1969 in respect
of 6801 items. The supply position of spares for the indents placed
during 1966 to 1968 and during 1969 was indicated as under:

(a) For indents placed during 1966 to 1968

Upto December, 1968—35 per cent of items.
Upto December, 1969—78 per cent of items.

(b) For indents placed during 1969
Upto December, 1969—4¢ per cent of items.

2.37. The note further stated that practically the entire supply by
Bharat Earth Movers Ltd. against the indents placed by the Army
so far was covered by import. Out of the total estimated value of
about Rs. 115.57 lakhs in respect of the indents for tractor spares,
other than a few unpriced ones, placed by the Army on BEML. tne
value of imported spares was cstimated to he about Rs. 114 lukhs.
This was because (a) most of the Army’s indents for tractor spares
placed on BEML so far were in respect of spares for other models
not currently included in BEML's line of production; and (b) the

requirements were urgent,

2.38. During evidence the representative of the Ministry of De-
fence stated that supplies against these indents had been rather slow
and halting and not over the full range. Some critical items had
not been supplied eg., pistons, p'stun rings, oil rings, valves, mains
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bearings valve mechanism, revolving mechanism, bushings, collars,
oil geals, fuel injection equipment, track rollers, fuel equipment etc.
with the result that tractors could not be repaired.

2.39. In reply to a question why spares for the tractors were re-
quired in such large quantities the representative of the Ministry of
Defence explained that “in all machinery, whether it is tractors or
whether it is ships or aeroplanes, the spares are divided into two
categories. One is maintenance spares and the other is the long-
term spares for over-haul of other such uses. Now, whenever a
machine is bought, the standard practice today is that we get the
maintenance spares along with the machine. That itself shows that
you can have some add minor break-downs of machine even in its
early life. . . .Nowadays, whenever we place indents for any equip-
ment, we place indents for the maintenance spares along with it.
That is based on the past experience. It is necessary to do so, and
all the manufacturers even recommend that.”

2.40. In reply to another question whether no provision for main-
tenance spares was made since March, 1961, the representative of
the Ministry of Defence explained that “when these tractors were
bought in 1959, I think, the provision of maintenance spares was
not done consciously. ..... At that time for one or two reasons they
felt that these tractors would be used only after the earlier ones had
outlasted their lives. Also, they had difficulties about the resources
and foreign exchange. So, they did not indent.”

2.41. The Committee enquired whether the D.G.O.F. had informed
Government that this particular matter of so many tractors lying
off the road had not been communicated to him. The representative
of the Ministry of Defence stated that “to understand this whether
we did or we did not, it needs to be explained that the DGOF is not
responsible for servicing or maintaining these tractors. He has
manufactured these tractors for supply to the Army and possibly to
the Border Roads Organisation and other departments and also to
private indentors. So far as the Army is concerned, it has got a
maintenance and repairs organization of its own; all that it needs
from the DGOF is the supply of spares. If those spares were forth-
coming, there would be no need for us to have tractors off the road
in such large numbers ot least or of having to go to the DGOF. If
the DGOF has not got the spares then he is not going to be in any
better pris’tioa In reply to » specific question whether this parti-
cular matter was breughe to the notice of DGOV, the representative
of the Ministry of Defence admitted that it was not done because the
system did not requirce it. Explaining the svstem that was preva-
lent, the representative of the Ministry of Defence stated that “‘the
DGOF has to be informed by the Army only about the supply of
spares that are required from him, and for those, indents are placed;
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when he fails to supply those spares, then there are reminders, per-
sonal visits and discussions etc. for arranging those supplies. Other-
wise, the Army itself is self-contained for maintaining its own pool
of tractors, which is a large one.” :

2.42. The Committee were further told during evidence that a
group consisting of representatives of DGOF, Master General Ord-
nance and Director, EME had been constituted to sort out supplies
of spares that had been received by DGOF and had got accummulat-
ed. The Committee enquired how this accummulation arose. In a
note furnished to the Committee, the Ministry of Defence had stated
that the decision to set up the Group was taken in January, 1970 to
assist the DGOF in sorting out the spares in stock with him. The
Group was expected to complete the work by the middle of July,
1970. Explaining the necessity for constituting the Group, the Min-
istry have stated that while transfering the assets and liabilities of
Tractor Project from DGOF to BEML it was decided that all tractor
spares presently available with the DGOF as well as those on order
from JAPAN against specific indents of the customers (whether civil
or Army) will continue to be accounted for and issued by the DGOF
until the stocks were liquidated. Despite the efforts made by the
DGOF to issue out the spares to various indentors immediately on
receipt, the following factors contributed to accummulation of stocks
and the need for sorting out:—

(a) While placing the supply orders on M]|s. Komatsu the
DGOF had consolidated the requirements of various in-
dentors and for sustaining his own production pro-
gramme which on receipt had to be sorted out and
segregated.

(b) Shipments from M]s. Komatsu contained certain excess
supplies against supply orders of the DGOF and wrong
supplies against Komatsu’s invoices.

(c) Cancellation of demands on the DGOF by various indent-
ors due to the delay in receipt of stores.

(d) Shortage of floor space coupled with the non-availability
of adequate technical staff in relation to the work-load the
factory had to handle. It was further stated that the
spares were received from time to time from 1963 till
August 1969 in numerous shipments out of which a num-
ber of items got accummulated for one reason for the
other.

2.43. In reply to a question why there was so much dependence on
import of spares, the representative of the Ministry of Defenee stated
that “when we decided to manufaclure tractors in Indiz, it was
known that we will manufacture certain items and for cerlain other
items we will have to depend on Japan. Obviously, we cannot
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manufacture 100 per cent of the spares because of other difficultics
intervening; not because some of us were slack. Neither could the
manufacturers supply them because their models were changing;
they were not manufacturing spares alune; even then they roanu-
factured extra spares perhaps to cover odd cases line this. So, we
have come up against all kinds of problems. But with the increasing
indigenisation of the manufacture. I am sure these problems will
be minimised.”

2.44. Explaining the position regarding indigenous manufacture
of spare parts, the Department of Defence Production have stated
in a written note that in the case of the three Crawler Tractor
models currently included in MEML’s production line, the Engine
assembly of two models viz. D-80-A-12 and D-50-A-15 had already
been indigenised and the engine assembly cf D-120-A-18 was also
expecled to be indigenised in the course of about another year.
This would ensure indigenous supply of all the Engine assembly
parts for these models. Besides, the chassis and other components|
parts of these three models were also being progressively indigenis-
ed. The note further stated that it was anticipated that by the end
of 1971-72, BEML would be able to achieve 85 per cent indigenisa-
tion in respect of all the three tractor models currently included in
their production line and the need for import of spares for these
models thereafter would arise only in respect of a few “proprietory”
or “bought-out” parts of non-Komatsu origin.

2.45. About the older models, it was stated that “the engine
assembly of the D-80-8 has been indigenised. Besides, the Chassis
and track-group, for which also a large number of spares are gene-
rally required, have also been indigenised in the case of the D-80-8
and D-120-6 models. In respect of Crawler Tractor models which
are still older, these have now become obsolete. In view of this, and
the limited requirements for spare parts for these models, it is not
possible for BEML to undertake the production of spares for these
models in its own factory on an economic basis and without detri-
ment to indigenisation efforts for the current mcdels. However,
to the extent possible, and depending on the requirements indicated
by the customers, efforts are being made by the Company to locate
indigenous sources for such spare part requirement also. For this
purpose, in addition to establish a Research Development Depart-
ment, BEML has also set up an Indigenisation Committee which
will solely concentrate on this work.”

2.46. When asked whether such a large number of tractors going
off the road did not affect the operational readiness of the Armed
Forces, the representative of the Ministry of Defence explained
that “apart from this pool of tractors with the Army proper, we
have also got the pool of the Border Roads Organisation. They may
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joning i ime i i i time that
be functioning in peace time in making r_oads, but in war
work does gc% suspended and that is available for the Army. That
is the second cushion which is available to us.’

247 When asked whether the tractors had to be bx‘lought back
from the forwmd area even o carry out minor I‘Lrpairs like replace-
ment ¢f a sparc part. the Witlivss explained that “if spare do not
arrive, when according to the Army regulations, these have to be
back-loaded to the Depots. And it [ may say so, once a vehicle is
off the road, woiting for one or twe sparve, despite all the mainten-
ance that 1s a1 ed on the sp-t and for the vest of its upkeep, some
greater deteriorat/on sets in and o machine which is lying for repairs
may also suffer some more damage.  Censequently, by the time
they come back to depols. acnerding to the resulations, they will

I
have to check practically everything. which means an overhaul.”

2.48. The Committee note that ovt of 496 Komatsu tractors held
by the Army, 140 are awaiting repairs. 41 of these tractors have
been off-road for mwore than four years. The Committee were told
during evidence that maintenance spares for these tractors were not
ordered from Japan in the beginning. Indents were placed from 1961
but supplies started only in 1965, when just 44 per cent of the total
items indented for were received. Even by 1966 supplies had mate-
rialised fo the extent of 55 per cent only. The Committee cannot
visualise how any machinery, especially one reguired for use in for-
ward area and for rugged work could be ordered without the neces-
sary percentage of maintenance spares. The matter may be enguir-
ed into and Committee informed. The Committee would also like
instructions to be issued for avoidance of such repetition.

2.49. The Committee can only drew one conclusion that there was
neither adequate planning nor enough coordination between the
Ministry of Defence and Director General Ordinance Factories in
the matter of procurement of the spare parts from Japan. Right in
the beginning when manufacture of Komatsu tractors was commenced
in collaboration with the Japanese firm, some spare parts for each
type of tractor should have been procured to meet emergent demands.
This was necessary, particularly in respect of those critica 1 items
which were not planned for manufacture in India.

2.50. 'l:he Committee observe that the models of the tractors had
beeg ra]_ndly changing in Japan and that had been giving rise to diffi-
culties in the procurement of spares. To get over this difficulty,
?ﬁorts should have been made to achieve rapid indigenisation by
import substitvtion to the maximum extent possible. Bwt it would
appear that enough efforts have not been made in this direction as
even 85 per cent indigenisation is still a target to be achieved.
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2.51. The Committee were told that the tractors did not suffer
from any manufacuring defect and that the main reason for the trac-
tors being off-road was that spares were not available. The Com-
mittee would like this point to be further investigated as it has been
reported to the Committee that Komatsu tractors supplied to the
Dandakarayana Project have some inherent manufacturing defects.
A reference in this connection is invited to paragraph 1.71 of their
118th Report (Fourth Lok Sabha). Moreover, the Committee find
that a large number of spares received between 1963 and 1969 have
accumulated with the DGOF. The accumulation has reached such
proportions that it became necessary to constitute a Group to segre-
gate and sort out the spares. It is amazing that while tractors re-
mained grounded with the Army for lack of spares in some cases
upto five years. The G.G.O.F's. organisation should have been accum-
mulating these spares without hothering to segregate them and to
ascertain to what extent they would meet the Army’s requirements.
The Committee hope that the segregation will be expeditiously com-
pleted and the spares speedily sent to the EME Workshops in need
of them. )

2.52. The Committee note that in respect of the indents placed on
BEMI. during the years 1966 to 1968 only 78 per cent of the spares
were supplied till the end of 1969. Against indents placed on BEML
in 1969, only 4 per cent of the items had been supplied upto Decem-
ber, 1969. The Committce would like measures to be taken to im-
prove the supply position of spare parts.

Delay in disposal of certain categories of vehicles

Audit paragraph

2.53. A consideroble number of certain categories of vehicles
(value Rs. 6 crores) requiring major repairs have been held in
various vehicle depots for over 16 vears but they have neither been
repaired nor disposed of. Bulk of those vehicles were declared
obsclete only in January 1967-January 1968; their disposal after
removal of security items is still to be effected (December 1968).
An annual expenditure of about Rs. 2.00 lakhs was being incur-
red on the maintenance of these vehicles.

[Paragraph No. 19—Audit Report (Defence Services), 1973}

254. During evidence, giving the background of the case, the
representative of the Ministry of Defence stated that “there :i-e
two types of vehicles—one is the tracked carrier and the other is
the armoured car (here too there are different types of armoured
cars). In the case of tracked carriers, the position is that they
were continued in service until 1965. Upto that time there 'was
no question of giving them up. In 1965 the army Headquarters
came to the view that these should be declared obsolute as they
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were no longer mechanieally reliable.” The tolal stock of Track-
ed Carriers and Armoured Cars ranged between 3824 to 3738
during the vears 1951 to 1968. The two types of vehicles were
declared obsolete on 31.1.1968 and 11.1.1967 respectively.

2.55. The Committee have also been infcrmed in a note that
in 1952 a list of armoured vehicles in use by the Army was pre-
pared. In October, 1953 the question of disposal of various vehi-
cles was reviewed and it was decided not to dispose of any of the
Tracked Carriers and Armoured Cars then in scrvice due to non-
availability of replacements. In June, 1937, Army Headquarters
circulated a list of vehicles to all concerned for scrutiny/revision
with a view to ascertaining whether any of these could be declar-
ed obsolete and thus disposed of. In view of the then prevailing
financial stringencv and the limited foreign exchange resources
available for the Defence Services, it was considered that the Def-
ence Services would not be getting any new equipment from abroad.
It was. therefore., decided that any defence equipment which was
likelv to be of any use even after 5 or 10 vears should not be dispos-
ed of Accordingly. in 1958, it was decided that the question of
declaring those vehiclas as obsolete ‘obsolessent might be kept pend-
ing and taken up again after the Government decision on the Defence
Committee Cabinet Paper on Armour Reorganisation, had been
obtained. The Armour Re-organisation Plan was approved in 1960
but no replacements for the Carriers and Armoured Cars were avai-
lable and hence these were continued in Service with the Army.

2.56. It has been further stated that the number of Tracked Car-

tiers and armoured Cars with the units at the time of the reviews
were:

Year Tracked Carriers Armoured Cars

Total Stock With units Total stock With units

1953 . . . . . . 3528 351 290 27
1958 3528 576 290 10
1960 3528 698 290 b

_Regarding ‘the progress made in disposal of vehicles, the Com-
Tnittee were'mformed that the total number of vehicles declared
surplus for disposal upto 31st December, 1969 was 3552, Out of that,

273§ vehicles had been sold upto 31st December, 1969 and 816 were
awaiting disposal on that date.
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2.57. Duiing evidence when the Committee enquired whether the
vehicles were declared surplus after the receipt of the audit para-
graph the witness stated that “I must give the Audit that credit.
They did give us the requisite sense of urgency and I can say that
the Audit has served a very very good purpose.”

2.58. In reply to a question whether vehicles could be used in
emergency and if not why these were kept unused, the Director of
Weapons and Equipment informed the Committee that these vehicles
were about 18 to 20 years old. No spare parts were available even
from the countries from where these vehicles were procured. In
1964-65 it was felt that these vehicles were getting old. They got
over-heated in a matter of five minutes and required sometime to get
cooled for being reused. Therefore it was decided to declare them
obsolete.

2.59. In reply to a question as to when the defects were noticed in
the vehicles which could not be repaired, the Director of Weapons
and Equipment stated that the defects were observed sometime in
1957. When the Committee enquired as to why the decision to dec-
lare the vehicles as obsolete was taken so late when the defects were
noticed as early as 1857, the representative of the Ministry of
Defence stated that after making seme modifications, efforts were
made to keep the vehicles going. In a note, the Ministry of Defence
have stated that in order to remedy that defect, a modification was
made in 1962. The modification involved the replacement of the
existing distributor and the ignition coil with a different type of
component. To begin with, it was decided to carry out the modifica-
tion in 10 Carriers. It took considerable time to effect the modifica-
tion due to non-availability of the required new components and the
trials were completed by June, 1964. It was then felt that consider-
ing the general mechanical condition of those Carriers, it would be
uneconomical to carry out the modification on all vehicles.

2.60. When the Committee enquired how much money had been
realised for each vehicle in disposal and how it compared with its
price. the representative of the Ministry explained that the realisa-
tion had been about two thousand rupees per vehicle. Both in the
case of carriers and armoured cars, because of the security nature
of the internal equipment, they were broken up into four parts
before they were disposed of as scrap. That was the reason why the
realisation was only Rs. 2,000 per vehicle.

2.61. In reply to & question whether these vehicles which were
found to be defective in 1957 were used by the Army in the conflicts
of 1962 and 1965, the representative of the Ministry of Defence stated
that these were used in the two conflicts and the experience of 1965
had confirmed the Army Headquarters’ apprehension about the
utility of those vehicles.

854 (Ai) LS—8.
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2.62. When the Committee pointed out that Rs. 2 Jakhs were being
spent on the safe custody of those vehicles, the reprgsematwe of
Army Headquarters stated that it depenaed ou the perimeter of the
Depot. The security expendilure wolsd not go dewn by merely
2,000 or 3,000 vehicles going out of the Depot when another 60,000
vehicles were parked there.

2.63. On the steps taken to achieve self-sufficiency in production
o1 armceured vehicles, the Ministry of Dofance hove stated that the
tetal requirements of the various types of Armoured vehicles for the
Army had been consolidated in a comprehensive 10-yeay Plan for
1969—79. With reference to those requirements, production of tanks
was being stepped up and it was expected to reach an adequate level
by 1972-73. The Detence factories and the private trade were being
geared to produce components and sub-asseniblies upto the reguired
level. Th~ indigencus content of the Tank was now over 93 per cont.
This was expected to increase to 80 to 85 per cent by 1974

2.64. In regard to the other types of armoured vchicles, develop-
ment of prototypes was in various stages; production plarning had
baen to¥on in band and the schedule of producti n wos cxprete? 1o
be finalised during 1970.

2.65. The Committee note that a large number of Tracked Carriers
and Armoured Cars remained in the vehicle depots for more than 16
years although there was no scope for their effective use. Against
the tota! stock of 3,528 Tracked Carriers and 290 Armoured Cars with
the Army over a period of seven years, those in actual use by the
units were very small. The experience of their actual use during
th> emrergencies thrt arece in 1062 and 1945 -wrq also not very hanpy,
Some modifications were carried out in 1962 (0 heivi Jul Vew s
going and trials were completed in 1964 But then it was found
uneconomical to carry out these modifications on all those vehicles.
In view of that position, there was no peint in having retained those
vehicles and action should have been initiated in 1964, if not carlier,
for their disposal. ¥t was admitted during evidence that it was only
after the matter was raised by Audit that the question of their dis-
posal was taken in hand.

2.66. The Committee suggest that periodical reviews of all vehi-
cleslequipment should be carried out and those which are bevond
economical repair should be declared surplus and disposed of. Con-
tinuance of unserviceable vehicles in stock is also apt to give rise
to a false sense of security. .

267 The Committee note that the production of tanks is heing
stepped up and that as against the present indigenous content of 53
per cent, its indigenous content is expected to increase to 80 or 85
per cent by 1974. The Committee hope that these targets would be
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achieved and the country would be self-sufficient in tanks and also
other types of armoured vehicles for which the schedule of produe-
tion is expected to be finalised during the current year.

Lxtra expenditure due to detcntion of a vessel
Audit Paragraph .

2.68. For transportation of Defence stores from an island to the
mainland, a ves... was <ha:ieced from a shippimg company in April,
1967 on a hire charge of Rs. 7,000 per day. While chartering the
vessel it was anticipated (after ccnsulting the shippine agents and
taking into account the tonnage of stores to be handled) that subject
to weather conditions, it would require only 15 days to load the
cargo at that island. As against this, loading operaticn undertaken
bv the loca! civil administration during April-June, 1967 took 46 days
to comp'ete. Making an allowance of 19 -days for bad weather and
cther cauv-es, the net excess time taken for loading was 12 day: -e-
r- 1 mg in ertra expeonditure of Rs. 1.04 takhs ttwards hire and main-
terince of “he vessel. Defence cquipment worth Rs. 75,000 was also
Iast in the sea during the actual loading of the vessel.

2.69. The civ:! administrition which had taken over the stevedor-
ing dutie: in April, 1967 from a private firm have stated that they
were handicapped because of the loss of valuable stevedoring equip-
ment in May. 1967 and also because cf lack of cooperation from the
local stev:dering labour.

[Paragraph Nreo 20- -Audit Report (Defence Services), 1969.}

270. In a note the Ministry of Defence have informed the Com-
mittee that the C'vil Administration was not consulted about the
time likely to be taken for the loading operations as the Ministry
had no prior information that the Civil Administration would be
taking up the stevedoring work from 1st April, 1967.

2.71. The vessel was chartered for a period of 30 days from 19th
April, 1967. The period of 30 davs was worked out in consultation
with the steamer agents and the local stevedores taking into
account the kind of stores to be handled. It was anticipated that
for loading at the island, 15 days would be required on the basis of
the following calculations:

(i) In the ship SS “Indian Shipper” normally three of the
hatches could work at a time and with extra effort 5
hatches could function.

. (i1) Due to the fact that the vessel was to be anchcred 500 yds
inside ocean, 4 vericles and 3 plants could be lifted per
hatch per day i.e. a total of 12 vehicles and 9 plants could
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be loaded in a day. In addition, packages were_to be
loaded as convenient. Thus to complete t?xe loading of
entire cargo 13 days were required. Making allowance
of 10 per cent, 15 days were assessed. The cargo copsxsted
of 146 Nos. of vehicles, 119 Nos. of plants and mgchmeries
and 7355 packages. The assessment was made in consul-
tation with the steamer agents and the local stevedores
including Messrs...... who at that time were the autho-
rised stevedores at the island and who had information of
the stevedoring facilities available there.

2.79. Tt has been further stated that as soon as it became known
that the stevedoring work was proposed to be undertaken by the
Civil Administration, it was apprehended that on account of the
lack of experience, the lack of equipment and lack of trained per-
sonnel to undertake a large volume of stevedoring work, the loading
of the vessel with the various engineering equipments may be con-
siderably delayed. The Civil Administration was repeatedly asked
to allow Messrs...... to do the stevedoring work so far as the
Defence stores in question were concerned. The Civil Administra-
tion, however, declined to allow Messrs...... to do the stevedoring
work and stated that all necessary arrangements had been made by
them to underiake the stevedoring work departmentally.

2.73. It has been further stated in the note that the Embarkation
Headquarters, Calcutta, sent a signal on 4th May, 1967 to the Civil
Administration, requesting them to reinforce the stevedoring party.
Another signal was sent on 17th May, 1967. At Government level,
the Ministry of Home Affairs were also requested on 20th May,
1967, to advise the Civil Administration to expedite the loading.

2.74. However, “There appears nothing on record to show that
the Civil Administration were informed that the loading work must
be completed within 15 days subject to fair weather.” The local
Army Authorities were, however, in continuous liaison with the
Civil Administration with a view to expedite the early completion
of the Joading. In the Signal dated 4th May, 1967; while making a
request for reinforcing Stevedoring party for early completion of
loading work, it was pointed out that the loading of cargo should
be completed by 14-5-1967, when the passenger ship was scheduled
to arrive for de-induction of personnel.

2.75. On the question whether transportation of stores could not
be planned at a time when weather conditions would have been
more favourable, the Ministry of Defence have stated in their note
that the work of the Engineer Task Force in the island was
scheduled to be completed by the end of April, 1987. Thereafter,
there was no further work for the Engineers in hand, and the men
and equipment had accordingly to be withdrawn. Stationing of
the Task Force and allied stores and equipment in the island without
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any specific assignment was neither economical nor desirable from
military point of view. It was also considered that the weather
conditions would be satisfactory till the de-induction of cargo was
completed. The monsoon, however, arrived in the island on 14th
May, 1967 as against 24th May and 21st May during the years 1965
and 1966 respectively. However, had the de-induction been com-
pleted within the time anticipated, the weather conditions would
have remained satisfactory till the said completion in spite of the
early monsoon.

2.76. Regarding the additional expenditure incurred towards
hire charges of the vessel, the Ministry of Defence have stated in
their note that the Civil Administration were not informed that the
additional expenditure on account of delay in loading would have
to be borne by them. It is further stated that the Civil Administra-
tion had submitted their bill for Rs. 52,273.85 P on account of steve-
doring charges for loading of Defence stores. The question as to
who should bear the charges for the time taken in excess of 15 days
viz. 12 days was till to be settled with the Civil Administration.

2.77. The Ministry have further stated that the loss of Defence
equipment during the loading operations amounted to Rs. 69,000
(Approx). One item alone, namely a 3-ton Coles {rame, was of the
book value of Rs. 68,697.85. An enquiry conducted by the Civil
Administration as al:o the Court of Inquiry convened by the
Military authorities had come to the conclusion that the loss was
not due to any negligence but due to an act of God. The regulari-
sation of the loss is under consideration by the Ministry of Defence.

2.718. The Com:nittce consider it regrettable that the Defence
Department did not consult the Civil Administration before charter-
ing a vessel for loading operations at the island. The Civil Adminis-
tration took over the stevedoring work at the island at about the
time the loading operation commenced, but the Defence Department
was not even aware of this fact. It is not clear why the Civil Admi-
nistration could not complete the loading of the cargo within the
time anticipated. The result of this was that the operations got
prolonged entailing an extra expenditure of Rs. 1.04 lakhs. The
Committee hope that cases of this type will not recur.

2.79. The question as to who should bear the charges for the excess
time taken (12 days) may be settled expeditiously with the Civil
Administration.

Overpayment to contractors due to overassessment of value of works
Audit Paragraph

2.80. (a) Contract for comstructing buildings—In November,
1963 a Commander Works Engineer concluded a contract for cons-
truction of office buildings at a station at u cost of Rs. 5.49 lakhs.
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The work was to be completed by May, 1964. In spite of grant of
extensions of time till November, 1964, the contractor did not com-
plete the work and, therefore, in January, 1965 the contract was
cancelled at the contractor’s risk and expense, for default; the
remaining work was completed in February, 1966.

2.81. A joint measurement (of the work) by the department and
the contractor in Januarv. 1965 indicated the value of work done as
Rs. 331 lakhs. However, the defaulting cantractor had been
advanced Rs. 0.62 lakh in excess of that amount. This amount and
an additional sum of Rs. (.45 lakh on account of other contractual
dues await recovery (November, 1968). The contractor has disputed
the claims of the Governmeni and the matter has been referred to
arbiiration the outcome of which is awaited. The Government has
also asked the Chief Engineer to examine the disciplinary aspect
of the case (November, 1968).

2.82. (b) Contract for provizion of fencing— contract for provid-
ing fencing at a station was concluded by a Garrison Engineer in
November, 1965 for Rs. 161 lakh. The work was commenced in
December, 1965 and wrs scheduled to be completed in April, 1966
By Februarv, 1966 the contractor was advancel Rs. 0.41 lakh which
was Rs. 0.26 lakh in excess of his actual entitlement. That had been
done by inflating the cost of work done as well as cost of stores
brought to site by the contractor.

2.83. In May, 1966 after completing work valued at only Rs. 0.18
lakh. the contractor defaulied and the coniract was cancelled in
May, 1967. The baance work was completed in October, 1967
through another contractor at an extra cost of Rs. 0.08 lakh. The
total dues (including cost of departmental stores issued ete.) from
the defaulting contractor have been assessed at Rs. 0.60 lakh. The
contractor has not. however. agreed to recovery of the amount and
the matter ha- been referred to arbitvation, the outrome of which is
avraiated (October, 1968).

2.84. A Court of Inquiry held in Aprl, 1967 found two officers
and three subordinates responsible for the overpavment and lack
of proper supervisory control; disciplinary action against them is in
progress (October, 1968).

[Paragraph No. 25—Audit Report (Defence Services), 1969.)

2.85. In a note furnished to the Committee, the Ministry of De-
fence have stat~d that there was no lrcunp in the existing nene du-e
for assessing the value of work done and stores collectetf at site for
making interim advance payment!s to the contractors. In the cases
puinted out in the Audit paragraph. there had been over-assessment
ot amounts due and as such disciplinary action had been initiated. -



113

2.86. According 1t the instructions contained in Army Head-
quarters letter No. 36364/E8 dated the 21st November, 1850, interim
payment to the contractor could be made upto 90 per cent of the
value of work done and 75 per cent of the value of the material

lying at site.
(i) Contract for constructing buildings

2.87. The Ministry have also stated in their note that the arbi-
trator had awarded a sum of Rs. 50,800 to the department against
their claim of Rs. 1,06,939.43 P. Out of that, Rs. 10,000 were held
by the Department as security deposit paid by the contractor and
the balance amount would be recovered after a decree had been
obtained from a court.

2.88. It has also been stated that disciplinary action was not
cornmenced soon after the over-payment came to notice as the
Chief Engineer was of the view that as a dispute had arisen over
the value of work done and the matter had been referred to
an arbitrator, disciplinary action could be taken after the fact of
over-pavment was {ully established. But when the matter came
to the notice of Government in November, 1968, they did not agree
with the Chief Engineer’s view and advised the Engineer-in-Chief
that a Board should be immediately held and disciplinary action
initiated.

(i1) Contract for provisioning of fencing

2.89. The Ministry of Defence have stated that the Arbitrator
had awarded a sum of Rs. 54,817.79 P as against Government’s
ciaim of Rs. 60,000. A sum of Rs. 18,630 had been deposited by the
contractor as security deposit and the balance amount would be
recovered from the contractor after a decree was obtained from the
court.

2.90. The Commitiee note that a sum of Rs. 76,988 is recoverable
from the contractors in these cases as a result of awards made in
arbitration. The Committee would like to be apprised of the p-o-
gress of recovery. .

2.91. These sums have hecome recoverable due to the contractors
having been overpaid for the work. Disciplinary action against the
officers and staff is stated to have been initiated. The Committee
would like them to be expeditiously finalised and results intimated.

Hiring of ¢ godown owned by the Canteen Stores Department
Audit Paragraph

2.92. A godown (17550 sft.) in Bombay belonging to the Canteen
Stores Department was rented to a private party on Ist January,
1965 at Rs. 4,430 per month (the municipal taxes—Rs. 1470 per
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month—to be paid by the party direct). No formal lease agree-
ment was entered into as the party did not accept incorporation of
a clause in the lease prohibiting sub-letting of the premises. This
clause is normally included in such agreements. '

2.93. In May, 1965, the party sublet the godown without a formal
agreement at a rate of Rs. 18,500 per month, which was stated to
be for storing, warehousing and servicing charges including ground
rent for 25 months to the State Government (an engineer of the
State Government had, however, certified that the reasonable rent
for the premises was only Rs. 5200 per mensem) who required the
accommodation urgently for storing stationery and text books. Two
months’ rent was also paid by the State Government as brokerage
and the arrangement was terminable on one months notice. The
Canteen Stores Department came to know of this sub-letting in
September, 1965 and in February, 1966 this was also confirmed by
the State Government who suggested that the department might
lease them the godown directlv. A notice terminating the tenancy
was thereafter issued in March. 1966 to the party on the ground
that by sub-letting the godown the agreed terms of lease had been
violated; but this notice was of no significance in the absence of a
formal agreement. A new notice cancelling the letting out of the
godown and instructing the party to vacate the premises within 3
months was later issued in March, 1967.

2.94. In the meantime. from March, 1966 the Canteen Stores
Department commenced billing the State Government directly for
the rent of the godown at the rate of Rs 18,500 per month. But the
State Government did not pay any amount to the Canteen Stores
Department on the ground that payment to the department would
not discharge the State Government’s liabilitv to the private party.
In August, 1967 the Canteen Stores Department offered to the
State Government that they might be direct tenants for the godown
at the rental of Rs. 4430 per mensem if they could prevail upon
the party to hand over the godown “on paper” back to the Canteen
Stores Department. But there was no response from the State
Government who vacated the premises on 3lst May, 1968 and
handed over possession to the private party. The Canteen Stores
Department obtained the premises back in June, 1968. It was stated
by the State Government in October, 1968 that at the time the
godown was taken. thev were not aware that the godown belonged
to the Canteen Stores Department. They further stated that they
could not avail themselves of the offer of the Canteen Stores
Department of August, 1967 as they could not vacate the godown
in the absence of alternative accommodation.

2.95. The private party bv this arrangement derived a financial

benefit of about Rs. 2.50 lakhs during the period May, 1965—May
1968.

[Paragraph No. 26, Audit Report (Defence Services), 1969].
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2.96. In their note dated the 25th February, 197u, the Ministry
-of Defence have stated that the godown became vacant on 6-2-1964.
A decision was taken on 22-2-1964 by the Board of Administration,
Canteen Stores Depot (India) that offers for the lease of godown
should be invited and it should be allotted to the highest bidder for
an initial period of three years subject to the reliability and financial
status of the party concerned.

=997 Tenders were accordingly invited by advertisements in two
leading newspapers viz. ‘The Times of India’ and ‘The Indian Ex-
press’, Bombay. The advertisements appeared in the two papers
on 4-3-1964, 30-6-1964 and 11-10-1964.

2.98. During evidence, the Committee enquired as to when this
godown was constructed and what was the purpose for which it was
constructed. The representative of the Ministry of Defence stated
that these godowns were constructed in the last war and these were
used until 1947 by the old Canteen Stores Depot. In 1947 these
were made over to the Canteen Stores Depot (India). In reply to
a question whether there was any sign board to indicate that the
property belonged to the Central Government, the witness stated
that it covered an area of 25 acres and consisted of staff quarters
and godowns and there were distant markings to show that the
property belonged to CSD. But it could not be said whether Maha-
rashtra Government were aware of this position.

2.99. When asked at what level the decision was taken to let out
the godown to the party and whether it was the normal practice
to exclude important clauses from lease agreements, the witness
stated that the decision in this case to let out this godown was taken
by the Chairman of the Board of Administration. The CSD follow-
-ed a standard lease form but in this case there was a history how
various things happened. The godown which fell vacant had to be
leased out and was notified on three occasions. On the earlier two
occasions the hiring could not be effected for one reason or the other.
In one case the party who wanted to use it for storing was unable
to get the necessary licence and another party backed out for some
such reasons. On the third occasion, tenders were invited. Amongst
the highest three tenderers was this party—and they had indicated
to the CSD that they could not agree to this particular clause of sub-
leasing because they said that they were going to use it for their
associates. At this stage the decision was taken by the Chairman
of the Board of Administration to accept this modification. It was
not a usual thing to delete the clause but considering the two infruc-
tuous enquiries and also considering that if one stored the commodi-
ties of his Associate a decision was taken that, “we may accept pro- °
vided the name of the Associate is given.”
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2.100. Wien asked why the premises could not be leased out to-
the second tenderer who had quoted less than the first one, the wit-

at the CSD had already suffered a loss because the

S e s and moreover the

down had remained vacant for several month ver U
%an enquiry revealed that his standing was satisfactory. This party

had also offered to pay Rs. 500 per annum more than any othgr tgnt
derer which he did. When it was pointed out that the parfcbr s offer
that he would pay Rs. 500 more was a rather‘unusua_l condition, the
witness stated that there were two offers one {rom this }_)arty and the
other from a firm. The Chairman initially tock the view that one
godown each should be given to these parties. But when an Qﬁer
was made to the firm, thev declined the offer- It was then decided
to lease out the godown to this party. This party accepted' all the
terms and conditions ewcept clause § relating to sub-leasing and
¢tated that they needed the place for their industries and a part would
be ieased to their Associate with whom they were working. In view
of the infructuous inquiries made on three occasions, a decision was
taken to lease the premises to the party. The party was asked to
give complete details about the principal or associate to whom he
wished to sub-lease a portion. When asked whether it conld not be
foreseen that the party might make profit by sub-leasing a portion,
the witness stated that it could not be foreseen, as there was nothing

on record to that effect.

2181 Tn rea’ s g guestion whebter the draft lease was sent to
he party, the witness steted that the terms and conditions of the
godown were comimunicated to the partyv on 10-12-1964. The Cora-
mittee enquired as to whyv a notice terminating the tenancy was
issued in March, 1966 when there was no formal agreement with the
party and Liow it wos stated that by sub-letting the godown the party
had violated the terms of the lease. The winess explained that, even
though the lease was not signed. vet. in law, there could ke a valid
contract by exchange of letters. Certain terms were conveved to
the party and it said that a particular term was not acceptable to
them and the Canteen Stores Department accepted modification in
the terms of the lease. When asked if anv steps had been tuken by
the Ministry to avoid recurrence of such cases in future. the witness
stated thal “wher we fix a rent for propertv we are going to take
on lease, we obtain assessment of the rental value of that pronoerty
from the local authorities concerned”. That was done by the State
Government in this case and the information from the State PW.D.
who were supposed to make the a<sessment, confirmed that the rea-
sonable rent was round about Rs. 5000 or of that order. Then, the
State Government which paid Rs. 18.000 to the party also had stated
;révggjért}iz‘;tiiswt;a; bt;x:gngots 6’—101’(1) ass;ssment made ?‘nd they were
reasons. it i s s. 9000 or Rs. _5,200.' Yet, “for their own

, ey go and make this deal with thig man, how can any
procedure or any prior thinking prevent such a thing....It is
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clear to me that this rent of Rs. 18,000 paid by the Mahaiashira
Government was unconscionably high, and there is no reason for it
except that they were under duress and for their own reasons they
had to pay this....:I do not think that any modification of pro~
cedure as such is required to avoid any such instances in future.”

2.102. In reply to a question, the witness stated that there was
nothing on record on the basis of which the officials of the Canteen
Stores Department could be held guilty either of a high irregularity
or of lack of integrity or of manipulation. When asked as to why
legal advice was not obtained at the initial stage whe: the transac-
tion was entered into, the witness stated that if he himrelf were in
that kind of position, he would not have reacted differently. The
officer concerned had taken an administrative view of the matier
and permitted a slight modification in the terms of the lease in order
to safeguard the interesi of Government.

2.103. The Commitice pointed out that the draft lease sent to the
party contained a claure whicl gave Government the absolute right
to terminate the lease by g ing 3 months' notice. The party had
also not objected to this clause. They enguired why rccourse was
not taken to this absolute clause to terminatc the lease giving three
montlis’ notice and why, while pursuing their case with the party,
Government pursued their case on the clause relating to sub-letting
which the party had not accepted.  The witness stated that ihe
tenant had contested the first notice hased on sub-letting clause and
on the advice given bv the Law Ministry another notice was served
asking the tenant to vacate the premises within 3 montbs. Explain-
ing the position {urther, the Ministry of Defence in their note dated
25-2-1370 have stated that the officers of CSD(I) discussed the case
on 17-2-1967 with the Joint Secretarv and Legal Adviser, Ministrv

of Law, Bombav and the following points had emerged out of the
meeting: '

“(1) Shri. . (Lepa! Adviser) was absolutely clear that we have
no cencern whatsoever with the Maharashira Government
and they are not in the least answerable to us—being

tenants of the party, bound by certain terms of agreement
of which we are not fully aware.

(ii) In view of the above, we cannot serve anv legal notice on
the Government of Maharashtra as per decision of the
Board of Administration.  Moreover thev being also a

Government any litigation with them can only be in the
Supreme Court. )

(iii) At the time of allottinz the poovm to Mis, . . . noe regu-
lar lease deed was signed. Terms of agreement were onlv

conveved to them vide our letter No. 3'02! (33) 112500, dated
10th December, 1964. This firm however did not agree to
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clause 8 of this letter about §ub-1etting Y th;t stn;:ttly
) speaking the legal position 1s that . . ... ,(t elpa. y)

have not agreed to accept our terms regar@mg sub-letting.

Consequently we cannot haul them on this account.

(iv) The notice of termination therefore issged to..... (the
party) is also not in order, as there is no violation of

condition.

(v) There being no regular lease deed signed in respec:c‘ of thii
godown it cannot be said that the Godown has been leased
to (the party) for a period up to 27th December, 1967.
This will reduce the position to its being given to them on
“leave and licence.”. Therefore we can ask them to vacate
as per clause 11 of our letter No. 3/Q-2(33){12500 dated
10th December, 1964 by giving them 3 months’ notice and
incidentally ask them to pay our dues. The copy of this
notice will be endorsed to the Maharashtra Government
so that they become aware that the original lessee has been
asked to vacate and therefore be ready to vacate the

premises.”

2.10&. As desired by the Law Cell. a notice was drafted by the
SCD(I). The Law Cell raised further Queries on 25-2-1967 and 4-3-
1967. The legal notice approved by the Law Cell was served on the
party on 11-3-1967. The notice gave three months’ notice to the party
for termination of the permission given to the party for the occupa-
tion of the accommodation. A reference was again made to Law
Cell on 27-6-1967. On 7-7-1967 the Law Cell advised that the (Pun-
jab) Public Premises and Land (Eviction and Rent Recovery) Act,
1938 was ultra vires of the Cottitution. They advised either admi-
nistrative action {under the Public Premises (Eviction of Unautho-
vised Occupants) Act, 1955] or lengthy procedure of civil suit. Fur-
ther references to Law Cell were made as to whether the direct ten-
ancy could be given to the State Government on paper.

2.105. The matter was further discussed with Law Cell on 6-9-1967
who advised the CSD(I) to get the possession first and then hand
over the possession. The CSD(I) accordingly wrote to the State
Government on 14th September, 1967 reminding them of the CSD ()
lettgr of 16th August, 1967, and regretting that they have neither
.rephed to the aforesaid letter nor made arrangements for the hand-
ing over of the godown to the SCD(1) and the taking over of the
godown by the State Government from the CSD(I). The State
Government were again reminded on 8th November, 1967 and 8th
December, 1967. The State Government ultimately vacated the go-

down on 31st May, 1968 and .
over to the CSD(L), vacant possession was thereafter handed
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2.106. When it was suggested by the Committee that the safety
lay in not handing over possession of the premises unless the lease
deed was signed, the witness stated that instructions could be issued
to that effect.

2.107. The Commiftee are distressed to observe that the party
profited at the expense of Government to the tune of Rs. 2.50 lakhs
in this transaction. The godown was handed over to the party in
January, 1965 at a rent of Rs. 4,430 p.m. on the understanding that it
would be used hy him or his business associates. The Department
however failed to get a lease deed executed before handing over
possession. The result of this was that when the party sub-let the
godown to the Maharashtra Government on a rent of Rs. 18,500 p.m,,
shortly after taking it over, the Department found its hands tied and
was unable to proceed effectively against the party. Action was
sought to be taken against the party for violating the lease conditions
by subletting the godown, when there was in fact no lease, and it
was also evident from the exchange of correspondence with the party
that he had not bound himself to any condition in the matter of
sub-letting the property. It was only thereafter that the Depart-
ment thought of invoking their absolute right to secure vacation of
the property, but by that time they faced a legal impediment arising
out of the invalidation by the Supreme Court of the Punjab Public
Premises and land (Eviction and Rent Recovery) Act, 1959,

2.108. The Committee consider that the question of taking steps
against the party was not thought of by the Department till it was
too late for them to take effective action. In any case, the Depart-
ment were ill-advised to hand over possession without getting a lease
deed signed. The Committee would like Government to investigate
how this occurred and take appropriate action. It should also be
en§ured that in future Government property is not handed over to
private parties as lessee without getting a proper lease deed executed.
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AIR FORCE

. . . S .
Delay in production of radio pehicles in an Air Force repair depo

Audit Paragraph

3.1. Against the urgent requirement of 129 radio vehicles (fitted
with transmitters/receivers) for Air Force units, manufacture of 48
vehicles was entrusted in July, 1961 to an Air Force repair depot.
As efforts to get the balance 81 vehicles manufactured by trade prov-
ed unsuccessful, this work was also entrusted to thce same depot in
1965 when the depot had completed manufacture of 48 vehicles.

3.2. Even though for the balance of 81 vehicles the repair depot
has received 45 transmitters and 50 receiver costing Rs. 29.19 lakhs
during February, 1965 to May, 1968 and 79 chassis costing Rs. 35:55
lakhs between August, 1965 and October. 1966. manufacture of those
radio vehicles ha- not yet been started (December, 1968). It has been
stated by the Ministry that commencement of manufacture is held
up for want of metal sheets which were ordered in August, 1967 and
are expected to be available onlv by 31st December, 1968. Additio-
nal manpower for that work was sanctioned only in September, 1967
but has not vet been positioned for want of metal sheets (December.
1968).

[Paragraph No. 13——Audit Report (Defence Services), 1969]

3.3. In a note furnished to the Committec. the Ministry of Defence
have stated that the requiremnt of 129 vehicles mentioned in the
Audit paraprash orose as a resuelt of review carried ont in Januarv/
February, 1962. This ficure included the deficiency of 48 vehiclas
which had arisen as a result of review earried out earlicr in March/
April, 1961. 48 vehicles were originally plaaned to be suvoplied by
July, 1963: this was later extended to Aupust. 1965, Manvfacture of
bodies of 81 vehicles wa~ originally p's nned to be ¢c-mvleted bv Junu-
ary/Mrnrch, 1963 acenrding fo the indents placed on DCS&D.  The
fitment of transmitters and receivers an the vehicles was to be decid-
ed later on, after the menufaciure of bodie:,

3.4. During cvidence. wher the Committee enqured why the
order for manufacture of a1l the 129 vehicles was not placed on the
Air Force Repair Dewnt even in the first instance. the representative
of the Ministry of Dafence cxnlained that unless the Devot’s capabi-
lities were proved. possibly mush more delav would have resulted

120
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in meeting the requirement. The Air Force knew the stablishment
of the Depot and it was not con | ‘zred wise to place the order for all

the 129 vehicles.

3.5, When the Committee enqguired why the Commercial sector
could not be supplied chassis to enable them to take up the work,
the Ministry of Defence had steied t.at the chassis were expected to
be relea~ed bv the Arm- Hrendnuarters but as these were not sup-
plied, the D.G.S. & D. returned the indent for 81 vehicles in May,
1963 as one of the conditions was that the Air Force had to supply

the chassis.

3.6. When the Committee enquired why the Comrmercial sources
could not be tapped for getting the chassi:, the witness stated that
“we have standardisation of all our ecouipment. In this particular
case, the standardisation was based on the Shakt'man. which is only
produced by Government. It is not a normal item of trade supply.”

3.7. The Committee were in‘ormed that the control over distribu-
tion of Shaktiman trucks was in the hands of the Army because they
were the main users and they provided some vehicles to the Air

Force and the Navy. In a written note the Ministry of Defence had
furiber stated that several letters were addrested to Army Head-

guarlers hy Air Headguarters conveying the uvdency of the require-
meat of the chassis. Finallv, the matter was taken up at the Defence
“v's Jevel where n decision was taken jor supply of chassis

Sooete
for the ruanufacture of radio vehicles. In July. 1964, the Army had
agrezd ) provide cnassis i fae vnue o) Foper month.  After having

got that assurance, the Air Force started taking steps for procure-
m'nt of the other equipment viz. transmitters receivers.

38. The Committee enmitred why the metal sheets were ordered
ze 'ote as 1967 while the chassis had been supplied by the Army in
1955, The witness explained that in the case of 48 vehicles all the
n¢cesary material was available from within the countryv. But in
the case of 81 vehicles. two types of metal sheets could not be pro-
cured ‘ndigennuly and these had to be imported from UK. The
Air Headquarters placed the indents for indigenovs as well as :m-
naried sheet- in August-September, 1967 after completing all forma-
lities including the relense of the foreign exchange. The imported
items became available in August, 1969. The witness further stated
thot becouse of the Kuteh conflict in 1964 and the Indo-Pakistan con-
flict in 1965 the programme of this depot was comnletely changed and
other priorities got super-imposed. In fact the personnel who were
engaged on manufacture of those vehicles themselves got posted out
to other more emergent jobs. That is hcw the delay occurred in
placing orders for the meta] sheets. In a note the Ministrv of De-
fence have stated that be-ides the metal sheets, there was no other
factor which was holding up the work. The target date prescribed
for completicn of the job was 31st January. 1971. During evidence
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the Committee were told that up to December, 1969, 26 vehicles had-
been manufactured and at the stabilised rate of production of 4 vehi-
cles per month, it was expected that the remaining 55 vehicles would
be ready by early 1971.

3.9. The Committee pointed out that orders for the signal equip-
ment for the radio vehicle; had been placed in October, 1964. They
asked whether the delay in utilisation of the transmitters/receivers
due to delay in the production of the vehicles would affect their life
or efficiency. The Ccmmittee were informed that according to re-
ports from the Air Force, the receivers could be used for the next 10
years. In reply to a question whether the performance of the radio
equipment was covered by any warranty, the representative of the
Ministry of Defence explained that “originally the warranty was
unfortunately not available but we have a feeling that nothing seri-
ous wrong has happened. This equipment being manufactured by
the Bharat Electronics Ltd., we expect that if there is any defect,
there will be no trouble in getting it rectified.”

3.10. In reply to a question whether the requirements of radio
vehicles of Services, could now be met satisfactorily, the witness
stated that “the supply of these items against requirements is fairly
satisfactory.”

3.11. The Committes enquired wheller Gecvernmoit were satis-
fied with the manner in which an “urgent requirement” had been
met, the witness admitted that “there has been a delay, we cannot
deny it. I am only offering the explanation”. When asked whether
any radio vehicles were imported during the period from 1961 to
1967, the witness replied in the negative,

3.12. The Committee feel that this case does not speak well of the
efficiency of provisioning for the Services.

3.13. As early as 1961-62 action was initiated on a demand for pro-
visioning of 129 radio vehicles to Air Force units which was consi-
dered an “urgent requirement.” As in December, 1969, 55 of these
vehicles are still to be supplied to the units. On present indications
it would appear that supply would be completed only “by early 19717,

3.14. This inordinate delay has been caused by lack of co-ordina-
tion at several stages. In the first place, it was decided that 81 of
these vehicles should be obtained from the commercial sector and
D.G.S. & D. was accordingly asked to take procurement action. But
then the chassis required for the manufacture of these vehicles were
not released, even though the Department was aware that it was not
being made in the commercial sector. It was only in July, 1964 whemnr
the Defence Secretary was approached that these chassis were got
released from the Army which was manufacturing them, but by
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that time, the D.G.S.&D. had retwrned the indents stating that no

supplier was forthcoming. im this manner, the Department lost over
three years.

3.15. In the second place, after it was decided in 1965 that the
manufacture of these 81 vehicles should be taken up in an Air Force
Depot. the Departinent took no action for nearly two years to place
an order for metal sheets which were required for the production of
these vehicles. It was explained that due to the emergency that
supervened other items of work had to be taken in hand, but the
Committee are unable to understand how this justifies a delay of two
Years, in processing an urgent requirement of the Services. The re-
sult of this delay was that the Depot could not take up manufacture
till August, 1969. when the sheets became available.

3.16. The Committee have drawn attention to another instance of
this kind in paragraph 1.70 of their Ninety-Ninth Report (Fourth Lok
Sabha) where a delay of nearly 19 years occurred in supplying cer-
tain boats to the Navy. The Committee are perturbed at this lack
of coordination and suggest that Government should immediately
streamline their procedmares to guard against recurrence of cases of
this type.

Procurement of Stores

Audit Paragraph

Two instances of purchases which entailed extra expenditure of
Rs. 1.01 lakhs are detailed below:—

3.17. (a) Ground equipment and tools.—In June, 1966 Air Head-
quarters placed an indent on the India Supplv Mission, London, for
procurement of 102 items of ground equipment and tools for a certain
unit and on 14th December. 1966 a contract for their supply was final-
ised by the India Supplv Mission. London, with a private firm.

3.18. Since. however, the equipment and tocls were required
urgently, in November, 1966 Air Headquarters had requested the Air
Adviser. Indian High Commission, London. to explore the possibility
of obtaining these items from a foreign government. The matter was
taken up by the Air Adviser on 20th December, 1966 when it was
learnt that 57 of those items were available with the foreign govern-
ment at prices much cheaper than those quoted by the private firm.
As. however, the contract had already been finalised for all the items,
the offer of the foreign povernment could be accepted for 38 items
only for which another indent of August. 1966 was pending with the
Supply Mission.

3.19. The extra expenditure in purchasing at higher prices from
the private firm the 19 items out of the 57 which could have been

obtained more cheaply from the foreign government was Rs. 0.65
lakh.

854 (Ai) L.S.—9.
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3.20. (b) Spares.—Based on a demand placed by Air Headquarters
in September, 1965 for certain spares required for overhaul of aero-
engines, in March, 1966 the India Supply Mission, London, entered
into a contract with the manufacturer for their supply within 12 to
14 months. To meet immediate requirements, Air Headquarters re-
quested the Tndia Supplv Mission in April, 1966 to procure 50 per
cent of the quantities of some of these spares urgently from the

manufacturer and despatch them by air.

3.21. On the ground that there was hardly any prospect of getting
during the vear thuse spares against the contract concluded in
March. 1966 the Air Headquarters also simultaneously requested the
Air Adviser, Indian High Commission, London to approach a foreign
government for supply of those spares. On the advice of the Air
Adviser in June. 1966 an urgent indent was placed for six items for
their procurement-quantities of five of them being equal to. and of
the sixth item heing two-sevenths of the quantities contracted for
in March. 1966. Ou the basis of the rates in the contract concluded
with the manufacturer by the India Supply Mission, the estimated
cost was indicated in that indent as £625. The stores were procur-
€d by the Air Adviser from a foreign government at the (higher)
cost of £2354 and were airlifted on 18th June, 1966. Supplies of
these six items from the manufacturer were also airlifted hetween
19th June, 1966 and November. 1866—the bulk of the items< having
been airlifted in June, 1966.

3.22. These spares which were demanded twice and airlifted bave
not been fullv utilised even by March, 1968—the quantities of fve
items held in stock (March. 1968) were more than those demanded
in June, 1966. The extra cost in procuring th- spaves from the
foreion government is Rs. 0.36 lakh besides some expenditure on air
freight.

3.23. The Ministrv have stated that at the time of placing  the
demand on the Air Adviser in June. 1966 it was not considered ad-
visable to cancel corresponding quantities already contracted for as
it might have necessitated payment of cancellation charges and re-
ordering them later would have entailed higher cost and that the
circumstances in which the spares had not been consumed hv March.
1968 are being investigated (November. 1068). '

[Paragraph Nn. 16. Audit Report (Defence Services). 1969.]
(a) Ground equipment and tools

3.24. The Committee enquired whether when Air Headguarters
wrote to Air Adviser. Indian High Commission. London in Novem-
ber, 1966. a copy of the letter was sent to Director General, India
Supply Mission with instructions to liaise with the Air Adviser in
procuring the stores.
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3.25. Explaining the system that was followed for procurement of
stores from UK., the representative of the Ministry of Defence
stated that the bulk of the requirements were obtained from the
Trade and not from the Ministry of Defence, UK. or the Royal
Air Force. In fact the Ministry of Defence, U.K. and the RAF were
dependent on the same Trade for their own needs. However, there
was an understanding with the Ministry of Defence (U.K.) and the
RAF that in case of emergent operational demands for small
quantity, they would release from their own stock. But the RAF or
Ministry of Defence, UK. could not be treated as a substitute for the
Trade. Therefore, the question of keeping the DGISM informed of
any requirement which was projected to the RAF or the Ministry
of Defence, U.K. did not arise. If that was done, the DGISM wuld
probably slow down his procurement effort.

3.26. The witness added that in this case the order was placed
with DGISM. in Junc. 1966 but the contract was finalised onlv in
December. 1966. Meanwhile, there was an emergent demand in
November, 1966. The Air Adviser was, therefore. asked to get some
of those stores from the UK. Government.

3.27. Asked why the Air Adviser did not take steps to prevent the
order being placed on private sources by getting in touch with
DGISM., the witness stated “Here consciously raised an indent on
the Air Officer and we were aware that the two supplies are both
Lilely to materialisc-one earlier and the other in the ordinary
course.

3.28. In a further note on this subject, the Ministry have stated
as follows:

“The intimation in regard to the availability of items on pay-
ment cffered by Ministry of Defence (Roval Air Ferce)
was received by Air Headquarters on 9th February, 1967
In the meanwhile the DGISM. London had already fina-
lised the contract on 14th December. 1966 against the in-
dent. DGISM. London were requested by Air Head-
guarters on 2nd March, 1967 to look into the possibilities
of deleting all the items offered by Ministrv of Defence
(Royal Air Force) at cheaper rates, from the contract, »r
alternatively procure 38 items with revised quantities as
demanded in the subsequent indent dated 25th August,
1966, which had been raised for procurement of similar
ground equipment against the maintenance reserve.”

The representative of the Ministry added in evidence that it was not
always that the Air Adviser had arranged cheaper supplies. Some
of the items procured by the Air Adviser through the Ministry of
Defence, UK. even in the present case were more expensive but
these were not mentioned in the audit paragraph.
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3.28. To a question if the time taken by the DGISM in this case
to finalise the contract was not on the high side, the representative
of the Ministry of Supply admitted that the DGISM did take a
longer time. He, however, assured the Committee that the DGISM
did not ireat Defence indents particularly ‘priority’ ones in a routine
manner.

3.30. When asked whether the DGISM and the Air Adviser were
not going the same type of work, the representative of the Ministry
of Defence stated that the former was a Government of India agency
for procuring siores on behalf of all Ministries. They fcllowed a sct
procedure whereby supplies took time in materialising.  On the
other hand. the Air Adviser who was posted in London, was a rep-
resentative of the Air Force. He had his professional duties. But
in his diplomatic capacity he maintained liaison with the RAF and
carried out studies of any developments of interest in that country
By his contacts with the Royal Air Force he was able to get the
emergent demands met from RAF's own supply. For instance, thev
had an undertaking from the RAF that whenever they needed sup-

plies on AOG priority (aireraft on the ground) they would release
certain supplies.

3.31. In cases where thev felt that the suppliers were being un-
reasonable with regard to prices. the RAF and Ministry of Defence,
UK. had been helping them in exerting pressures on the trade an!
asking them to effect supplies on rates comparable to these on which
they were themselves obtaining them.

3.32. To a question, how securitv considerations were taken care
of under the existing arrangements, particularly in respect of supplv
of sensitive and critical items, the witness stated that the trade UK.
would not supply such items except with the knowledee cf the Gov-
ernment there. However, there was an understanding with the
UK. Government that such purchases would nat he disclosed to a
third country.

3.33. The Committee enquired whether thc orders placed on
DGISM could not be routed thrcugh the Air Adviser. The witness
stated that this experiment had heen tried but it added 1o paper
work and was also time consuming. He. however, admitted that the
best course would be to keep both of them informed so that thev
could conrdinate with each other.

3.34. In a further note on this subject the Ministry have stated
that the question of transfer of work reparding the purchase ot
stores in the UK. from the Service Advisers to ISM was previously
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discussed in a meeting of Secretaries held on 30th May, 1969 where-

in it was decided that no change need be made in the existing
procedure.

(The transfer of procurement work from Service Advisers to
ISM, London, was suggested in the report dated 3rd May, 1966 by
Shri A. D. Pandit, former Secretary, Ministry of Supply, Technical
Development and Material Planning.)

(b) Spares

3.35. The Committee enquired as to when the need for the spares
was felt and when indent was placed on the DGISM. The represen-
tative of the Ministry of Defence explained that the need for such
items was a continuous one and indents were placed periodically ac-
cording lo assessment made from time to time. In the present cas»
the indent placed on the DGISM for 52 items was dated 27th Sep-
tember, 1965. As there was critical shortage for these spares which
was holding up the repair of the aircraft, in January, 1966 a revised
list of 35 items against the earlier projection for 52 items was pre-
pared and a contract for those items was finalised by the DGISM
with g firm in March., 1966 the period of supply being 12 to 14
months. Thus the supplies were expected to materialise in March to
May, 1965. Meanwhile. realising the critical nature of the require-
ments, the Air Headquarters sent a letter to the Air Adviser asking
him to procure 6 of the items from the UK. Government sufficient
quantities of which were available with them immediately.

3.36. In reply to a guestion as to why there was a delay of six
months in placing the contract after the receipt of the indent, the
representative of the Department of Supply stated that normally it
required 3 to 6 months to call for quotations from Trade and finalise
the contract. The indent was received by ISM on the 7th October,
1965, tenders were called on 2nd November, 1965 and the contract
was finalised on the 22nd March. 1966.

3.37. The Committer enquired whether the fact that the stores
were being procured from the firm at cheaper rates was known to
the Air Adviser and whether anyv action was taken by him to get =«
reduction in the price. The witness stated that “at the time weo
were not reallv concerned with price”. There was also the genera!
understanding that “The RAF will charge us reasonable prices. . ™
In this case also it has been verified that they did charge reasom
ably. Rather we got lower prices from them because thev gave us
the benefit of 1961 prices. for some reasons.”

3.38. The Committee asked for particulars of same items procured
by the Director General, .S.M. and Air Adviser at different rates
during the last three years. The Ministrv of Defence have stated



128

ilati ] i items will need con-
that “the compilation of complete list of such i . .
siderable time and effort.” They have given however, the foll.owu‘xg
“representative list” of such items with data about the prices paid
by the two procuring agencies: —

Sl - Description Q. X;l(r)crl;asﬁckilr;)m II’)u(r’cIlslm.tR’\‘dm‘
e Price p\cr urt Price per Unit
£ s d £ s d.
1. Gauge Incidenes . . . . 1 29 13 7 s1 10 ©O
2. Spanner Castellation . 1 5 19 2% 18 0
3. Spanner Bod 716" Square 6 N0 13 15 ©
3. Spanner Special 17 B.SLP. 2 | S U 23 6 <
<. Spanner Special 5 167 By, . 2 5 J IS 21 4
6. Spanner Speaal 387 B.S.. 2 2 09 261 ;
7. Spanner Special 37 B.S.P. 2 T 72 26 10 ©
¥, Spanner . . . . . 1 6 1N 10 tg 1t O
g. Jig Scrung . . . . . 1 174 9 1 22¢ . O
10.  Jig Serng . . . . . 1 135 1§ 3 Ing O f
11, Gaugesuance Valves scrting micre
switch Down . - . . 1 32 3 10 36 3
12, Gaugoesuance Valve seting micro /
switch Up . . . . . I 24 15 1t 3r o

3. 39. In the Committee’s opinion, these two cases underscore the
need for better co-ordination between the DGISM, London and the
Service Advisers to the High Commission in London in the matter
of procurement of stores and equipment. In the first case, the Air
Adviser was able to obtain cheaper rates from the RAF for stores
for which DGISM had in the same month placed orders with the
trade in UK. In the second case, the DGISM was able to procure
stores from the trade at rates below that at which they were order-
ed by the Air Adviser three months later. The overall, differences
in cost in both the cases on the stores procured was Rs. 1.01 lakhs.

3.40. The Committee consider it essential that better coordination
should be secured between them so that the rates paid by them for
the same item do not vary. For this purpose, the Committee would
like the following course of action to bhe adopted:

(i) The indenting authorities in India should, while raising
indents on the Service Advisers as well as the ISM, Indi-
cate in each of the indents the prices previously paid for
these stores procured through both the agencies.
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(ii) Copies of contracts placed by ISM in so far as they per-
tain to the requirements of the Services, should be endors-
ed to the Service Advisors and vice-versa so that each of
these purchasing agencies would know what prices had
been paid for common items of stores procured by them.

3.41. The Committee also consider the period of nearly 6 months
taken by DGISM in finalising a contract for supply of equipment
urgently needed by Air Headquarters after receipt of indent, as
excessive. They feel that DGISM has to streamline its procedures
in order to attend expeditiously to defence requirements.

Defective work in an airfield
Audit Paragraph

3.42. As part of works for developing an air base two contracts
for extension and strengthening of taxi tracks (Rs. 45.85 lakhs) «nd
runways (Rs. 106.10 lakhs) were concluded by a Chief Engineer in
December, 1962 and January, 1963 respectively. The works were
completed in May, 1963 and in January, 1964 the airfield was taken
over by the Air Force for use. In May, 1964 the Air Force reported
rarious defects in the airfield such as:—

(1) water-logging of runway;

(ii) cracks unevenness in the concrete slabs in runway and
1axi tracks and potholes;

(11 rough edges in joints. ete.

Though some patch repairs were carried out by the contractors,
the defects which were extensive persisted and made the runway
and the taxi tracks unrcliable for use by heavy aircraft for which
theyv were meant.

343, In Fepruary, 1966 chemical analyvsis of core samples of the
concrete used Ly the contractors showed that the concrete actually
used by the contractors in the runways and the taxi tracks was
83.33" per cent and 27.27 per cent respectively leaner than that speci-
ficd in the contract. It was. therefore. proposed to recover Rs. 30.03
lakhe for the runwavs and Rs. 8.34 lakhs for the taxi tracks from the
respective contractors for the substandard works executed by them,

*Audit have intimated later that the percentages mentioned indi-
cate the proportion of tested samples found deficient and not the
extent of deficiency in the samples.
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3.44. The contractors, however, challenged the decisicl, mainly
on the ground that—

(i) no sub-soil drainage was provided foy in the design (of the
works) which was responsible for unevenness of slabs etc.,
caused by unequal settlement of sub-soil;

(ii) they were not responsible for substandard work pointed
out after the maintenance period; and

(iii) chemical analysis of the concrete was not provided for in
the contract.

3.45. When the dispute was referred in May. 1967 to arbitration
Government's claim for the runways contract wus rejected by the
arbitrator; the award in the taxi track contract is still awaited (De-
cember, 1968).

3.46. Rs. 65 lakhs have since been sanctioned in December, 1968
fer resurfacing the runways and taxi tracks (Rs. 40 lakhs) and for
providing drainage of the area (Rs. 25 lakhs).

3.47. The Ministry have stated (January, 1969) that in view ol the
emergency the works had to be completed at top speed in a short
period of 4 months and, therefore, some shortcomings in the quality
of the work could not be avoided with the best supervision and
control. It was further stated that the Enginecr-in-Chief whi exa-

mined the case in detail has concluded that there was no lapse on
the part of the supervisory staff.

[Paragraph 23, Audit Report (Dcfence Services). 1969.7.

3.48. During evidence the Committee desired to know the circum-
stances in which the work was undertaken. The represeatative of
the Ministry of Defence stated that as a result of certain develop-
ments in 1961. Government gave directions for bringings the forees
to a statc of readiness. “Out of this directive, a list of 2 number
of airfields was drawn up which were to be got readv. by April. 1963.
It was a specific Government decision that in a short time 11 or 12
airfields were to be got readv”. While in the case of other air fields
work was started somewhat earlier. the decision to take up work in
the present case was taken onlv about six months prior t¢ its com-
pletion in May. 1963. Because of certain special conditions. it took
two months to call for tenders and to take decision thereon. For
instance, the contractor stated that he was required to do a big job
in a concentrated period of time. Since the capital outlay involved
was very much higher than normal. he asked for Government loan
for undertaking the work. The request had therefore to be examin-
ed. Thus onlv four months were left for this particular tenderer *o
dn the work “and according to the engineer it is really a tribute to

tne tenderer that in four months he could do a job cof this
magnitude.”
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3.49. The representative of the Ministry added: “When you take-
a decision to do a work in a period of four months you have got to.
take with it of four months you have got to take with it certain
other consequences. This is cbviously an abnormal situation and the:
work is being done in a abnormal ma.ner. You cannot then apply
the normal standard tests of measurements or other tests which you
would otherwise carry out. Certain risks were inherent in this.
situation. What was paramount was that you should have a mini-
mum operational facility available for using an aircraft. Leaving,
aside the work of permanent drainage and other work, the contrac-

tor was asked to take up the work of the runway at the site as a
priority job.”

3.90. The Commiitce pointed cut that, though. the works were-
completed in May, 1963, the airfield was taken over by the Air
Force only in January, 1964. They therefore enquired about the
reasons for the delay. The representative of the Ministry stated
that “there were a number of inadequacies in the airfield. The Air
Force, thercfore, felt that they would like these deficiencies removed
because they would possibly have some effect on the wear and tear
of the aireraft”. Secondly, other works had been taken in hand viz.
construction of blast pens ete. as part of a long term project of an
airfield which also came in the way of operational use of the airfield
to some extent. Thirdly. the emergency by then had eased some-
what, and therefore. it was felt they would rather wait for comple-
tion of the works and rectification of the defects though, “if there

were an emergent need, they would at a pinch have used that air-
field.”

3.51. The Committee enquired when the defects were first noticed.
The witness stated that these were noticed in May, 1963 when the

airfield was offered by the contracter. A few of them were rectified

during the maintenance period of one vear after completion of the
work.

3.52. The Committee asked whether the work was supervised
during execution and whether any defects were noticed at that time
and if so, whether they were got rectified immediately. The witness:
cxplained the position as follows: “The procedure briefly is this.
After the contract is accepted and during its execution. the engineer
in charge who is responsible for the work supervises the work from
time to time, and issucs notics to the contractor if the work is not
going on properly. If there are anv defects during the currency of
the work, these are brought to the notice of the contractor, and recti-
fied during the execution. When the work finishes (in this parti-
cular case, it was in Mav. 1963) the Engincer in Charge takes over
the work from the contractor. and makes out a list of all the defects
noticed. gives it to the contractor and makes sure that these are rec-
tified. The third stage is when the user takes over the work; at that.
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:stage, too, a joint inspection is carried out and any further defects
noticed are passed on to the contractor for rectification. So, there
.are three stages, and these were followed in this particular case™.

3.53. In a written note on this point the Ministry have stated as

follows:

“Defects of various nature were noticed in both the works
during execution, on completion and during the mainten-
ance period. During the executicn, the defects were
pointed out mostly through site order books. The defects
1eft unattended or noticed afresh were pointed out to the
contractors at the time of completion to be rectified, along
with the completion certificates.  Defects noticed during
the maintenance period of one vear after completion were
communicated to the contractors.... Every time a letter
was issued, a fresh list of defects was pointed out to the
contractor deleting those which were attended to and adA-
ing those which were new., The majority of these defecis
were attended to between 1st October, 1964 and 2nd Feb-

ruary. 1965.”

3.54. The Committee pointed out that about one third of the work
In one case and onc fifth in another, was found to be¢ sub-standard
-and enquired whether this being so. the Ministry were still bound to
‘take over the airfield after expiry of the maintenance periced and
‘thus absolve the contractor. The witness stated that “there is a
little misunderstanding about the amount of work thal was sub-
standard. ... The samples which were chemically analysed were
done very much later, in 1966. and the provocation for taking thesc
samples and analvsing them was not because the Enginccrs were
ab initio or at the time of taking over the work convinced that there
was some sub-standard work in the wav of mixing of cement but
that was because the SPE inquirv had started at that time and in
pursuance of that. these samples were taken and the results ohtained
bv chemical analvsis. The technical opinion on this matter is verv
firm and they are unanimous that the taking of samples of this kind
subsequentlv and analysing them is no guide to the¢ fact whether a
certain quantity of cement was actually used or not used This is
not a practice which they recommend or follow, and in fact, to cor-
roborate that our own Engineers were not taking a wrong view, this
opinion has been cbtained from other technical agencies which also
carry out work of this kind, namelv the CW.P.C.. the CP.W.D. and
the Ra_ilways. ... they have confirmed this opinion that the samnple
analysis er-post-facto is no indication of the actual quantity of
-cement used.”

3.55_. The Committee note ¢n this point that the Central Vigilance
‘Comm}ssmn‘ to whom this case was referred constituted a technical
*Committee in September. 1969 to report on the extent of reliance to
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be placea on chemical analysis of concretes and mortars and the
tolerance percentage upto which deviations from specifications might
be accepted. The conclusions of the Technical Committee were as
follows: —

(i) The extent of reliance that may be placed on chemical

analysis for determining cement content in a particular
mix.

“If as a result of such assessment, reasonable grounds are
found to exist to suspect that the strength of the work
is below its expected strength, chemical tests could help
to establish whether the work has suffered in strength.

“Complete reliance may not be placed on the results of
chemical analysis by itself to arrive at the quantities of
cement that have gone into a particular item of work.
These data, however, form useful confirmatory evidence

in cases where the strengths or other properties of
mortar or concrete are found on inspection and after
carrying out other tests to be manifestly below that
are generally expected for works of similar kind and
of like specifications. Tests based on chemical analysis
are also useful in investigating local failures and can
form a basis for devaluing items of work which appear
on physical examination to have fallen below the speci-
fied standards.

“(i1) The tolerance percentage upto which deviations from
specifications may be accepted.

The assessed quantitv of cement in the sample tested may
deviate from the quantity of cement that has actually
gone in into its manufacture by 5 per cent to 15 per cent
if the tests are carried out by a skilled analysis and
provided that representative samples of fine and coarse
aggregates are available for blank tests. While apply-
ing the results to the work as a whole, however, the
margin of error can become wider still, due to the
difficulties in taking trulv representative samples of the
work as a whdle. Errors of 20 per cent to 25 per cent
on an average are not unlikely.”

3.56. The Committec enquired whether the supervision exercised
by the E-in-C's organisation during the construction stages was
adequate. The representative of the Ministry :tated that, “In a
normal situation, if any rush work has to be done, we can stop
some other work and concentrate staff and equipment on this work
and yet get the job done in an A-I manner. In this particular case,
the emergency was not only at the site of work but it was all over
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the country....The amount of work we had to do in 1961-62 through
the M.E.S. was of the order of Rs. 32 crores. In 1962-63 we actually
executed work of the order of Rs. 67.87 crores.” He added “In this
particular case....it is unfortunate that because of shortage of staff
on account of the big spurt of work which was taken on hand in
1962, we could not either sanction or position the same amount of
staff which the importance of this work would justify.” The repre-
sentative of the Ministry further stated that “Against one garrison
engineer required we had one, against 4 Assistant garrison engi-
neers, we had only 2 on site, against 6 Superintendents, Grade I re-
quired, we had only one, against 12 Superintendents Grade 1I, we
had only 7.” He added: “Apart from this, the mechanical equipment
which would have done the work more adequately with better
finish was also not available. So labour intensive methods had to be
adopted.”

3.57. The witness went on to sayv that “since we were short of
technical personnel to carry out the supervision. we inducted assist-
ance from other technical bodics....We had a two-men team from
the Central Road Research Institute. an entirely outside independent
body. whose technical officers on the spot were observing this and
reporting on those observations not only to the Chief Engineer of
the Army but also to the Central Road Research Institute, the parent
body which had loaned them, and the reports of those people are
available on record to prove that thev have done this supervision.”

3.58. The Engineer-in-Chief added that “the object of the team
was to test the compaction of the soil when the work was going on,
and also that the compressive strength of the concrete laid was also
satisfactory. This was later on tested by the CRRI by testing out
different samples, and it was found that the strength of the concrete
was of the correct order. As far as the strength of the runway is
concerned, it is satisfactoryv and according to specifications. ... The
trouble arose because of the nature of the soil where we cannot
have sub-soil drainage. In the settlement of the slabs there was lack
of uniformity and this caused minor differences in levels between
slubg.”

3.59. When asked whether another site with better  facilities
could not be chosen for the airficld. the representative of the Min-
istry stated that “in this particular case the site was pre-determined.
There was no guestion that in ‘hose four months we were able to
survey and acquire another site ” “There was a small airfield there
and what was taken up was the strengthening and expansion of the
runway to meet the emergency.”
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3.60. To a question whether any designing work was done at the
initial stage and whether the drainage question cropped up at that
time, the Engineer-in-Chief informed the Committee that as far as
drainage was concerned, “they had gone into the question and pro-
vided kachha drainage because that was what was possible within
the four months.” As for the specifications for the runway, the
CRRI were not consulted. The designing was done by their own
Engineers based on their past experience. In reply to a specific
question whether the site was suitable, the Engineer-in-Chief affirm-
ed “I would say the site was suitable”. The representative of the
Air Headquarters added: “This particular site has a definite strate-
gic place in the operations of the Air Force. The runway was not
built purely because an airfield was in existence there, but because
it filled a place in the operational plan of the Air Force. It is un-
fortunate that this airficld has not been available to us for some

time, but we have every intention of operating fighter aircraft from
this airfield when it is readyv.”

3 61. The Committee were given to understand that the Air
oo Wing informed the Air Command in May. 1964 of their views
regarding the quality of work done by the contractors. These were
at variance with those of the engineering authorities. The Commit-
tee cnquired when exactly the joint inspection of the airfield was
carried out by the engineers and the Air Force authorities before
it was taken over by the latter and what their views in the matter
wwere.  The Ministry have stated that the joint inspection was
<arried out by a Board of Officers which assembled on 10th January,
1964, The Ministry have, at the instance of the Committee. furnish-
ed a copy of the note from the Air Force Wing pointing out the
defects in the airfield. The Wing had inter alia stated: —

1

“Since the arrival of the squadron (February. 1969). intensity
of flying has not been very great as weather conditions
during the period have been unfavourable for flving.
In spite of this limited air traffic. condition of the runway
has deteriorated to an extent which has given cause for
concern. A letter on the subject was addressed to M.E.S.
representatives. .. .but matter was also discussed with
C.E. but in C.E’s opinion the runway condition was good.

2. Though this Wing is not competent to comment upon the
technical aspects of the runway, it is felt that head-
quarters. .. . Air Command should be made aware of the
present state of runway which is quite likely to deterio-
rate with the progress of monsoon. Following facts about
the runway are submitted for consideration: —

(a) After rains, the runway is water-logged at many places.
This water-logging can lead to serious accidents as the
take-off and landing speeds of the....aircraft are quite
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conducive to what is known as the “steam burns”™
leading to punctures. It is obvious that no proper
camber has been provided on the runway.

(b) The runway and the taxi-track slabs have cracked at
many places. The approximate number of such slabs
must be more than 40 with varying degrees of cracks.

(c) Some of joints between slabs have been haphazardly
filled with a tar macdam mixture. There are a number
of such fillings. The rough edges in such joints are
ideal for tyre bursts.

(d) Quite a number of slabs do not have smooth surfaces.
In certain slabs the quarry used in the mixture are
showing on the surface.

(e} In certain cases the standard slab dimensions have been
reduced whilst carrying out repairs for defective slabs.

Smaller slabs may perhaps have lower L.C.N.
specifications.

({) The runway inspection has shown that at many places
there are potholes of 11” to 6” width which are a
real danger to aircraft taxing, taking-off or landing.
This danger cannot be overemphasised. Some of these
holes have been filled with just plain tar which is
washed away in rains or melted with heat.

3. The potholes have revealed that the material can be easily
scraped  with an ordinary sharp edge. Whether this
runway wiil withstand the intensity of opcration . .1s
to be seen. The nature of present defecls are such that
thee will certainly be aggravated with heavy rain.

4. Difference of opinion, does exist on the subjcct between the
M.ES. and the Air Force. Notwithstanding this difference
of opinion, there is the vital question of safetv of valuable
aircraft and even more valuable pilots.”

262 The  Committee enquired at whose instance the SPE
enquiry was initiated and what their findings were. The Ministry
have stated in a note that the SPE enquiry “‘was started on the basis
of certain information received by the C.B.L. in September, 1964.
The SP.E. held the Engineer-in-Charge of the taxi track work “res-
ponsible for neglect of duty which was not only rendered the work
of a verv important nature substandard but also caused pecuniary
advantage to the contractor to the tune of a lakh of rupees being
the minimum cost of 23366 bags of cement. This has resulted in
corresponding loss to Government of Rs. one lakh. It has also re-

commended that action be taken for the recovery of this amount
from the contractor concerned.”
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3.63. The Committee were informed during evidence that as a
result of the S.P.E. enquiry, the disciplinary aspect was referred to
the Central Vigilance Commission (CVC). The C.V.C. reported as
follows:—

“The charge that Shri...... was responsible for wrongfully
causing loss to Government and causing the execution of
substandard work is not sustained; the charge of failure-
to maintain absolute integrity is also not provided, the
charge of failure to maintain absolute devotion to duty
is proved. On the one charge on which the inquiring
officer felt that it has been proved, the CVC took a
different view. While agreeing on the exoneration on.
two charges, they did not accept the findings on the third
charge against the officer; they advised that the entire-
charge against Shri...... may be treated to have been
not proved and the officer exonerated.”

3.64. The Committee enquired whether the arbitrator in the
runway contract case had given any reasons for rejecting Govern-
ment's claim. The witness stated that no reasons had been recorded
by the Arbitrator nor it was necessarv for him to do so. In regard
to the taxi trade’contract, the witness stated that the arbitration
proceedings were still pending. When the Arbitrator retired, he:
was requested to continue. As his terms were very unreasonable
Government decided to appoint another officer who was still in
service. This position was contested by the contractor whose view:
was that the arbitration proceedings could not be changed from one
arbitrator to another. He had. therefore. taken the matter to the

Court. A decision was now awaited.

3.65. To a question whether Government’s position in this case
was inherently weak since the witness had himself stated earlier
{Para) that according to the engineer it was really a tribute to the
tenderer that in four months he could do a job of this magnitude.
the representative of the Ministry stated that, “The Engineers and
the Engincering-in-Chicf with whom I had discussed are empha-
tic that he carried out the work in quantity as well as according to-
specifications that was entrusted to him under the coniract. It is
on their opinion that I expressed my view that it was quite an.
achievement of this contractor or anyone else with labour intensive
methods to execute the work of this magnitude.”

He added, “Government can go against an Arbitrator's verdict
only on the ground of corruption or of his acting mala-fide. For us
to prove that he had acted mala fide in this case was just not possible-
because we did not have the evidence for that. About the Govern-
ment’s position I would like you to know that we are between one-
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stool and another. Even if we feel that the work which has been
«one is in accordance with the contract, we will still be questioned as
we are being questioned today about the adequacy or inadequacy of
‘the contract. The technical opinion in this particular case all along
has been that the contractor is not at fault and there is no case against
Aim. We have got this technical opinion on record more than once
«given by the Engineer-in-Chief that according to the terms of the
«contract the contractor has fulfilled his conditions and there is no
ground for going against him, yet, we went to fight a case on the
‘basis of those poor samples. sub-standard mix and so forth, which
-were taken. but as accepted by engineers. not necessarily by people
like me.”

3.66. The Committee enquired whether the works sanctioned in
December, 1968 at an estimated cost of Rs. 65 lakhs would really be
adequate to make the airfield fit for operational use in view of the
apprehensions about suitabilitv of the site and absence of sub-soil
drainage. The representative of the Ministry stated: “In a matter
-of this kind Government has to abide by the opinion of their techni-
ral experts. Obviously, there would be two or three alternatives to
the action which we have taken. One would be to abandon this
airfield. find another area, acquire fresh land and build a new air-
field ab initio according to permanent specifications taking the
requisite amount of time necessary for them. I am quite sure that
alternative would have cost us many, many times more. The second
alternative would be to scrap the runway and taxi-track, go down
to the soil, do the sub-soil drainage and relav all vour concrete and
‘things again, taking all the necessary safeguards. Even this alterna-
tive, I am sure, will cost much more than what has cost now. Also,
there will be the time factor involved in doing that. So, 1 take it
that the decision is based on a totality of considerations. Having
spent so much money it is better to spend some more to rectify this
airfield than to scrap entirely the work which has been done.” Asked
4o state his views in the matter, the E-in-C replied: “I can assure
vou that with the work which we will now be doing. as far as the
runway and drainage are concerned, it would be useful and up to
the same standard as anyv other normal airfield” To a question
whether any further investment over and above Rs. 65 lakhs already
sanctioned would be required, the witness replied “At present there
is no expectation of any more expenditure than this. This is based
-on the assessment of the deficiencies which have to be rectified.”

3.67. The Committee enquired whether the work would be exe-
<cuted through the same contractor. The witness replied “When we
started proceedings against him, we stopped giving work to the
-contractor. In the first case, now the arbitration has gone in his
davour. There is now no ground for blacklisting him. In the other
rase, a view has yet to be taken.”
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3.68. In a further note on this subject the Ministry have stated
as follows: , :

“Work sanctioned in December, 1968 for improvement to
runway and area drainage has not yet been completed.
The work consists mainly of two portions, Rs. 38.75 lakhs
for runway and Rs. 23.49 lakhs for the area drainage. The
work on area drainage has been taken in hand and will
be completed within time scheduled for completion. It
has, however, not been possible to commence wWork on the
runnway as even leading contractors are not coming for-
ward to do the work inspite of issue of tenders twice. Only
the National Building Construction Corporation Ltd. (a
Government concern) has quoted twice for this work but
their rates are very high and unreagonable. Their latest
quotation in spite of economising the specifications, has
shot up to Rs. 57.08 lakhs approximately from Rs. 51.71
lakhs approximately quoted in the first instance, against
Rs. 38.75 lakhs sanctioned in the administrative approval.
The firm has attributed the reasons for their high quota-
tion due to disturbed working condtions in Assam and
unpredictable efficiency of local labour to handle this
type of work, while importing of labour from outside is
resented by the local population. The work may now
have to be taken in hand with departmental labour.”

3.69. The Committee enquired whether the airfield was being
put to any use at present. The representative of the Ministry stated
that “some small use is being made occasionally by transport air-
craft and helicopters also.” He added “The position is not that we
are loth to using this airfield unless we have to; the position is that
if we had an emergency, we would use it even today and we are
going ahead to make it as usable as any normal airfleld. That is
our intention....... Of the eleven or twelve projects taken up, you
will find that this is the only one which was built in four months
and this is the only one that has suffered these defects. All the
other airfields including the air field built by the same contractor
have not shown the same trouble because they had more time.”

3.70. The Committee enquired about the remedial measures
taken in the light of the experiences in this case. The Ministry have
stated in a note that “Instructions have been issued to all exe-
cutive formations on works of quality concrete. Further, in order
to achieve high standards of work, field laboratories have been set
up at various levels to keep control on the quality of materials and
workmanship, as the work proceeds”.

854 (Aii) LS—10.
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3.71. The Committee are of the opinion that the Military Engin-
eering Department accepted sub standard work done by the con-
tractors in respect of the runway as well as taxi-tracks. The
representative of the Ministry of Defence stated that in the view of
the engineers, “it is really a tribute to the tenderer that in four
months, he could finish a job of this magnitude”. The engineers of
the MLE. Department could not, in the circumstances of the case be
expected to express a contrary view. In any case it is difficult to
square this view with the findings of the user (the Air Force)who
reported within four months of taking over the work that the con-
dition of the air field “has given cause for concern” and raised “the
vital question of safety of valuable aircraft and even more valuable
pilots.” Listing the defects found in both the taxi-tracks and the
runaway, the Air Force Wing pointed out they, “have cracked at
many places” creating “pot holes”, “of }” to 6” width which are a
real danger to aircraft taxing, taking off or landing”. The Wing
reported that the pot holes “revealed that the material can be easily
scrapped with an ordinary sharp edge” “with some of the holes filled
with just plain tar which is washed away in rains or melted with
heat”. It was also stated that no proper camber. “had been provi-
ded on the run away,” which was “waterlogged at many places” with
the further possibility of this condition “getting aggravated with
heavy rains”. This, they pointed out “can lead to serious accidents”
when aircraft take-off on land.

3.72. It is alse significant that laboratory analysis of certain sam-
ples of concrete used in the run way and taxi-tracks though carried
out rather belatedly—disclosed that the concrete used was “leaner
than specified in the contract.”” The Ministry of Defence have stated
that the technical opinion is that such sample analysis carried out
ex-post-facto cannot yield reliable results. However, the Committee
find that a team of technical experts constituted by the Vigilance
Commission to go into this question came to the conclusion that,
while “complete reliance may not be placed on the result of chemical
analysis” and “errors of 20 per cent to 25 per cent on an average are
not unlikely”, these data could still provide “useful confirmatory evi-
dence in cases where the strength or other properties of the mortar
or concrete are found, on inspection and after carrying out other
tests, below that generally expected”. In any case, the fact remaing
that the Defence authorities have been obliged to carry out further
works for improving the condition of the air field at a cost of Rs. 85

lakhs. This constitutes as much as 43 per cent of the original cost of
the work.

3.73. The Committee also feel that the designs for the work which
were drawn up by the M.E.S. were defective. There was for in-
stance an omission to provide adequate sub-soil drainage. The ab-
sence of this and “a proper camber” for the runway led to uneven

settlement of the sub-soil, with all attendent consequences, such as
water-logging, cracks etc.
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3.74. In the light of the foregoing position, the Committee feel
that the case needs to be re-investigated to ascertain whether under
normal circumstances, a work of this kind would have deteriorated
to the extent reported, unless it had not been satisfactorily executed.
The question whether and to what extent the designs for the work
were defective should be also examined in the course of this re-in-
vestigation. The Committee suggest that the re-investigation be
done by an independent body of professional experts. Based on
their findings, appropriate action should be taken.

3.75. One other aspect of the case calls for comment. Govern-
ment apparently took an inordinately long time to finalise the preli-
minaries in connection with this work. Sometime in 1961, it was
decided that the Services should be kept in a state of readiness and
a list of 11 or 12 air-fields was drawn up to be got ready by April,
1963. However, preliminary examination of the work in connection
with this particular airfield was not completed till December, 1962/
January, 1963 when the contracts were concluded. As against a
period of one to two years that Government took to finalise the preli-
minaries in connection with the work, the contractors were given a
period of 4/5 months for actual execution of the work, It should be
examined why this situation arose, particularly in the execution of
work that was considered of an emergent nature.

3.76. The Committee note that it may not be possible to proceed
against the contractor whe executed the work on the run way, as an
arbitrator to whom the case was referred did not give a decision in
favour of Government. The other case relating to the work on taxi
tracks is still stated to be under arbitration, The Committee would
like to be apprised of the outcome of the arbitration proceedings.

Premature construction of residential accommodation for Air Force
units

Audit Paragraph

3.77. Government sanctioned in March 1964 a project for provi-
sion of accommodation for a certain unit at a station. The project
inter alia included construction of 41 quarters for the married per-
sonnel of the unit. Even though the works relating to the technical
accommodation for the unit were yet to be released for execution,
construction of the residential accommodation was taken up in De-
cember 1964 itself. These were completed between November 1965
and June 1966 at a cost of Rs. 7.01 lakhs but are still lying vacant
(December 1968) as the unit is yet to be set up.

3.78. Similarly, at another station where a certain unit was being
set up, accommodation for the married personnel was built in Sep-
tember, 1966 before the construction of the technical accommodation
for the unit was finally approved. The residsntial accommodation
(consisting of 58 quarters) costing Rs. 11 lakhs is lying vacant as
the unit has not yet been established (December 1968).
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3.79. The Ministry have stated that the ciscumstances in which
the units were not positioned as planned could not be foreseen and
that, for easy planning and economy in providing external services,
construction of the residential accommodation had been taken up
along with that for certain other units.

3.80. It is, however, difficult to see why, for ease of planning and
economy in providing external services, actual construction of the
residential accommodation need have been taken up before com-
mencement of construction of the technical accommodation.

[Paragraph No. 24—Audit Report (Defence Services), 1969].

3.81. In their note dated the 25th February, 1970, the Ministry of
Defence have stated that the vacant quarters at both the stations
were being looked after properly and there was no danger of their
occupation by unauthorised persons or any damage being caused to
the buildings. It was also stated that there was no scope of these
quarters becoming permanently surplus to requirements.

3.82. The Committee find that in both the cases mentioned in the
Audit paragraph the construction of residential accommodation at a
cost of Rs. 18.01 lakhs preceded the construction of technical accom-
modation to be provided to the two units which were to have been
positioned at these stations. The accommwdation has, however, not
been utilised, as the units have not so far been stationed at these
places. While delay in the positioning of units due to unforeseen
circumstances is understandable, the construction of residential quar-
ters before any provision has been made for technical accommodation
for the units shows a deficiency in planning. The Committee would
like to be informed when the decision not to set up the units was
taken and whether at that time the feasibility of stopping further
construction of accommodation was examined. The accommeodation
should also be transferred forthwith to other needy organisations,
if there is no prospect of their use by the Services.

Land requisitioned for a work
Audit Paragraph

3.83. In February, 1964 Air Headquarters sanctioned construction
of a bomb dump to permanent specification at a station at a cost of
Rs. 43.20 lakhs.

3.84. Initially, it had been thought that for that work 38 acres
of land would be required. This was later increased to 45 acres and
a revised sanction to expenditure of Rs. 46.37 lakhs issued in Octo-
ber, 1964. However, at the suggestion of the civil authorities 72 acres
of land were actually requisitioned and taken over in September,
1964, the recurring compensation therefor being Rs. 47,530 per annum
in addition to an initial compensation of Rs. 1.15 lakhs. Later, due
to a change proposed (May 1967) in the design of the bomb dump
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to temporary specifications, a Board of Officers reassessed that only
18 acres of land would be needed. The excess 54 acres of land al-
ready requisitioned have not been released so far (January 1969).
The compensation for the 54 acres of land (which are not required)
from September 1964 onwards is thus unfruitful. This amounted
to Rs. 2.41 lakhs upto January, 1969. A major part of this land is
under unauthorised occupation by the owners themselves. The
Ministry have stated (January 1969) that the fluctuations in the land
requirements at the station were on account of the constant review
necessitated by the changing role of the station. Even so, there was
no justification for requisitioning when 45 acres were (according to
the sanction) required, 27 acres in excess. The compensation for
that excess land upto January, 1969 was Rs. 1.20 lakhs.

3.85. Between 1964 and 1966 stores worth Rs. 7 lakhs were also
collected for the project. As execution of the project has not yet
been taken up (January 1969), Rs. 6.97 lakhs worth of stores have
been transferred to other projects. The expenditure on handling,
freight care and custody and other incidental charges of those stores
was Rs. 1.83 lakhs.

[Paragraph No. 27—Audit Report (Defence Services), 1969].

3.86. In their note dated the 25th February, 1970, the Ministry of
Defence have stated that the civil authority had advised the Air
Force “regarding the area to be requisitioned taking into considera-
tion the need to avoid sub division of holdings.” The areas (72 acres)
suggested by the civil authority was accordingly accepted by the Air
Force. It was further stated that the field authority could not “take
over the land in excess of the administrative sanction.” But the
land was taken over in accordance with the advice of the civil autho-
rity in anticipation of the sanction from Air Headquarters.

3.87. Explaining the reasons for the delay in re-assessment of
land and the reasons for not releasing 54 acres of land when the
requirement of land was reduced in May, 1967 to 18 acres, the Min-
istry of Defence have apprised the Committee of the following posi-
tion:

“In June 1965, the Key Location Plan of ...... changed from
Fighter to Transport Squadron as a result of which the
need for a Bomb dump in ...... had to be reviewed. In
November 1966, Air HQ decided to have a temporary
Bomb Dump at ...... to meet their requirement. In
August, 1968, Air HQ came to the conclusion that even
though the KLP of ...... was changed from Fighter to
Transport Squadron the station may be used as a base for
fighters during an emergency and, therefore, decided that
a half permanent dump should be provided at ...... ac-
cording to the revised drawing for a dispersed Bomb
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Dump. The reduction of the requirement of land to 18
acres in May, 1967 was on the basis of providing only a
temporary bomb dump...... The reason for not releas-
ing 54 acres of land in May, 1967 was that the various pro-
posals mentioned above were only the thinking of Air
Headquarters in the matter and as it was clear that the
project sanction could be issued only with Government
approval. Thus the decision to release the land could have
been taken only after final Government decision on the
scope of the project at ...... In the meanwhile, a further
change took place and Air Headquarters came to the con-
clusion in June, 1967 that a temporary bomb dump would
not do and that what should be provided in ...... was a
half permanent dump. This was finalised in August, 1968.
“Having requisitioned the land with an area of 72 acres,
it would have been embarrassing for Government to de-
requisition the land and move for requisitioning the land
again later. Therefore, Air Headquarters decided to wait
for a final decision on the scope of the project; unfortu-
nately some delay occurred in taking final decision.”

3.88. The Committee enquired whether it was a fact that the Min-
istry of Defence had approved in October, 1969, the requirements as
40 acres and authorised the derequisitioning of 32 acres. In reply,
it has been stated: “The requirement of about 40 acres (39.74 acres)
of land has been fixed on basis of War Reserve for Squadrons. The
earlier requirement for permanent dump had been assessed as 45
acres. But even though the new requirement is for half a permanent
dump, the land required is 40 acres and in deciding the extent of the
land, the Explosive Regulations have been fully kept in mind. The
new site would be in accordance with the latest drawing approved
in September, 1968.”

3.89. Regarding the unauthorised occupation of the land by the
owners themselves, it has been mentioned that out of the total area
of 72 acres requisitioned, approximately “41 acres had been encroach-
ed upon”. In spite of the request made by the Military Estates Offi-
cer that no payment should be made to the owners pending proper
enquiry, the civil authority made some ‘on account’ payments to
persons concerned.

3.90. The Committee consider that it was not appropriate for the
Air Force Authorities to have gone in without proper sanction for 72
acres of land for this project against the actual requirement of 45
acres. It has been stated that this was done to avoid sub-division
of holdings, but if this were so, it is not clear how proposals for de-
requisitioning 32 acres have been approved by the Ministry of De-
fence. It is clear that land was obtained far in excess of require-
ments there was also avoidable delay in working out the require-
ments as this process tock about four years.
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3.81. The Committee have in their past reports repeatedly stressed
the need for the Defence Authorities to undertake a periodical re-
view of the position in regard to acquired lands so that those which
are not required might be speedily disposed of. A reference in this
connection is invited to the Committee’s observations in paragraph
5.66 of their Sixty-Ninth Report (Fourth Lok Sabha). The Commit-
tee note from the replies furnished to them in this regard (vide page
132 of the Ninety-Ninth Report) that the review is still in progress,
The work should be expeditiously completed.

3.92. The Committee also suggest that in this particular case ap-
propriate steps should be taken to make recoveries from the owners
of the land who are stated to have occupied part of the land in an
unauthorised manner. The matter may also be taken up with the
civil authority as to why compensation was paid to them inspite of
the fact that the Military Estates Officer had made a request that no
payment should be made to the owners pending proper enquiry.

3.93. The Committee also note that stores worth Rs. 7 lakhs were
collected for this project. But, as the execution of the project was
delayed, Rs. 6.97 lakhs worth of stores had to be transferred to other
projects and in that process Rs. 1.83 lakhs were spent on freight and
other incidental charges. This expenditure of Rs. 1.83 lakhs could
have been avoided if the project had been properly planned and exe-
cuted Government should go into the question of delay in execution
of the project and find out why a project conceived in February,
1964 could not be executed even by January, 1969.

Infructuous expenditure due to delay in release of surplus land
Audit Paragraph

3.94. For construction of certain buildings at an airfield 813 acres
of cultivable land were requisitioned at a station in January, 1966
at an annual rental of Rs. 530 per acre. In April 1966 a Board of
Officers convened to reassess the requirement of land recommended
that 252 acres out of 813 acres already requisitioned be released.
This Board also resited some of the buildings as a result of which
another 121 acres of land had to be requisitioned. While the addi-
tional land was requisitioned in September 1966, release of the sur-
plus land was approved by the Air Force Command Headquarters
only in May 1967 and the land was actually derequisitioned in Sep-
tember, 1967. The delay in release of the surplus land resulted in
unnecessary expenditure of Rs. 1.49 lakhs (approximately) on pay-
ment of rental.

3.95. An enquiry has been ordered (January 1969) to investigate
the reasons for the delay in releasing the land.

[Paragraph No. 28—Audit Report (Defence Services), 1969.]
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3.96. In their note dated the 25th February, 1970, the Ministry
of Defence have stated that it was not correct to say that the need
for 121 acres of land had arisen as a result of fresh assessment made
in April, 1966. The Sitting Board constituted in April, 1966 was for
the purpose of considering whether the Air Force requirements could
be met in a lesser area of land. The Ministry of Defence have, how-
ever, admitted that “there was an avoidable delay in issuing orders
for the derequisitioning of the surplus 252 acres.”

3.97. Regarding the result of the Court of Inquiry, the note has
pointed out that the Court was unable to suggest any disciplinary
action against the concerned Officer who had since retired.

3.98. This is yet another instance where land in excess of the ac-
tual requirement was not derequisitioned in time with the result that
there was unnecessary expenditure of Rs. 1.49 lakhs towards rental
of the land. An inquiry held into the case disclosed that disciplinary
action could not be taken against anyone as the concerned officer had
retired. The Committee would like Government to take necessary
steps in order that such cases do not recur in future. Assessment of
the requirements of land should be done at the initial stage realisti-
cally so that it does not become necessary to de-requisition the land
subsequently,



v
GENERAL

4.1. The Committee have not made recommendations/observations
in respect of some of the paragraphs of the Audit Report (Defence
Services), 1969 relating to the Ministry of Defence. They expect
that the Ministry will none-the-less take note of the discussions in
the Committee and take such action as is found necessary.

New DewLui; ATAL BIHARI VAJPAYEE,
April 28, 1970. Chairman,
Vaisakha 8, 1892 (S.) Public Accounts Commitiee.
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APPENDIX

Summary of main conclusions|Recommendations (Referred to in

para 4 of introduction)

Para

Ministry/
No.of Department

Report concerned

Conclusions/
Recommendations

2

3

4

1.62.

1.63.

-Do-

Deptt. of
Defence
Production.

The Committee are far from happy
about the progress achieved in the
manufacture of this weapon. The in-
vestment in the project, which was
sanctioned in 1959, has by stages am-
ounted to over Rs. 9 crores. 184 wea-
pons were to be produced in three
phases, the first phase covering 60
weapons to be completed by April,
1962, later changed to October, 1964.
The rate of production was also to be
scaled up by degrees to eight units per
month starting from November 1967.
None of these expectations have been
realised. The 60 weapons to be pro-
duced in the first phase were actually
completed in August, 1967 i.e, after a
delay of 3 years. The maximum rate
of production achieved so far has been
2.5 units per month—less than even
what was contemplated in 1964, when
it was fixed as 4 per month. The subs-
tantial shortfall in production has
compelled Government to resort to
import of this weapon at a cost of
over Rs. § crores. It has also led to
the accumulation of imported com-
ponents and sub-assemblies valued at
Rs. 1.14 crores, which can be used up
only when production is stepped up.

Apart from shortfall in produc-
tion, the target set for indigenisation
of production of components has also

i48
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1.64.

1.66.

Deptt. of
Detence
Production.

not been achieved. It was expected
that 80 per cent of the components
would be indigenously made by 1964.
The present position however is that
43 per cent of the components still
continue to be imported.

The Committee are aware that the
production of a complicated weapon
of this nature will present difficulties
in the situation which obtains in the
country e.g., lack of adequate indus-
trial base, know-how ete. But it would
appear that the Defence authorities
consistently over-simplified these diffi-
culties and set fanciful targets for
production at every stage, even after
having become aware of the difficul-
ties that arose. As late as November,
1965—after the project had worked
for over six years—Government sanc-
tioned provision of extra facilities for
raising the scale of production to 8
units per month, though till then the
average production had not exceeded
1 per month.

The Committee note that Govern~
ment are themselves exercised over
the slow progress of the project and
have set up a Departmental Commit-
tee to go into this question. The Com-
mittee would like the work to be ex-
peditiously finished, and to be appris-
ed of their findings as also of the
measures to correct the existing si-
tuation.

Apart from lack of adequate know
how and various other procedural de-
lays, an important factor which appa-
rently retarded the progress of the
production would appear to be the
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1.67.

Deptt. of
Defence
Production.

fact that co-operation from the fore-
ign collaboration has not been so ra-
pidly forthcoming. It was stated dur-
ing evidence that at the initial stage
“there was difficulty in getting all the
drawings etc.” from the collaborators
and this, in turn, led to delay in pro-
curement of plant and machinery
needed for indigenous production. The
Committee would like it to be im-
pressed on the collaborators that the
progress in production has not been
satisfactory and that they have to
share the responsibility for this state
of affairs. For the future, Govern-
ment should examine what safeguards
should be built into collaboration ag-
reements of this type, so that the col-
laborator gets a stake in ensuring that
contemplated production  schedules
are achieved. Ultimately the solution
to the problem lies in developing ex-
pertise in the country through inten-
sified research and development
effort.

The Committee also note that 16
out of 159 machines for which orders
were placed between February 1966
and May, 1966, as part of the pro-
gramme to step up production are
still to be received, though they were
to have been received between April
1966 and April 1969. Government
should take steps to ensure that these
machines are delivered without fur-
ther delay. It is essential that pro-
duction be stepped up, apart from
other reasons, for ensuring that im-
ported components worth Rs. 1.14
crores, now lying unused, are utilised
before their shelf-life expires.
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7.

1.68. Deptt. of

1.69.

1.70.

Defence
Production.

-do-

-do-

The Committee observe that this
weapon is no longer in use in the
country of manufacture, which has
switched over to surface-to-air mis-
siles. The Committee have in para-
graph 1.20 of their Ninety-Ninth Re-
port (Fourth Lok Sabha) already
stressed the need to develop missile
technology in the country, in the con-
text of developments elsewhere in the
world. In any programme for future
production: of this weapon, it is ne-
cessary that Government should keep
in view its plans for development of
missiles, so that production is based
on a proper appreciation of the role
and scope for use of this weapon wvis-
a-vis others proposed to be developed.

The Committee note that 3057
fuzes for this ammunition produced
indigenously at a cost of Rs. 40,000
have turned out f{o be defective. Due
to production not having been satis-
factorily  established, = Government
have been forced to resort to import
of fuzes. 60,000 numbers were import-
ed in 1964, 1,20,000 numbers in 1967
and an identical number in 1968.

It is a matter for concern to the
Committee that it has not still been
possible to identify the cause for
failure of the indigenous fuzes. The
matter needs to be pursued with the
collaborator who should be asked to
rectify the fuzes at his cost and re-
imburse Government for the losses
sustained. The Committee would also
like to be apprised of the steps taken
to stabilise indigenous production at
a satisfactory level, so that imports
could be avoided. It seems particularly
necessary to stop imports, as imported
fuzes are stated to be costlier than in-
digenous fuzes.




2 3.
10. 1.110. Deptt. of
Defence
Production.
11. 1.111. -do-
12. 1.112. -do-

The Committee are concerned to
observe that ammunition worth Rs.
3.58 crores imported for the use of the
services has turned out to be defec-
tive. It has been stated that the firm
which supplied the ammunition has
agreed to rectify the defects at their
cost and that a programme for this
purpose is being worked out. The Com-
mittee would like the arrangements to
be speedily finalised and intimated to
them.

The orders for the import of this
ammunition valued at Rs. 7.22 crores
were placed with the firm in Septem-
ber, 1966. The ammunition was “re-
ceived in several lots on different
dates” till, in February 1968, Govern-
ment decided, after testing the ammu-
nition, that further imports should be
stopped (after a little over 54 per cent
of the ‘contracted’ quantity of ammuni-
tion had been delivered). The ‘check
proof’ on the ammunition are stated to
have been carried out on different
dates between June 1967 and June 1968,
and their results to have become avail-
able between February 1968 and De-
cember, 1968. The Committee wou'd like
Government to investigate why the re-
sults of the check-proof betame avail-
able so belatedly, and whether this de-
lay made timely action for stoppage of
further import impossible. It should algo
be investigated whether there was de-
lay in starting the check proof imme-
diately after the first consignment of
imported ammunition was received.

The Committee were also given to
understand that the ammunition was
tested before import and the inspection
tests were carried out by the experts
of a foreign country, when observers
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13.

14.

1.113.

1.114.

Deptt. of
Defence
Production.

-do-

from our country were also present. It
is not clear how the fact that the am-
munition was defective in the matter
of dispersal as well as range escaped
notice during this inspection. The Com-
mittee would like this aspect of the
matter also to be thoroughly investi-
gated.

The Committee would like to be ap-
prised of the findings of the investiga-
tion into all the foregoing points.

The Committee observe that in-
digenous manufacture of this ammuni-
tion was undertaken in June 1967 in
collaboration with the foreign sup-
plier. As the ammunition produced in-
digenously was also found to be defec-
tive, further production has been sus-
pended. The financial repercussions of
the suspension of production was esti-
mated at one stage as Rs. 25.85 lakhs,
though it has been stated that the final
position in this regard is still to be
worked out. Government have inform-
ed the Committee that negotiations are
in progress with the collaborator for
rectifying the defective ammunition.
The Committee would like to point out
in this connection that the collabora-
tion agreement casts an obligation on
the collaborator to supply material of
the highest quality for purpose of pro-
duction. It should therefore be impress-
ed on the collaborator that any rectifi-
cation will have to be at his cost, and
that he would have to reimburse Gov-
ernment for the losses sustained as a
result of stoppage of production, after
the losses are finally assessed. The
Committee would like these negotia-
tions to be expeditiously finalised and
to be apprised of their outcome.

One point relating to the indi-
genous production of the ammunition
calls for investigation. The first 1ot of
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15.

1.115.

Deptt. of
Defence
Production.

ammunition is stated to have been pro-
duced “in early 1967”, and “subjected
to proof in April, 1967” when “disper-
sion in range and accuracy beyond
Range Table limits was observed”. It
is not clear why in the circumstances
the bulk production of the ammuni-
tion was commenced in June 1967. The
Committee would like this matter also
to be covered in the course of investi-
gations into this case which they have
suggested earlier.

The Committee would also like
Government to take note of certain
other aspects of the case which emerge
out of the information furnished—

(i) The production of a related am-
munition was also taken up in
the ordnance factories from April
1964. The production of this
ammunition which, according to
the representative of the De-
partment of Defence Production
“did not present much difficulty”
has consistently been falling
short of targets since 1964-65. The
indigenous cost of tail fins, one
of the components of the related
ammunition, has been Rs. 24.68
each as against the imported cost
of Rs. 15.48 per unit. Steps
should be taken to bring up the
production to the desired targets
and reduce the cost of manu-
facture of the tail-fins.

(ii) It took more than two years to
complete the civil works for the
project which was sanctioned by
Government in May, 1962. The
civil works costing Rs. 1.95 lakhs
were originally planned to be
completed within 9 months i.e.
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1 2 3.
16. 1.125. Deptt. of
Defence
Production.

by February, 1963 but were ac-
tually completed only in August,
1964, The Committee would like
Government to take steps to en-
sure that similar delays do not
occur in future.

(iii) The commencement of produc-
tion would also appear to have
been delayed because certain
items of plant and machinery
were belatedly ordered. It was
stated during evidence that the
collaborator did not disclose the
manufacturing designs at the
time of negotiation and that
therefore the need for these items
of equipment could not be vis-
ualised. The Committee are not
very happy that this occurred
and would like Government to
take adequate steps to protect
their interests in negotiations of
this kind with collaborators
which they may undertake in
future,

The Committee observe that Gov-
ernment incurred an extra expenditure
of R, 6.02 lakhs on the manufacture of
23,000 number of a component of a
weapon in a public sector company,
when an ordnance factory was produc-
ing the same item at lower cost. Further
orders for production of 15,000 numbers
of the same component had also been
placed with the Company. It has been
stated that “matching capacity” for
production of this item and another
component has been set up in the Com-
pany which it is necessary to utilise.
The Committee would like Government
to examine whether the capacity in the
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1 2 3
17 1.126  Deptt. of
Defence
Production.
18 1.141 -do-
19 1.142 -do-

company could be put to more econo-
mic and alternative u-es, so that pro-
duction of the component could be ma-
ximised in the ordnance factory which
is manufacturing it at a cheaper cost.

The Committee also observe that
in respect of the other component of
the same weapon the labour and ma-
terial costs are higher in the ordnance
factory than in the Company. The rea-
sons for this should be investigated and
steps taken to reduce these elements
of costs.

This is another instance where pro-
duction of an item undertaken with
foreign collaboration feil short of anti-
cipated levels necessitating imports to
the tune of Rs. 27.40 lakhs. The case
illustrates the need for ensuring that,
where foreign collaboration is sought,
it is on such terms, which will give the
collaborator a stake in ensuring that
the stipulated production schedules are
achieved. The Committee have made
observations on this point elsewhere in
this Report.

Though the shortfall in production
was caused by a variety of factors, one
major factor was that the collaborator
who was to supply technical document-
ation by December, 1963 did not com-
plete the supply till July, 1966. In the
agreement executed with the collabora-
tor there was no penalty clause to bind
him to supply the technical deocuments
withi~ the stipulated period. The re-
p~sentative of the Department of De-
tence Production admitted during evi-
dence that the incorporation of such a
clause in agreements of his nature
would be desirable. The Committee
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20

21

22

1.143

1.144.

1.162

Deptt. of
Defence
Production.

-do-

-do-

trust that this point will be kept in
view in any arrangements made with
foreign collaboration in future.

The Committee note that this item
is being produced for an aircraft which
has been in service for quite some time,
The Committee trust that in any future
programme for production of this item,
Government will keep in view their
plans in regard to phasing out of this
aircraft so that production does mnot
continue beyond a predetermined date.

The Committee observe that a
wagon containing charges required for
the manufacture of this item was mis-
placed for two months after which it
was traced out and sent to the consi-
gnee. This raises the vital question of
security of valuable defence consign-
ments. The Committee trust that in
future it will be strictly ensured that
any consignment containing ammuni-
tion or any vital defence material is
sent with proper escort.

In the Committee’s view, this case
spotlights the weaknesses in our de-
fence production programme arising
out of the gaps in indigenous know-
how. This project was started as far
back as 1957. It envisaged the indige-
nous production of a new type of am-
munition required by the Army out of
which an annual saving in foreign ex-
change of Rs. 58 lakhs per annum was
expected to accrue. After thirteen
years, the project has still not got off
the ground and the imports continue,
the last batch of imports valued at Rs.
3.05 crores having been made in 1967.

The efforts to produce the ammu-
nition have so far failed, because fore-
ign sources from which help had been
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24

25

1.164.

1.165

Deptt. of
Defence
Production.

Min. of
Defence/
Deptt. of
Defence
Production.

expected initially showed “absolute re-
luctance” to pass on the designs and the
drawings. Attempts were thereafter
made to produce on our own two out
of three vital components of the am-
munition, i.e., the propellant, the cart-
ridge case and the fuze. Propellants
worth Rs. 9.29 lakhs were manufactur-
ed in an ammunition factory in 1965 but
when they were tried out there were
“two serious accidents.” The cartridge
case presented difficulty because special
steel needed for their production was
not available to specifications from the
steel producers in the country. The
machines imported for the production
of these cases at a cost of Rs. 8.17 lakhs
had frequent break-downs and produced
cases which were “not....completely
cylindrical.”

The Committee have already em-
phasised in paragraph 120 of their
Ninety-Ninth Report (Fourth Lok
Sabha) the need to step up research
and development effort in the field of
defence production. This case illustrates
how urgent this need is. The Commi-
ttee have been given to understand that
that Research and Development Orga-
nisation has succeeded in producing a
propellant which has given “encourag-
ing results” in trials. The Committee
have no doubt that the propellant will
after further trials thit are proposed to
be carried out, be developed expediti-
ously to facilitate speedy production of
the ammunition.

The Committee would like to
mention certain other points arising
out of this case:—

(i) The firm which supplied the
equipment for manufacture of
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cartridge cases should be
speedily prevailed upon to re-
ctify the defects noticed in the
equipment.

(if) Civil works in Defence Produc-
tion are at present taking an
inordinately long time. In the
inf¥ant case the works were ad-
ministratively approved in
1962, planned to be completed
in 1964, but actually finished
only in 1966. Other instances of
this type are mentioned else-
where in this report. In order
that this may not become a
bottleneck, adequate steps
shauld be taken to ensure ex-
peditious completion of civil
works for future projects.

(iii) The factory produced the
propellants in this case unne-
cessarily on a large scale (Rs.
9.29 lakhs). This was wasteful,
considering that the propellant
had not been proved by then.
It should be ensured that, in
future, items which are to be
proved in technical trials are
not produced in quantities in
excess of those reasonably re-
quired for trial purposes.

(iv) The country is still dependant
on imports for its critical re-
quirements of special steels.
The scope for establishing in-
digenous production ot an ac-
ceptable quality should be exa-
mined as a matter of priority
by the Ministry of Defence in
consultation with the D.G.T.D.
Any research support required
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27 1.176.

Deptt. of
Defence

Production.

Deptt. of
Defence

Production.

for this purpose should be ob~
tained from the C.S.LR. or the
Defence Research Labora-
tories.

The Committee note that the De-
fence Department continues to import
forgings for making crankshafts for
Nissan vehicles, though facilities for
the indigenous manufacture of these
crankshafts have been set up. Indige-
nous manufacture was expected to
commence in ordnance factories by
June 1968, but this expectation has not
materialised, due to the inability of
the Defence Department to locate re-
liable sources of supply for castings.

The Committee have in their para-
graph...... of their 104th  Report
(Fourth Lok Sabha) drawn attention
to the existence of large unutilised ca-
pacity in the casting- and forgings in-
dustry in the country. The Defence De-
partment should, therefore, endeavour
to tap this capacity, so that imports
could be done away with. For this pur-
pose they should work out a program-
me of action in consultation with the Di-
rector General, Technical Development.
Efforts should also be made to bring
down the cost of indigenous forgings
which are at present much costlier
than imported ones.

The Comittee observe that as much as
61 percent of the components of Nissan
trucks are still imported. The Com-
mittee would in this connection, like
to draw attention to their observations
in paragraph 1.39 of their Ninety-Ninth
Report (Fourth Lok Sabha). A pro-
gramme for accelerating the pace of
import substitution should be quickly
drawn up and implemented.




161

28. 1.178. Depit. of
Defence
Production.

29. 1.212.  Min. of
Foreign
Trade/
Deptt. of
Defence
Production.

30. 1.213. Min. of
Foreign
Trade/
Deptt. of
Defence
Production.

The Committee regret to find that
two tube drawing machines purchased
in August, 1953 at a cost of Rs. 2.83
lakhs were considerably under-utilised
due to paucity of orders from the or-
dnance factories, the utilisation being
6 percent last year and 23 percent in
the current year. Further, raw mate-
rials worth Rs. 1.87 lakhs imported
between 1953-54 and 1957-58 are still
lying unutilised. Evidently, the pro-
curement of these machines was not
based on any realistic assessment of
requirements. Government should exa-
mine whether these could, with suitable
modifications, be utilised for other al-
ternative jobs or else whether at least
one of the machines should be disposed
of.

The Committee regret to observe
that though the MMTC had substan-
tial stocks of zinc which they later sold
to actual users at reduced prices; they
did not meet the indents of the Ord-
annce factories for 1531 tonnes of zine.
Consequently the Defence authorities
were obliged to obtain their require-
ments through the open market at
higher rates which resulted in an extra
expenditure of Rs. 12.26 lakhs,

The Contention of the MMTC that they
could not accommodate the Defence
requirements as there had been delays
of over a year on the part of the De-
fence authorities in lifting  stocks
against previous orders, does not bear
close scrutiny. From the information
in this regard furnished to them, the
Committee observe that the Corpora-
tion were as much responsible ag the
Defence authorities for this situation.
In respect of one sale note dated 20th
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Min. of
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November 1965 for 6156 tonnes of zinc,
the material was tendered by the Cor-
poration for inspection by the Defence
authorities after about a year from the
date the order was placed. In respect of
another sale transaction concluded on
the same day for 200 tonnes of zinc,
the Corporation took six months to
segregate the material for inspection.
In regard to two other sale transactions
agreed to in October, 1966 for 1200
tonnes and 589 tonnes respectively, the
stocks could not be lifted pending set-
tlement of the price which took about
ten months. After this issue was set-
tled, there was further delay on the
part of the Corporation in furnishing
particulars required for issue of ins-
pection notes. In fact, supplies were
eventually made only against the sale
note for 1200 tonnes and no material
was tendered for inspection against
the other sale note for 589 tonnes.

Another point is that the MMTC
quoted a provisional price of Rs. 30.50
per tonne to the Defence authorities
(in the instant case) giving them a
month’s time to finalise the transaction.
Yet when they decided later to sell
the stocks at a concessional rate of
Re. 2,700 per tonne, neither the ques-
tion of reducing the price quoted to the
Defence authorities nor that of giving
an adequate extension of the delivery
period, was considered by the Corpora-
tion. The least that the Corporation
could have done in the matter was to
have contacted the liaison officer ot
the DGOF stationed in Delhi to settle
these issues. This was all the more ne-
cessary as at the meeting of the Com-
mittee of Economic Secretaries held on
20th February, 19687, which the repre-
sentative of the MMTC also attended, it
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had been decided that the date for lift-
ing the accumulated stock with the
MMTC should be extended upto 30th
April, 1967. In the circumstances the
MMTC could have ea:cily accommodat-
the Defence authorities both in the
matter of price as well as extension of
dates for finalising the transactions.

Government as a policy is now
canalising more and more imports of
vital raw material through the public
sector undertakings like the STC and
MMTC. 1t is necessary that for meet-
ng the vital needs of Defence and
other Government priority projects,
proper coordination is maintained bet-
ween the consuming Government de-
partments and the importing public
sector  undertakings. Government
should prescribe how the requirements
of defence, public sector undertakings
and Government departments are to
be met from such imports and the price
at which these should be made avail-
able to them.

It would appear that the Defence
authorities were on their part also lax
in pursuing the matter even though
they were experiencing “terrible”
shortage of this critical metal at that
time. The Committee find that two of
the ordnance factories (Katni and
Chandigarh), to whom some exten~
sion of delivery date was granted, fail-
ed to lift the supplies by the extended
dates. A third factory (Ishapur) delay-
ed the inspection till 15th March, 1967
by which time the stocks had been
covered by sale to other eligible units.
Another factory (Jabalpur), could not
obtain the supplies for reasons which
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are yet to be explained to the Com-
mittee. Yet another factory (Ambar-
nath) initially declined the allocation
made by the MMTC “due to a mis-
apprehension”. The Committee would
like the Ministry of Defence to exa-
mine why the ordinance factories fail-
ed to take timely action on DGOF’s let-
ter dated 7th February, 1967 asking
them to place orders immediately on the
MMTC for the quantity of zinc ingots
covered by their sale note of 3rd Janu-
ary, 1967. The Committee would also
like it to be examined how shortages
developed in respect of this critical
item which is normally stockpiled by
the Defence authorities,

The Committee trust that for the
future the MMTC as a public corpora-
tion, would show a greater sense of ac-
commodation in meeting defence re-
quirements of critical items. It should
also be impressed upon the ordnance
factories that they should act in a busi-
nesslike manner while provisioning for
critical items, so that a case of this kind
does not recur.

The Committee observe that a
firm, on which orders were placed for
soap-bars costing Rs. 13.18 lakhs, sup-
plied material which was found on tests
to be “significantly below standard”.
Investigations into the case by the Spe-
cial Police Establishment revealed that
“the firm had deliberately cheated
Government by supplying sub-standard
stores whose value was not even 50
per cent of the contract value” and
that the officials who inspected the
stores “accepted sub-standard stores
from the firm”. Disciplinary proceed-
ings against the officials are stated to
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have been initiated and final action
against the firm is awaiting the finali-
sation of the case in arbitration. The
Committee would like to be apprised of
the further developments in this regard.

The Committee would also like
the loopholes like substitution of goods
while under bond in the suppliers
godowns or under despatch, drawing
of specially selected samples to con-
ceal substandard quality etc. which
came to light during the investigation
of this case, should be plugged by lay-
ing down of fool proof procedures,

The Committee observe that the
firm which supplied sub-standard soap
bars also supplied soft soap costing
Rs. 1.01 lakhs which was found sub-
standard. The sub-standard soap was¢
accepted with a price reduction of 5
per cent, but, after further storage, it
was found that part of the supply had
deteriorated further, Investigations
thereafter conducted by the Special
Police Establishment revealed that the
officer, who inspected the stores before
supply failed to draw samples properly
or label the containers from which the
samples were drawn, The Committee
have been informed that action has
been initiated against the inspecting
officer and that notice has been serv-
ed against the firm for recovery of the
sum of Rs. 19,257, for which a suit will
be filed. The Committee would like to
be informed of further developments.

The Committee observe that the
DGOF in this case placed an indent
with the DGS&D in February, 1965 for
supply of 14 tonnes of ferro-tungsten
without making any provision for fore-
ign exchange. The DGOF had been ad-
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vised earlier by the C.S.I.LR. that three
firms in the country had been licensed
by them to produce ferro alloys but
that this was with imported raw mate-
rials. The D.G.O.F. should have there
fore obtained prior foreign exchange
clearance before raising the indent on
the D.F.S.&D. The omission to do this
and the time spent later in getting the
foreign exchange release resulted in a
situation where the original tenders
lapsed. When fresh tenders were called
and orders placed, Govenment had to
pay Rs. 3 lakhs extra.

The Committee would like the Min-
istry of Defence to examine why the
D.G.O.F. did not obtain prior foreign
exchange release for this transaction in
spite of the information received from
the C.SIR. that the firms licensed by
them for production of ferro-tungsten
were dependent on supplies of raw ma-
terial from overseas.

The Committee would also like
Government to devise adequate proce-
dures to eliminate delays in release of

foreign exchange required for meeting
defence needs.

The Committee observe that the
DGOF placed orders on a firm between
January and October, 1964 for supply
of springs|leaves for Shaktiman trucks.
The firm could not adhere to the deli-
very schedule due to delay in receipt
of import licence from the Iron & Steel
Controller for spring flats and had,
therefore, to be granted extension of
delivery period upto October, 1966. In
the meanwhile, the DGS&D concluded
rate contracts with four firms includ-
ing the one on which orders had been
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placed by the DGOF for supply of the
springs|leaves at cheaper rates. The
relevant lists were, however, not re-
ceived by the DGOF who came to know
ceived by the DGOF who came to know
about these only in June, 1966, by
per cent of the supplies. Non-cancella-
tion of the outstanding orders thus re-
sulted in an avoidable loss of Rs. 1.50
lakhs in this case.

As it has been stated that can-
cellation of the contracts would have
had financial repercussions, the Com-
mittee do not wish to pursue this case
further. However, the case clearly in-
dicates that there was lack of co-ordi-
nation between the DGS&D and the
DGOF. The DGS&D has since decided
to publish lists of the rate contracts
concluded by the Organisation every
month (instead of half yearly so that
all indenting organisations, which make
such purchases, are made aware of the
terms of the DGS&D contracts. The
Committee trust that this would eli-
minate recurrence of cases of this type
in future.

The Committee note that the
C.B.L are investigating into the various
lapses that occured in an ordnance
clothing factory where a special stock
taking ordered by the DGOF in Sep-
tember, 1968 revealed a shortage of
Rs. 2.62 lakhs worth of clothing ma-
terial. The Committee trust that speedy
action will be taken in the light of the
findings of the C.B.I. to fix responsibi-
lity for the lapses noticed. The proce-
dures should also be suitably tightened
up with a view to ensuring strict con-
trol on stocks and periodical stock tak-
ing and reporting of the stock position
to higher officers.
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The Committee observe that after
a deficiency of 29,928 metres of canvas
valued Rs. 1.88 lakhs came to light in
an Ordnance factory in August, 1966,
three enquiries were held in the matter
in September, 1966, November, 1966
and April, 1967. The Committee regret
that the DGOF has even now not been
able to finalice the case after a lapse of
three years. The Committee note that
the second Board of Inquiry came to
the conclusion, after a scrutiny of all
relevant documents, that the shortages
were due to issue of material without
proper documentation. However, fur-
ther investigations were considered ne-
cessary by he DGOF (December, 1968),
with a view to ascertaining the indivi-
dual (s) respon-ible for the lapses]ir-
regularity, if any and to suggest reme-
dial measures. The Committee would
like to be apprised of the action taken
on the findings of the fresh Board of
Inquiry. The Committee would also
like to impress upon Government the
need to ensure that enquiries in cases
of this nature are conducted promptly
and thoroughly. As time is of essence in
such cases, it is imperative that the de-
faulting officials are brought to book
with the least possible delay.

The Committee regret to observe
that due to cumulative administrative
lapses over a period of time, deficien-
ciesisurpluses involving several lakhs
of rupees were noticed in February,
1966, in a number of items of spares
stocked in an Air Force Repair Depot.
The Court of Inquiry ordered to go into
the case found inter alia that ‘super-
vision’, command and control over
stock holders were inadequate’ and
the storage and accounting of stores in
the unit to be unsatisfactory.
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Since deficiencies over Rs. 23
lakhs could not have occurred suddenly
in the course of one year it could be
concluded that the earlier annual stock
takings which had brought out defici-
encies of a few hundreds only must
have been perfunctory. This is also
borne out by the findings of the Court
of Inquiry. In view of this steps would
have to be taken for ensuring proper
stock taking in future.

The Committee observe that re-
midial measures have since been taken
in pursuance of the obrervations| re-
commendations of the Court of Inquiry.
They hope that proper watch would be
kept on the working of the Depot in
future so that such lapses do not recur.

The Committee disapprove of the
delay that took place in investigating
this case. A complaint about misappro-
priation was received in October, 1964
and an audit of the accounts (by the
Controller of Defence Accounts) was
undertaken in December, 1964 which
was completed in February, 1965. The
case was, thereafter, referred to the
Special Police Establishment in July
1965 and it took over two years (i.e., till
December, 1967) to complete the inves-
tigation. In the meanwhile, one of the
two officials involved in the misappro-
priation died and the other was allow-
ed to retire.

The Committee are surprised that
for investigating a relatively petty case,
took the Defence Authorities and the
Special Police Establishment over two
years.

It is evident that the case was
dealt with at all levels in the most
routine fashion. The Committee would
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like Government to evolve a procedure
to ensure that investigations in cases
of this type are completed within a
prescribed period, say six months or
so. Any delay, would only make as-
certainment of facts and establishment
of guilt difficult.

The Committee note that Govern-
ment have proceeded against the retir-
ed official for his involvement in this
case. They would like the proceedings
to be expeditiously finalised.

The Committee note that orders
were placed by the India Supply Mis-
sion between 1965 and 1967 for about
8,660 items of spares for the vehicles,
on the basis of indents received from
Army Headquarters. However, the
Army  Headquarters subsequently
sought cancellation or variation of as
many as 3,000 of the items indented for.
Though the India Supply Mission would
appear to have been successful in a
few cases in cancelling the orders
placed, a complete picture is not avail-
able as the Ministry of Defence have
not been able to indicate how many
items of spares were indented for, how
many were sought to be deleted from
the contracts and how many were ac-
tually deleted. Data on these points
should be collected and the circum-
stances which led to such large scale
cancellations variations examined, with
a view to ascertaining whether the
provisioning was excessive and failed
to take note of the fact that indigenous
production of some of the items had
been established. The Commitee would
also like to be informed about the po-
sition of utilisation of spares in respect
of which efforts to cancel supplies were
not successful.
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The Committee are at a loss to com-
prehend how, when a review carried
out in April, 1968 disclosed that there
would be a surplus of 30,440 pairs of
rubber boots, after providing for 33
months’ requirements, it has now been
stated that there would not be a sur-
plus but a deficit. The fact that the
Army Headquarters attempted to can-
cel, but nusuccessfully, pending orders
for boots would also indicate that
there had been over-provisioning of
this item. The Committee would like
the matter to be investibgated further.
The Committee also hope that the ex-
isting stocks of boots will be consumed
before their shelf-life is over and fresh
orders will be placed for the procure-
ment of rubber boots only after ascer-
taining the requirements correctly.

The Committee note that out of
496 Kamatsu tractors held by the
Army, 140 are awaiting repairs.
41 of these tractors have been
off-road for more than four years.
The Committee were told during evi-
dence that maintenance spares for
these tractors were not ordered from
Japan in the beginning. Indents were
placed from 1961 but supplies started
only in 1965, when just 44 per cent
of the total items indented for were
received. Even by 1966 supplies had
materialised to the extent of 55 per
cent only. The Committee cannot vi-
sualise how any machinery, especially
one required for use in forward area
and for rugged work could be ordered
without the necessary percentage of
maintenance spares. The matter may
be enquired into and Committee in-
formed. The Committee would also like
instructions to be issued for avoidance
of such repetition.
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The Committee can only draw one
conclusion that there was neither ade-
quate planning nor enough coordina-
tion between the Ministry of Defence
and Director General Ordinance Fac-
tories in the matter of procurement of
the spare parts from Japan. Right in
the beginning when manufacture of
Komatsu tractors was commenced in
collaboration with Janpanese firm, some
spare parts for each type of tractor
should have been procured to meet
emergent demands. This was necessary,
particularly in respect of those criticle
items which were not planned for ma-
nufacture in India.

The Committee observe that the
models of the tractors had been rapid-
ly changing in Japan and that had been
giving rise to difficulties in the procure-
ment of spares. To get over this diffi-
culty, efforts should have been made
to achieve rapid indigenisation by im-
port substitution to the maximum ex-
tent possible. But it would appear that
enough efforts have not been made in
this direction as even 85 per cent indi-
genisation is still a target to be achiev-
ed.

The Committee were told that the
tractors did not suffer from any manu-
facturing defect and that the main rea-
son for the tractors being off-road was
that spares were not available. The
Committee would like this point to be
further investigated as it has been re-
ported to the Committee that Kotmasty
tractors supplied to the Dandakarayana
Project have some inherent manufactur-
ing defects. A reference in this con-
nection is invited to paragraph 1.71
of their 118th Report (Fourth
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Lok Sabha). Moreover, the Committee
find that a large number of spares re-
ceived between 1963 and 1969 have ac-
cumulated with the DGOF. The ac-
cumulation has reached such propor-
tions that it became necessary to con-
stitute a Group to segregate and sort
out the spares. It is amazing that while
tractors remained grounded with the
Army for lack of spares in some cases
upto five years. The D.G.O.F’s. organi-
sation should have been accumulating
these spares without bothering to se-
gregate them and to ascertain to what
extent they would meet the Army’s re-
quirements. The Committee hope that
the segregation will be expeditiously
completed and the spares speedily sent
to the EME Workshops in need of them.

The Committee note that in respect
of the indents placed on BEML during
the years 1966 to 1968 only 78 per cent
of the spares were supplied till the end
of 1969. Against indents placed on
BEML in 1969, only 4 per cent of the
items had been supplied upto Decem-
ber, 1969. The Committee would like
measures to be taken to improve the
supply position of spare parts.

The Committee note that a large
number of Tracked Carriers and Ar-
moured Cars remained in the vehicle
depots for more than 16 years al-
though there was no scope for their
effective use. Against the total stock of
3528 Tracked Carriers and 290 Ar-
moured Cars with the Army over a
period of seven years, those in actual
use by the units were very small. The
experience of their actual use during
the emergencies that arose in 1962 and
1965 was also not very happy. Some
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modifications were carried out in 1962
to keep the vehicles going and trials
were completed in 1964. But then it
was found uneconomical to carry out
these modifications on all those vehi-
cles. In view of that position, there was
no point in having retained those vehi-
cles and action should have been initia-
ted in 1964, if not earlier, for their
disposal. It was admitted during evi-
dence that it was only after the matter
was raised by Audit that the question
of their disposal was taken in hand.

The Committee suggest that perio-
dical reviews of all vehicles'equipment
should be carried out and those which
are beyond economical repair should
be declared surplus and disposed of.
Continuance of unserviceable vehicles
in stock is also apt to give rise to a false
cense of security.

The Committee note that the pro-
duction of tanks is being stepped up
and that as against the present indi-
genous content of 55 per cent, its in-
digenous content is expected to in-
crease to 80 or 85 per cent by 1974. The
Committee hope that these targets
would be achieved and the country
would be self-sufficient in tanks and
also other types of armoured vehicles
for which the schedule of production
is expected to be finalised during the
current year.

The Committee consider it regrett-
able that the Defence Department did
not consult the civil administration
before chartering a vessel for loading
operations at the island. The Civil Ad-
ministration took over the stevedoring
work at the island at about the time
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the loading operation commenced, but
the Defence Department was not even
aware of this fact. It is not clear why
the civil Administration could not
complete the loading of the cargo
within the time anticipated. The re-
sult to this was that the operations got
prolonged entailing an extra expen-
diture of Rs. 1.04 lakhs. The Committee
hope that cases of this type will not
recur.

The question as to who should bear
the charges for the excess time taken
(12 days) may be settled expeditious-
ly with the Civil Administration.

The Committee note that a sum of
Rs. 76,988 is recoverable from the con-
tractors in these cases as a result of
awards made in arbitration. The Com-
mittee would like to be apprised of the
progress of recovery.

These sums have become recover-
able due to the contractors having been
overpaid for the work. Disciplinary
action against the officers and staff is
stated to have been initiated.  The
Committee would like them to be ex-

peditiously finalised and results inti-
mated.

The Committee are distressed to
observe that the party profited at the
expense of Government to the tune
of Rs. 250 lakhs in this transaction.
The godown was handed over to the
party in January, 1965 at s rent of
Rs. 4430 pm. on the understanding
that it would be used by him or his
business associates. The Department
however failed to get a lease deed
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executed before handing over posses-

sion. The result of this was that when
the party sub-let the godown to the
Maharashtra Government on a rent of
Rs. 18,500 p.m. shortly after taking it
over, the Department found its hands
tied and was unable to proceed effec-
tively against the party. Action was
sought to be taken against the party
for violating the lease conditions by
sub-letting the godown, when there
was in fact no lease, and it was also
evident from the exchange of corres-
pondence with the party that he had
not bound himself to any condition in
the matter of sub-letting the property.
It was only thereafter that the De-
parment thought of invoking their
absolute right to secure vacation of
the property, but by that time they
faced a legal impediment arising out
of the invalidation by the Supreme
Court of the Punjab Public Premises
and Land (Eviction and Rent Reco-
very) Act, 1959.

The Committee consider that the
question of taking steps against the
party was not thought of by the De-
partment till it was too late for them
to take effective action. In any case,
the Department were ill-advised to
hand over possession without getting
a lease deed signed The Committee
would like Government to investigate
how this occurred and take appropri-
ate action. It should also be ensured
that in future Government property
is not handed over to private parties
as lessee without getting a proper lease
deed executed.

The Committee feel that this case
does not speak well of the efficiency
of provisioning for the Services.
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As early as 1961-62 action was ini-
tiated on a demand for provisioning of
129 radio vehicles to Air Force units
which was considered an “urgent re-
quirement.” As in December, 1969, 55
of these vehicles are still to be sup-
plied to the units. On present indica-
tions it would appear that supply
would be completed cnly “by early
19717,

This inordinate delay has been caus-
ed by lack of coordination at several
stages. In the first place, it was decid-
ed that 81 of these vehicles should be
obtained from the commercial sector
and D.G.S.&D. was accordingly asked
to take procurement action. But then
the chassis required for the manufac-
ture of these vehicles were not releas-
ed, even though the Department was
aware that it was not being made in
the commercial sector. It was only in
July 1964 when the Defence Secretary
was approached that these chassis were
got released from by the Army which
was manufacturing them, but by that
time, the D.G.S.&D. had returned the
indents stating that no supplier was
forthcoming. In this manner, the De-
partment lost over three years.

In the second place, after it was de-
cided in 1965 that the manufacture of
these 81 vehicles should be taken up
in an Air Force Depot, the Department
took no action for nearly two years
to place an order for metal sheets
which were required for the produc-
tion of these vehicles. It was explain-
ed that due to the emergency that su-
pervened other items of work had to
be taken in hand, but the Committee
are unable to understand how this jus-
tifies a delay of two years, in processing
an urgent requirement of the services.
The result of this delay was that the
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Depot could not tae up manufacture
till August, 1969, when the sheets be-
came available,

The Committee have drawn atten-
tion to another instance of this kind in
paragraph 1.70 of their Ninety-Ninth
Report (Fourth Lok Sabha) where a
delay of nearly 10 years occurred in
supplying certain boats to the Navy.
The Committee are perturbed at this
lack of coordination and suggest that
Government should immediately
streamline their procedures to guard
against recurrence of cases of this type.

In the Committee’s opinion, these
two cases underscore the need for bet-
ter co-ordination between the DGISM,
London and the Service Advisers to
the High Commission in London in the
matter of procurement of stores and
equipment. In the first case, the Air
Adviser was able to obtain cheaper
rates from the RAF for stores for which
DGISM had in the same month placed
orders with the trade in UK. In the
second case, the DGISM was able to
procure stores from the trade at rates
below that at which they were ordered
by the Air Adviser three months later.
The overall difference in cost in both

the cases on the stores procured was
Rs. 1.01 lakhs.

The Committee consider it essen-
tial that better coordination should be
secured between them so that the rates
paid by them for the same itemn do not

vary. For this purpose, the Committee
would like the following course of ac-
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tion to be adopted: .

(i) The indenting authorities in
India should, while raising in-
dents on the Service Advisers
as well as the ISM, Indicate
in each of the indents the pri-
ces previously paid for these
stores procured through both
the agencies.

(ii) Copies of contracts placed by
ISM in so far as they pertain
to the requirements of the
Services, should be endorsed
to the Services Advisors and
vice-versa so that each of these
purchasing agencies would
know what priecs had been
paid for common items of
stores procured by them.

The Committee also consider the
period of nearly 6 months taken by
DGISM in finalising a contract for sup-
ply of equipment urgently needed by
Air Headquarters after receipt of in-
dent, as excessive, They feel that
DGISM has to steamline its procedures

in order to attend expeditiously to de-
fence requirements.

The Committee are of the opinion
that the Military Engineering Depart-
ment accepted substandard work done
by the contractors in respect of the
runway as well as taxi-tracks. The
repesentative of the Ministry of De-
fence stated that in the view of the
engineers, “it is really a tribute to the
tenderer that in four months, he could
finish a job of this magnitude” The
engineers of the M.E. Department could
not, in the circumstances of the case

be expected to express a contrary
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view. In any case it is difficult to
square this view with the findings of
the user (the Air force) who reported
within four months of taking over the
work that the condition of the air field
“has given cause for concern” and
raised “the vital question of safety of
valuable aircraft and even more valu-
able pilots.” Listing the defects found
in hoth the taxi-tracks and the runway,
the Air Force Wing pointed out they,
“have cracked at many places” creat-
ing “pot holes”, “of 1|2” to 67 width
which are a real danger to aircraft
taxing, taking off or landing”. The
Wing reported that the pot holes “re-
vealed that the material can be easily
scraped with an ordinary sharp edge”
“with some of the holes filled with just
plain tar which is washed away in
rains or melted with heat”, It was also
stated that no proper camber “had
been provided on the run way”, which
was “water logged at many places”
with the further possibility of this con-
dition “getting aggravated with heavy
rains”: This, they pointed out “can
lead to serious accidents” when air-
craft take-off on land.

It is also significant that laboratory
analysis of certain samples of concrete
used in the run way and taxi-tracks
though carried out rather belatedly—
disclosed that the concrete used was
“leaner than specified in the contract.”
The Ministry of Defence have stated
that the technical opinion is that such
sample analysis carried out ex-post-
facto cannot yield reliable results.
However, the Committee find that a
team of technical experts constituted
by the Vigilance Commission to go into
this question came to the conclusion
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that, while “complete reliance may not
be placed on the result of chemical ana-
lysis” and “errors of 20 per cent—25
per cent on an average are not un-
likely”, these data could still provide
“useful confirmatoy evidence in cases
where the strength or other proper-
ties of the mortar or concrete are
found, on inspection and after carry-
invg out other iests, below that gene-
rally expected”. In any case, the fact
remains that the Defence authorities
have been obliged to carry out further
works for improving the condition of
the air field at a cost of Rs. 65 lakhs.
This constitutes as much as 43 per cent
of the original cost of the work.

The Committee also feel that the
designs for the work which were drawn
up by the M.E.S. were defective, There
was for instance an omission to pro-
vide adequate sub-soil drainage. The
absence of this and “a proper camber”
for the runway led to uneven settle-
ment of the sub-soil, with all attendent

consequences, such as water-logging,
cracks ete.

In the light of the foregoing posi-
tion, the Committee feel that the case
needs to be re-investigated to ascer-
tain whether under normal circumst-
ances, a work of this kind would have
deteriorated to the exetent reported,
unless it had not been satisfactorily
executed. The question whether and to
what extent the designs for the work
were defective should be also examin-
ed in the course of this re-investiga-
tion. The Committee suggest that the
re-investigation be done by an indepen-
dent body of professional experts.
Based on their findings, appropriate
action should be taken,
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One other aspect of the case calls
for comment. Government apparently
took an inordinately long time to fina-
lise the preliminaries in connection
with this work. Sometime in 1961, it
was decided that the Services should
be kept in a state of readiness and a
list of 11 or 12 air-fields was drawn up,
to be got ready by April, 1963. How-
ever, preliminary examination of the
work in connection with this parti-
cular airfield was not completed till
December, 1962{January, 1963 when
the contracts were concluded. As
against a period of one or two years
that Government took to finalise the
preliminaries in connection with the
work, the contractors were given a
period of 4|5 months for actual execu-
tion of the work. It should ze examin-
ed why this situation arose, particularly
in the execution of work that was con-
sidered of an emergent nature.

The Committee note that it may not
be possible to proceed against the con-
tractor who executed the work on the
Tun way, as an arbitrator to whom the
case was referred did not give a deci-
sion in favour of Government. The
other case relating to the work on taxi
tracks is still stated to be under arbi-
tration. The Committee would like to
be apprised of the outcome of the arbi-
tration proceedings.

The Committee find that in both the
cases mentioned in the Audit paragraph
the construction of residential accom-
modation at a cost of Rs. 18.01 lakhs
preceded the construction of technical
accommodation to be provided to the
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two units which were to have been po-
sitioned at these stations. The accom-
modation has, however, not been uti-
lised, as the units have not so far been
stationed at these places. While delay
in the positioning of units due to un-
foreseen circumstances is understand-
able, the construction of residential
quarters before any provision has been
made for technical accommodation for
the units shows a deficiency in plan-
ning. The Committee would like to be
informed when the decision not to set
up the units was taken and whether
at that time the feasibility of stopping
further construction of accommodation
was examined. The accommodation
should also be transferred forthwith to
other needy organisations, if there is
no prospect of their use by the Services.

The Committee consider that it was
not appropriate for the Air Force
Authorities to have gone in without
proper sanction for 72 acres of land
for this project against the actual re-
quirement of 45 acres. It has been
stated that this was done to avoid
sub-division of holdings, but if this
were so, it is not clear how propo-
sals for derequisitioning 32 acres
have been approved by the Ministry
of Defence. It is clear that land was
obtained far in excess of requirements:
there was also avoidable delay in
working out the requirements as this
process took about four years.

The Committee have in their past
reports repeatedly stressed the need
for the Defence Authorities to under-
take a periodical review of the position
in regard to acquired lands so that
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those which are not required might
be speedily disposed of. A reference
in this connection is invited to the
Committee’s observations in paragraph
5.66 of their Sixty-Ninth Report (Four-
th Lok Sabha). The Committee note
from the replies furnished to them in
this regard (vide page 132 of the Nine-
ty-Ninth Report) that the review is
still in progress. The work should be
expeditiously completed.

The Committee also suggest that in
this particular case appropriate steps
should be taken to make recoveries
from the owners of the land who are
stated to have occupied part of the land
in an unauthorised manner. The mat-
ter may also be taken up with the civil
authority as to why compensation was
paid to them inspite of the fact that
the Military Estates Officer had made
a request that no payment should be
made to the owners pending proper
enquiry.

The Committee also note that stores
worth Rs. 7 lakhs were collected for
this project. But, as the execution of
the project was delayed, Rs. 6.97 lakhs
worth of stores had to be transferred to
other projects and in that process Rs.
1.83 lakhs were spent on freight and
other incidental charges. This expendi-
ture of Rs. 1.83 lakhs could have been
avoided if the project had been pro-
perly planned and executed. Govern-
ment should go into the question of
delay in execution of the project and
find out why a project conceived in
February, 1964 could not be executed
even by January, 1969.




1. 2. 3. 4.

817. 3.98. Min. of This is yet another instance where
Defence land in excess of the actual requirement.
was not derequisitioned in time with
the result that there was unnecessary
expenditure of Rs. 1.49 lakhs towards:
rental of the land. An inquiry held
into the case disclosed that disciplinary
action could not be taken against any-
one as the concerned officer had re-:
tired. The Committee would like Gov-
ernment to take necessary steps in
order that such cases do not recur in:
future. Assessment of the requirements
of land should be done at the initial
stage realistically so that it does not
become necessary to de-requisition the-
land subsequently.
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