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INTRODUCTION

I, the Chairman of the Public Accounts Committee, ag authorised
by the Committee do present on their behalf the Sixtieth Report on
para 57 of the Audit Report (Civil), 1968 relating to the Ministry of
Home Affairs, regarding excess payment and avoidable expenditure,

2. The Audit Report (Civil), 1966 was laid on the Table of the
House on the 15th March, 1966. The Public Accounts Committee
considered this para at their sittings held on 20th July, 5th, 10th
and 18th August, 1966.

3. Minutes of the sittings of the Committee form part of this
Report (Part 11*).

4. The Committee considered and approved this Report at their
sitting held on the 2nd November, 1966.

5. A statement showing the summary of the main conclusions/
recommendations of the Committee is appended to the Report
(Appendix II). For facility ¢f reference these have been printed in
thick type in the body of the Report.

6. The Committee place on record their appreciation of the assist-

ance rendered to them in their examination by the Comptroller and
Auditor General of India,

They would also like to express their thanks to the officers of the
Ministry of Home Affairs and External Affairs for the co-operation
extended by them in giving information to the Committee during
the course of evidence.

, R. R. MORARKA,
New Deunr; Chairman,

November 8, 1966. Public Accounts Committee.
Kartika 17, 1888 (S).

*Nor pnmed Onc cyclostyled copy laid on the Table of the House and five coples
placed in Parliament Library.
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1
INTRODUCTORY

Excess payment and auv oidable exrpenditure—para 57--page 63 of
Audxt Report (Ciml), 1966.

- Regular and orgarnused air-lifting of supplies for NEFA can be said
to have begun from the year 1951. Prior to this period during the
Second World War between 193845 supplies had been airlifted %o
some extent by the Royal Air Force.

1.2. During the year 1950, a severe garthquake disrupted land
communicationg and great majority of the administrative centres
and outposts located in the arpa, were cut off from the plains of
Assam. To meet the emergent situation arising therefrom  relief
operations had to be carried out by air-lifting of essential supplies.
Later, this arrangement of airlift of stores had 10 be continued on
a regular basis from the year 1951,

1.3. At present there are 126 Administrative Centres and outposts
in NEFA and Na, *aland arvas (78 in NEFA and 48 in Nagaland) which
are fed by air The tognaoe estimated to be a'rlifted to meet the
requirements of NV angg Nagaland arcas during the period 1860-61
to 1965-66. was a; follows: - -

1960-61 12500 tons, later revised to 13500 tons.

1061-62 13400 ‘ous,

1962.63 18900 tons.

1963-64 28200, tons later revised to 25000 tons in February, 1964
1964-65 22000 tons,

1965-66 20000 tons,

1.4. Under the Fourth Five Year Plan the road construction pro-
gramme when completed, is likely to bring down the number of
administrative centres and outposts, unconnected by roads in NEFA
to 62 and in Nagaland to 31. Thus even after the successful execu-
tion of the Fourth Five Year Plan there would be about 93 centres
and outposts supplies to which would continue to be sent by air.

1.5. Initially, during the year 1950, the air-supply operations had
been carried on by the Indian Air Force. By January, 1951, aircraft
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of Mis. Air Service (India) Bombay and Airways India were brought
in. The Indian Airlines Corporation had also operated for the
Administration for making supplies to NEFA and Nagaland areas
upto the period ending 31st March, 1960. Since 10th May, 1960, a
private company has been air-dropping the supplies to the areas
under a contract with the NEFA Administration.

1.6. The airlift opcrations have thus been performed for the last
several years by various agencies on different terms and conditions,



AWARDING OF CONTRACT FOR AIR SUPPLIES TO NEFA AND
NHTA AREAS

2.1. The Director of Supply and Transport, North East Frontier
Agency entered into a contract on May 10, 1960, with a private
limited company for air-lifting air-dropping of stores in North East
Frontier Agency and. NH.T.A. areas. Prior to the signing of that
contract the Indian Airlines Corporation had been doing the job and
their contract came to an end on the 31st March, 1860.

2.2. During evidence the Committee were informed by a repre-
sentative of the Ministry of Home Affairs, that towards the beginning
of the vear 1960, the NEFA Administration were finding difficulties
in airlift operations in their areas. The load of airlift operations
had increased with the establishment of additional posts at various
points. The supply position, due to famine in certain areas, had also
deteriorated. The Indian Airlines Corporation were not only un-
able to carry additional supplies but were also finding it difficult
to fulfll their commitments. They were expected to maintain four
Dakotas for these operations, but there were days when, due to cer-
tain developments, there was only one aircraft available.

2.3. The NEFA Administration, the witness stated, therefore,
approached the Government of India on the §th January, 1960 re-
questing them to arrange four more Dakotag either from the Indian
Airlines Corporation or the Indian Air Force, to enahle them to meet
their requirements. On the 13th January, 1960, the NEFA Adminis-
tration telegraphically requested that the Indian Air Force be asked
to augment the Indian Airlines Corporation operations to lift 150.
tons required to be put up immediately.

2.4. On the 9th February, 1960, the witness added, a discussion
was held in the Ministry of External Affairs. The representative
of the Indian Airlines Corporation, who was present during the dis-
cussion, stated that with their available resources, it would not be
possible for the Corpgration to accept the entire commitment. He,
however, informed the Government representative that he had talked
the matter over with the Chief of Air Staff, as a result of which, it
might be possible for the Indian Airlines Corporation and the Indian
Air Force to accept this responsibility jointly. But for that pur-
pose, he desired that a long term contract say for five years, for the
‘tirlift of supplies to NEFA, be entered into.
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2.5. The Ministry's representstive, however, felt that the above °
view, of the Indian Airlines Corporation official was neither o
‘definite expression of their inability’ nor an ‘acceptance of their
capacity to perform’ During the discussion, the representative of
the Indian Air Force, the witness disclosed, had stated that they were
not in a position to undertake the responsibility.

2.8. The Committee enquired what was the result of discussion.
The witness stated that no decision was taken at the mceting. The
witness added, it was a continuous process of discussion between the
Ministry, the Indian Airlines Corporation and the Indian Air Force.
It was as a result of those personal discuss.ons that the Government
of India informed the NEFA Administration on 9th February, 1960,
that they had been able to persuade the Indian Air Force to place
four of their aircraft for airlift operations and also the Indian Air-
lines Corporation to soon restore the full complement for airlift
operations in NEFA,

2.7. The Committee then asked whether the Government saw
any difficulty on the part of the Indian Airlines Corporation. The
witnoess stated that the “difficulties were continuing and we had been
reminding them about the backlog” Backlog, he added, had accu-
mulated upto 1238 tons by the end of March, 1960.

2.8. The Secretary. Home Affairs, summing up, referred to the
difficulties of Indian Airhines Corporation and s'ated: “They ex-
pressed their difficulties even at the meeting on the 9th February,
and apart from what they said, there was thr performance  over
,months which was not satisfactory”™.  He add~d that at the th Feb-.
ruary, meeting they had explained that they cou'd d» something
only with the cooperatisn of the Indian Air Force. But the Indian
Air Force representative had expressed inability of the JAF to ausist
the Indian A‘rlines Corporation in  the air-dropning The  Indian
Airlines Corporation representative had, however, promised to lct
- Government know firmly within fortnight whether Indian, Airlines
Corporation could continue the existing responzihili*v. As he did
not do that in time he was reminded about that. Eventually. in his
letter dated the 21st March, 1960, he informed the Government about
their dwindling resources in regard to pilots, aircraft ete. and finally
stated that ‘in the circumstances I regret that we are unable to accept
the airlift commitment of 12000 tons during the vear 1960-61, and
we must perforce withdraw from supply dropping operations as soon
as, you can relieve us from that'

29. The Committee were:informed that in consequence of the
above situation, when the Indian Airlines Corporation had expressed
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their inability and the Indian Air Force was not in a position to help
and the further fact that the existing contract with the 1AC. was
due to expire on the 3lst March, 1960, with the bakiog actumula-
ting and the monsoon approaching, arrangement had to be made
quickly to meet the situation. The Government of India therefore,
on the 24th March. 1960, wrote to the NEFA Administration saying
that it had been decided that the Administration should float tenders
and invite quotations for airlift of 13400 tons for NEFA, NHTA
and Assam Rifles. It was also instructed that a clause might be
provided in the tender to increase the airlift by another 600 tons
subject to a month’s notice for unforeseen requirements.

2.10. The Committee feel that it is most unfortunate that the
Indian Airlines Corporation, which is a public undertaking, had not
given careful consideration to a matter of vital importance i,
supplying stores to the civil population living in remote and un-
connected areas and to Assam Rifles; on the other hand they allowed
the backlog to accumulate.

2.11. The Committee are not happy with the manner in which
the Government of India dealt with the matter. When Indian Air-
lines Corporation and Indian Air Force had agreed in February,
1960 to meet the immediate requirements, perhaps it would not have
been difficult to persuade the Indian Airlines Corporation to conti-
nue the operations with the assistance of Indian Air Foree, which
the Chief of Air Staff had already promised. The Commitice are
also of the view that the problem of airliftine'nir-dropning of stores
in the NEFA and N, H. T. A. areas could angd should have heen
sorted out hy proper co-ordinntion of the Ministriv, concerned instend
of allowing the matter to drift,

Floating of Teulerz

2.12. On the t1th Apr:l, 1960, the NEFA Admenivration jfssurd a
notice through the varicus newspapers inviti g t nlers fr .m Chart-
ered air compan es, agen ies ete. for air-lifting and wr-dropping of
approximately 11,900 tons of ration and other commorlities in the
areas of NEFA and NHTA for the period from 1st May, 1950 to 3ist
March, 19681. The notice was published in the Times of India on the
22nd April, 1960. The notice of tender did not indicate the maximum
capacity per month required. The monthly requirements to be air-
lifted were to be furnished by the Director Transport (NEFA Admn.)
on the basis of demand of different authorities. The tender also did



not provide for any earnest money or deposit. Quotations were in-
vited on rates for the flights in terms of flying hours and also in
terms of cargo lifting. The tenderers were required to state their
sbility to undertake the entire operation or a part of it, in the latter
case the maximum tonnage they could undertake was to be indicat.
ed. Source of aircraft with their number, types, ceiling heights etc.
were to be specified. Number of aircraft which would be exclusive-
ly available during the operation of the contract for the commitments
was W be mentioned. Whether they could base their aircraft at par-
ticular specified places and whether they would be able to carry ad-
ditional tonnage if so required, subject to one month's prior notice
were also to be indicated.
Selection of Aw Company

2.13. During evidence, the Committee enquired the number of
parties from whom tenders had been received in response to the
notice. The witness replied that the only tender received was from
the Company to whom the contract had been finally awarded.
On be‘ng asked as to how many companies were interested and how
many had taken the tender documents. the witness stated that one
other company had also responded. They wrote that they would
be interested to undertake the job only if some assurance was given
by the NEFA Adminstration in regard to the payment of <ome out-
standings, from 1957-58, on account of some supply dropping they
had done for the Administration. The Crmmittee were informed
that this assurance was not given. According to record, the letter
was opened on 2nd May, 1960, but there wab nothing further men-
tioned in regard to that tender

2.14. In reply to further questions, it was elicited that there was
a th:rd company whoe had stated that thev would be interested if a
‘periord contract, t.e. contract for a longer duration was given. The
Jompany, the witness stated, had n:t moentioned any  particular
period in terms of vears, but no amplification of what term they
desired was obtained from them. The letter was opened on the 2nd
May, but no further particulars were on record.

2.15. On being asked the dates of receipt of the letters and the
tender, the witness stated that according to the markings on the
envelope the letters were received on the 28th April, 1960. There
was no indication when the tender from the Company to whom the
contract was awarded was received except that it was opened on the
2nd May, 1960. It was, however, stated that the tender was dated
.30th April, 1980 and according to the letter-head it was from Calcutta.
The tender was delivered personally by a Company’s representative
at about 4-5 p.m. on the 30th April, in Shillong. In reply to a further
question whether there was anything on the file to indicate when or
how i was received the witness stated that there was no such indi-
cation. When asked whether any entry in a register was made about

” tries af sl deaienants writnace feve na renly
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2.16. The Committee are surprised to note that there was no
proper system of recording the incoming dak in NEFA Administra-
tion, even in regard to ihe receipt of important documents like
tenders. The Committee feel that it is necessary to introduce a
proper system in this matter. If a system had been prescribed
already, the lapse in the present case needs investigatica.

2.17. The Committee were informed that a letter dated 23rd
April, 1860 had also been received from the Company earlier in
which thev had used the words ‘as already proposed and discussed’.
The Committee desired to know with whom the Company had this
discussion when the tender notice itself was published in the papers
only a day earlier 1.0, the 22nd April only. The witness replying
stated that the notice was sent to the press on the 11th April, but
there was nothing on record as to the person with whom the Com-
pany had a discussion. Nor was there any record. to show, the
witness added. that the ‘“above statement of the Company was
contradicted.”

2.18. The above letter of the 23rd and another letter of 30th April,
1960 from the Company were opened on the 2nd May, 1960,

2.19. The Air Company in their letter of 23rd April, 1960 written
anly one day after the publication of the tender notice in the news-
papers, had menticned of a discussion they had with the Administra-
tion's official But the fact of the discussion had neither heen
accepted by the Administration nor had the statement of the Com.
pany about it been contradicted. The Committee are thus unable
to underitand the reference to a discussion. It is not clear by
whom it was held and with whom. The Committec arc however
surprised that the representative of the Company had a discussion
on this subject. This seems to indicate that the Company had a
prior knowledge of this tender which the other parties did not have.

2.20. The Committee were informed by the representative of the
NEFA Administration, that the Ministry of Civil Aviation were not
consulted to ascertain the number of Chartered carriers in the
country. On being asked whether there was any particular reason
for not doing that, witness stated that as in tender notice only
chartered carriers were mentioned, it was presumed that only those
who were competent to do that work would respond. The DGCA,
the witness stated. was however associated at the time of consider-
ing and deciding the tenders.

.

' 2.21. The Committee then enquired why, when the Administra-
tion had received only one tender, it was not considered necessary

L]



or desirable to invite tenders igain or make some other arrange-
ment to get a comparatively better offer and more =0, when the
General Manager. LA C. in his letter of 8th April, had inter-alia
stated as under: .

“I have discussed with the Air Force the possibility of their
helping out with the Civil airlift while the IAC is short-
handed. Their own commitments to the Army in NEFA
and NHTA are very considerable and they are also
engagad in dropping supplies for the Aswsam Government
in the Mizo District. Even so, they are prepared o do
what they can to supplement the [AC's effort. We have,
therefore, come to a tentative arrangement whereby in
the period 1st April to 15th May the IAC will try to drop
1200 tons while the Air Force takes on 700 to 800 tons.
During the monsoon the TAC will aim to deliver 700 to 800
tons per month on its own, but should it be unable to do
so, the Air Foree will help if it ean. The IAC and IAF
together can, 1 think, keep the Civil Administration sup-
plied t1] the end of September, provided of course that
vou are agreeable to this arrangement.”

2.22. The witness stated that the above letter was duly con-
sidered but as the TAC who were. alres 1y aper: x"Lm: {f5r the
Administration were reseponsible for bringing the Administration
on the verge of o ericia it was felt that in the infere of maintain-
ing supplies to the outposts o more sativfactory arrangement should
be made

223 When a<ked 10 did not mean that TAC and 1A F., were
not relied upen hut thet g nrivate company was trusted, witness
stated: “7 rogr‘m tn hove ta sav that wo enuld not under the circums
stances take anv risk We found that the arrangement with TAC
had landed us into a situation of nearly having to withdraw our
outposts and we thoucht i as our responsibilitv tn ensure a better
arrangement which would not bring us sgain to a critical situation”,
The Administration, the witness added, was concerned with the
aircraft for airlifting and not the source from which they came,.
As the efforts at the highest level had no effect and the LA.C.
letter of the 8th April was hedged with conditions the offer of the
private company had to be accepted.

2.24. The Committee were informed that after 1. A.C. had written
a letter on 8th April, they sent another letter in which they stated
that they had put up proposals to the Board. Again in a letter of
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23rd April (received on 28th April) they requeseted ‘incresse in
the basic rate from Rs. 725 to Rs. 775 per hour with similar increas-

ed rates in dropping, and they also stated therein that they would
be able to get things moving before October.

2.25. In reply to a specific question, the witness disclosed that hhe
above quotation from the 1.A.C. was received on the 28th April, 1960,
before the opening of other tenders. Asked further whether any
effort was made to verifly the claim made by the LLA.C. on the Air
Force, the witness replied in the negative. He added that as the
ILA.C. had stated that they would be able to make available two air-
crafts only and had expresed their difficulty about pilots, the Admin-
istration thought that it would not be possible to carry on the opera-
tions with limited airrraft. Moreover, during the monsoon greater
stocking (of stores) was required.

2.26. The Committee were informed in reply to a question that
the other company which did not submit any formal tender had
stated that they had no adequate capacity, but were willing to
organise a unit to meet the requirements of the Administration, if
no charterers in the country undertook the job and the contract
was a ‘period contract’. The witness added “the administration
felt that this matter would not warrant any further delay. These
tenders were dealt with by the Supply Advisory Board and it was
on the recommendation of the Board that the Administration took
action.

2.27. In regard to the third company, from whom a letter had
also been received stating that they had a fleet of 7 Dakotas which
they very much liked to put on the work, the witness stated that
the Company had asked for an assurance for the clearance of their
outstanding dyes before submitting a detailed tender. In their
letter the Company did not give any quotations,

228. The Company who submitted a formal tender quoted
Rs. 750{- per hour as their rate. The Committee desired to be
informed whether comparison of the rates quoted by the 1.A.C.
and charged by the Company who had undertaken the work earlier
was made with those quoted by the Company to whom contract
was given flnally. The Ministry in a written reply have stated:
“No record could be traced in the relevant flles of the Admn. to
show that the tendered rates of the....Airlines ' (P) Ltd. were
compared with the rates charged by other companies that had either
operated earlier or were operating at that time.”

2.29. In replyto a question whether LAC, (a pubiic sector under-
taking) was not considered for this job on account of their incom-
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petencetoundemkethe)oborbeuuseoﬁhenmqnotedbythm.
' the witness stated: “There was no sufficient confidence. That was

the main consideration rather than the question of the rate.”

230, In the tender, the period of contract specified was one year
i.e., from 1st May, 1960 to 31st March, 1961 but actually the contract

was awarded for a period of three years.

2.31. During evidence, the Committee wanted to know reasons for
awarding the contract for three years, when initially it had been ad-
vertised for one-year only, “The witness replied that it was done be-
cause the Board had felt that they should be spared repetition of the
critical situation, in which the Administration was at that time.
Morcover, advice of the Director General of Civil Aviation was that
it should be a long-term contract. The Company to whom the con-
tract was awarded as also the other companies had insisted on a
lenger contract. Another reason was that from the Company select-
ed certain concessions like reduction in the rate of abortive sorties
from Rs. 400 to Rs. 350 and ferrying flights from Rs. 4 to Rs. 3.75 paise,
could be had.

2.32. The Committee then enquired whether the Administration
were satisfied that they were fulfilling the requirement of the tender
system when they changed the duration of the contract on their own.
The witness stated that the whole matter was considered by the Sup-
ply Advisory Board and it should be assumed that the Board examin-
ed the matter with care. When asked further, whether there was
any record to indicate why the Board extended the period the witness
gave no answer.

2.33. The Committee wanted to know why the tender was not
. floated for a longer period in the first instance and why the Admin-
istration felt later that a one-year period was inadequate. The wit-
ness stated that earlier it was done on a year to vear basis and at that
time the companies were also willing to work on that basis,

2.34. The Committee asked whether the companies, which had ex-
presded willingness to quote on a long-term basis, were asked to
quote again when it was decided to make the tender a long-term one.
The witness replied in the negative and said that performance of one
of the companies which had worked earlier was not satisfactory.

2.35. The Secretary (Union Territories) of the Ministry elaborat-
ing the above point stated that “having regard to the situation io
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which the contract was entered into, the inviting of fresn tenders for
a three year contract would have led to a time-lag which might have
created difficulties”. But'the Administration, he added, could as
well have entered into a contract for one vear and later on in the
light of subsequent development have asked for a long-range tender.

2.36. The Committee cannot but observe that the selection of an
air company for air-dropping operations, was done in a haphazard
manner and the other two companies which were willing to under-
take the work, were given a summary disposal. Their lotters were
filed without giving them due consideration. They were not even
asked whether they were agreeable to undertake the work and what
their rates would be if the contract was for a period of three years,
instead of one year as originally advertised.

2.37. The Committee are also not convinced of the arguments put
forth for signing the contract for three years when the tender notice
stipulated only one year. If the intention was io give a contract for
three years, this point should have been clarified at the time of invit-
ing tenders, in fairness to other competitors. Alternatively, as ac-
cepted by the Secretary (U.T.), the Administration could as well have
entered into a contract for one year and later on in the light of sub-
. sequent development have asked for a long range tender, if absolutely
necessary. This poini assumes special importance because even the
Airlines Corporation and the LA.F. were asking for a longer term
contract. Also another Company had stated in their reply to the
tender notice that they would be willing to undertake the work if
the comtract period was a longer one.

2.38. 1t is significant that even though the Government knew that
this need would remain with them for year to come they, for reasons
best known to themselves, invited tenders only for one year. In the
opinion of the Committee, this attitude of the Government lacked
both imagination and justification. Further the decision on the part
of the Administration to award the contract for 3 years instead of
one year, was a violation of the sanctity of the tender system.

2.39. When asked whether the worthiness of the companies which
had sent the letters was considered vis-a-vis the company to whom
the contract was finally awarded, the witness (NEFA Adviser) stated
that the tender and the letters were considered by a Supply Advisory,
Board on which the D.G.C.A. was also represented. He added that
there were two air companies which had worked for the Administra-
tion earlier and a third company was operating at that time. This
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- Company had s contract from 1858 for transporting engmeermg mate-
rials for the CP.W.D. in NEFA. The Administration had thus expe-
rience of the performance of two companies in addition to the one
to whom the contract was awarded.

2.40. When asked who were the owners of the company and what
was their share capital, the witness replied that the Administration
did not enquire about that but relied, on that point, on the expert
advice of the D.G.C.A. representative, who was an important mem-
ber of the Board. The Administration itself did not make any en-
quiry in that regard. The witness however, added that in his letter
to the D.G.C.A. on 18/19 April, 1960 he had informed him that the
main considerations for dec ding the contract were: the resources
of the tenderers and their capabil'ties of doing the job; types of air-
craft; utility value; suitability of the crew; finance involved etc.

2.41. On being pointed out that the subscribed capital of the com-
pany, to whom the contract was finally awarded was in 1962,
Ry, 20,000, in 1963 Rs. 50,000 and in 1964 Rs. 1.10,000, the representa-
tive of the Ministry of Home Affa'rs stated that if the financial re-
sources were examined in retrospect it is somev.hat odd that such
a company with a small paid up capital should have operated”. In
reply to s query whether that was not a material lapse to award con-
tracts worth crores of rupees without ascertaining the financial posi-
tion, the witness replied, “Normally it should be done”.

242, It appears that the most important aspect of selecting a pri-
vate company for operuting a contract involving crores of rupees viz.
verification of financial stability and suitability of the company had
thus been ignored in this case. The Committee are unable to find
sufficient justification for such action on the part of the Administra.
tion.

2.43. The Committee are unable to comprehend the reasons which
led the Government to sign the contract with the private air company
imitially for undertaking work connected i1mainly with defence and
the civilian population of the Border areas. It is sll the more regret-
table that such g contract was signed without:

(1) verifying the capacity, capability and ﬂnanchl condition
and stability of the company,

(ii) obtaining advice of the D.G.C.A. on the working eof the
Company;

(lif) making any comparative study of the rates quoted by the
Company with those paid to other companies who had

*
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cither worked or were working for the N.EF.A. Adminis-

tration.

(iv) having a final consultation with the 1A.C. and LAF, whe
had informed the authorities much ahead of the opening
of tenders and awarding the contract, their willingness to
undertake the job.

(v) giving an opportunity to the other two companies who had
responded to the tender-natice, to re-quote if they desired,
when a decision to award-the contract for a longer period
(3 years instead of one year) had been taken.

2.41. The Committee feel that the opinion held by the NNEF.A,
Administration about the working and capacity of the I A.C. and
LAF. was most unfortunate. The 1LA.C. being a public undertaking
and LAF. being incharge of the security of the country should have
been relied upon for such a strategic job, more than any private com-
pany. Even assuming that the LA.C. were experiencing certain in-
superable difficulties in the matter, the best course would have been
to give a short term contract to a private party for six monthy or at
the most a year, by which time a firm and satisfactory arrangement
should have been arrived at with the LA.C. in consultation with the
LAF. or in the alternative looking to the long period need, the
Government should have bought the required number of planes and
created a special organisation for this important task.

Kathju Committee Report

2.45. During evidence the Committee enquired whether the Kathju
Committee Report, which was submitted in February, 1960, on the
alleged malpractices and irregularities indulged in by this particular
Company had been seen by the N.EF.A. Administration before
awarding the contract in May, 1960. They were informed that though
Shri Kathju himself was on the Board which decided to give con-
tract to the Company, the Administration were not aware of the
contents of the Report. It was also stated that even Shri Kathju
.did not mention the contents of the Report to the Advisory Board.
It was in August, 1960 only that the Administration came to know
of the investigations going on into the affairs of the Company. On
an enquiry they were informed that there was no danger. of the
cancellation of the Company’s licence, except that they might have to
suspend their ‘operations for about a week or ten days.

2.46. On being further asked, the Committee were informed that
no one in the Ministry of Home Affairs had seen the Kathju Com-
mittee Repart, even at the time of renewal of the contract.

1816 Ait LS—2.
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247. The Committee are surprised that the Kathju Committee
Report which had mentioned about the ‘incomplete test flight reports’,
‘heneuring of instructions more in the breach than in the observance’
hthbythcpilou-ndm;inmm-mnhlmmcenfﬂmwtbe
‘sermally sccepled avistion standards’; ‘lack of vigilance on the part
of company’s management over the flying activities of the pilots in
their employ’; submission of incorrect load manifests with forged
signatures, otc., had missed Government's notice at the time of award-
ing contract to the Company in 1960, and at its subsequent renewals.

248 The Commitlee desired to be furnished with the figures of
tonnage estimated to be dropped. actually dropped and required to
be carried by the company under the contract during the years
1960-61 to 1965-66. The information furnished by the Ministry is
as follows: '

Year Estimated  Actual Tonnage as per contract
tonnage tonnage :
airlifted
I 2 3 4
1960-61 13,500 10,706 11,900 {1-§-60 to 31-3-61"
{May' 60

10
March' 61)

1961-62 13.400 16,393 10,000 {approx .}
1962-63 19,900 15,152 10,000 {(approx.;
1963-64 25,000 19,121 No specific tonnage
. 1964-65 22,000 15,256 15,500 (the company which Was.

operating the contract)
4.500 (another company)

1965-60 20,000 17,214 15,500 (the company which was
operating the contract)

4,500 (anotier company)
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In regard to the above figures, the Ministry of Home Affairs has
stated as under:

“From the above 1t will be seen that the tonnage achieved is
lesser than that estimated in all the years except 1961-62.
This shortfall is not attributable to any decreased require-
ments in the interior. At the same time, this cannot also
be attributed to lesser caparity of the Company since it
wifl be seen from the above statement that the Company
has in almost all the years carried the tonnage allotted to
them according to the contract. If in the process, certain
stores including food-stuffs could not be sent to the interior
of NEFA and Nagaland, this could not be helped. In this
connection it may be stated that while the estimated ton-
nage is based on all the authorised items of food-stuffs and
other items, during the course of the vear it happens that
the entire estimated quantity cannot always be procured
in* time due to scarcities in the market.”

2.49. The Committee regret to note that the estimated tonnage did
not actually materialise despite the fact that it represented the actual
requirements as claimed by the Ministry. This seems to indicate that
the requirements of the areas were not adequately met. The Com-
mittee are also unable to appreciate the reason given for non-procure-
ment of the estimated supplies in time,
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WORKING OF THE CONTRACT
Security Deposit

The contract signed with the Air Company in 1960. did not pro-
vide for the deposit of any securily or earncst money. Instead, in
the contract it was stipulated that “The Government will make an
‘on uccount’ payvment to the Contractor to the extent of 90¢; of the
amount of the lls presented by the Contractor within a period of
15 days from the date of presentation of the bills to the Director.
The balance of 10°] will be allowed to accumulate to Rs. 4 (four)
lakhs which will be increased  pro-rate on the basis of additional
tonnage to be airlifted or dropped.  After the said amount of Rs. 4
(four) lakhs or any increase thercin as provided hereinbefore has
been accumulated, which will be held by the Director as security,
the contractor’s bills shall be paid in full within 15 (fifteen) days by
the Director.”

3.2, During evidence it was stated that actually Rs. 4 lakhs
and odd was so held but the money to be recovered from the com-
pany had not been adjusted as the total of losses to be recovered
from the Company, had not been worked out.

3.3. The Committee are not aware of the reasons for which no
proper provision for a security deposit or earnest money had been
made in the contract. They feel that a security deposit or earnest
money for a contract of this nature involving transactions worth
crores of rupees and one relating to supplies to important border
areas should have been made from the very beginning, particularly
when they were dealing with a Company with small paid up capital
and meagre financial resources.

(i) Excess payment of Rs. 0-75 lakh

34. During the period from December, 1961 to November, 1964
the Company was paid for 182 landing sorties to a certain place at
rates applicable for dropping sorties. This led to an excess pay-
ment of Rs, 075 lakh, ' '

3.5. During evidence, the witness (NEFA, Adviser) explaining the
over-payment stated that. between 1961 and 1964 the Company had

16



17

been paid for air-sorties between two particular places, on the basis
of the average time fixed for the flight in 1960 contract. In 1961,
however, a landing ground had been built whereby the average time
for a flight was reduced. But the Company went on submitting
bills and receiving payments according to the old timings, which
resulted in over-payment. The witness added that the company
which had been asked to refund the excess amount had agreed to do
so. Asked as to when the Company had agreed to refund. the wit-
ness stated that thev avreed to do so on the day previous to the meet®
ing of the Public Accounts Committee on 10th August, 1966.

3.8. Asked about the steps taken to prevent such overpavments in
future, all that the Home Secretary could state was that ‘this is a
case where somebody was not sufficiently careful’

(i) Excess payment of Rs. 2-48 lakhs

3.7. In respect of 242 sectors, instead of calculating the average
flying time based upon the timing recorded by the Air Traffic Con-
trol in respect of the LA.C./1.A.F. and another company for the pur-
pose of payment to the company, the Administration ascertained the
flying time direct from these Agencies. In some cases the flying
time as recorded in the Air Traffic Control register was much lower
than that indicated by the agencies themselves. Further, it was
noticed that the average time of one of the agencies was taken as
basis for fixing flying time for some sectors even though the time
taken by one or the other of the remaining agencies was lower,

3.8. In addition. in December, 1961, flying hours were fixedfor 96
sectors. Out of these, flying hours for 75 sectors were based on the
average timing of the company on the ground that the average flying
time of none of the other three agencies was available, It was, how-
ever. noticed that in 12 sectors, the Indian Airlines Corporation had
performed flights and the average time taken by them was less than
that of the company.

3.9. During evidence the Committee were informed that in accord-
ance with the provision of the contract timing for a flight was laid
down on the basis of earlier performance of the three companies;
where performance of those companies wag not available it had to
be done on the basis of minimum time taken by the contracting com-
pany.

3.10. It was stated that the Administration was now compiling
the average timings in regard to the latter case and were revising
the timings so far based on the average timings of the three com-

. [ ]
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panies. In all, 872 timings of various sectors were involved, The
Committee foel that there has boen avoidable delay in fixing the
average timing in a large number of sectors. They would stress that
expeditious steps should be taken to complete the fixing of the ave-
rage timing for the remaining sectors,

(i11) Excess payment of Rs. 22,000

3.11. During October, 1962 to March, 1963, the company operated
45 sorties in one sector in which flying time had not been fixed. The
payments were, however, made at a higher rate admissible for a
sartic in a different sector for which flying time had been fixed.

3.12. When attention of the witness at the time of evidence was
drawn to the above over-pavment of Rs. 22,000, he stated that.in that
case it was an error on the part of the company. The company had
shown ‘ights to a place different from that to which the actual flights’
had taken place.  The place shown by the company in their bills
being further away resulted in excess payment.. The mistake had
been committed from the yvear 1960, (beginning of the contract) but
came to the notice of Administration 1n December, 1963 i.e, after a
lapse of more than three yvears. It was stated that the company
had accepted the overpayment and agreed to pav back. The witness
stated that the Administration did not suspect that there was any
attempt on the part of the company 1o defraud and did not investi-
gate or order an inquirv as to why and how the overpavments had
taken place, and also did not call for anvone's explanation,

313 When asked whether the monev had been recovered, it was
stated that the Company had agreed to the deduction of the amount
‘from certain of their bills pending for pavment.  Those bills were
still being examined and recoveries would be made.

3 14. In reply to a question as to why Rs. 20,000 were not deducted
from the payvments amounting te Rs. 9695410 made to the com-
panv after the overpavment came to notice, the witness stated that
the Company had desired that it should be done from certain parti-
cular bills, which still had not been paid. The Home Secretary,
expressing his view stated that action to effect recovery should have
becn taken promptly and at the earliest opportunity,

3.15. The Committee are surprised that these overpayments made
from the public exchequer did not come to the notice of Government
till they were brought out by the Audit. When noticed no effort
was made to inquire inte them and investigate the reasons behind
them. The Committee foel that there has beem 3 remissness on the

*
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part of the Administration in regard to the financial aspects of the
contract. The Committee also feel that thw action of the Company
in charging at rates higher than those prescribed was not proper. It
is strange to note that the Administration took a lenient view of such
over~charges and also those arising out of erroncous destinations.
They also feel that the system under which this contract was work-
ing was faulty and further that the Company had no difficulty at
any stage in enlisting the sympathy and cooperation of the autho-
rities concerned evenm if it meant loss of public revenues. ‘

3.16. The Committee are also of the view that the first available
opportunity should have been utilised to effect the recoveries of over .
payments from the Company instead of allowing it to collect its
subsequent bills in full, before adjusting overpayments.

3.17. To the Committee, it appears that special offorts and vigi-
lance are needed on the part of the NEFA Administration to correct

the matters and ensure that such lapses do not recur.

318. The Committee would recommend that a special enquiry’
into all past transactions, under the contract, be conducted forthwith,
any mistakes committed brought to light, and those found responsible
for them suitably dealt with.

Avoidable extra expenditure (Rs. 10 lakhy)

319, In December, 1961, the Administration fixed the flying time
for 74 sectors on the basis of average flving time taken by the com-
pany’¢ aircraft, during the period from May, 1960 to March, 1961, The
actual t'me taken in f{lights performed in these sectors after Decem-
ber, 1861 was, however. much less, During 1963-64 alone, the com-
pany recieved pavment for 1759 hours against the actual flying time
of 1239 hours of their aircraft in these sectors resulting in an extra
expenditure of Rs. 390 lakhs.  The total extra expenditure for the
period from December, 1961 to December, 1964 was estimated to be
about Rs. 10 lakhs.

3.20. Tt was also noticed that in 74 sectors mentioned above, an
averare reduction of about 29 per cent was achieved in the actual
flying time after about 1} years of commencement of the contract.
In the case of 554 sectors where flying time for purposes of payment
was not fixed after actual operation during an initial period, there
has been no appreciable reduction in flying time even after 3 years
of commencement of flights.

3.21. At the time of evidence the Committee were informed that
the peyment had been made on the basis of time fixed in the contract.
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Though the company had actually taken less time, there was no pro-
vision in the contraet to pay to the company on the basis of actual

time taken.

3.22. The Committee then asked why in the light of experience
the Admunistration did not revise the particular clause, The witness
stated that “this was considered and we also had the experience earli-
er of the Indian Airlines working prior to 1960.” The Home Secre-
tary stated that it was safer to go by the average time taken by
the Indian Air Force or the Indian Airlines Corporation as there was
no question of their showing more timing than what they actually
took, Since the average timings had been fixed in 1861, the con-
tracting company's pilots started quicker flights “possibly by dis-
regarding some of the safety regulations” The Committee desired
to know whether on the basis of results and experience of the last
fow years any other system could not be worked out for making
payments to the company. The witness was not sure whether,

- within the terms of contract, any change could be made. He how-

ever agreed to analysis being made.

3.23. It was also stated by the representative of the Ministry of
External Affairs that in May, 1961 average timings were fixed on the
basis of average timings of other companies. If the Company took
more time because of weather conditions etc.. it did not get any extra
payment. On the other hand, if the time taken was less the com-
pany profited by it. In the 1984 contract, timings for certain sectors
were incorporated.  For the sectors, where average timings of other
companies were not available, the actual time taken by the company
was taken into account. The timings taken by the Company during
the 1960 or 1963 contracts. whichever were more favourable to Gov-
ernment, were taken into account,

3.24. The Committee feel that there was a noticeable and unfor-
tunate lacuna in the contract in regard to fixing of flight time to vari-
ous sectors and this gave an undue advantage of about Rs. 10 lakhs
to the Company in 74 sectors alone in three years. Time taken by
the Company to places, for which no previous timings were awvail-
able, should have been reviewed on the basis of first year's experi-
ence and averages fixed for the purposes of payment.

3.25. They further feel that there should have been arfangement
under which the timings of air flights could be reviewed periodically
:d the averages fixed revised downward or upward as the case may
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Non-finalisation of accounts. .

3.26. In 242 sectors, where flying hours have been fixed on  the
basis of past experience, the time taken into account was only from
‘take off to “touch down'. In respect of other sectors for which no
flying time was fixed in the absence of data from a preceding period,
the company has been paid provisionally in terms of the agreement
on the basis of the Lime actually taken in flights plus a taxi time of
4 minutes in cases of dropping sorties and 8 minutes in cases of land-
ing sorties. The payments made upto March. 1964 include a sym
of about Rs. 2 lakhs on account of taxi time. .

3.27. In regard to the sum of Rs. 2 lakhs paid on account of taxi
time, upto March, 1964, the Committee were informed during evi-
dence, that the entire amount would be adjusted at the time of final
settlement.

3.28. The Comumnittee rogret that even alter the lapse of 6 yoars'
period no serious effort had heen made to determine the actual flight
timings in regard to a number of sectors and payments on account
of them are still being made provisionally.

Provisional Payments.

3.29. In reply to a question, the witness, during evidence, disclosed
that from May, 1960 to June, 1966 a provisional payment of Rs.
1,62,69.969 had been made. Asked why the payment had been
kept as provisional even though three contracts had been signed, and
when it was hoped to finalise the accounts, the witness (NEFA, Ad-
viser) stated that by next month (September, 1966) it was hoped to
complete the fixation of timings of sectors where other companies had

not operated. The work in this connection had been started in May,
1966,

3.30. When asked why was it not done earlier the Secretary (U.T.)
Ministry of Home Affairs replied that the final fixation of timings
had to be done on the basis of the provision made in the 1964 contract.
The 1964 contract laid down that the timings should be fixed accord-
ing to the average timings during the first two periods of the con-
tract whichever was less. Hence the work on the finalisation of
timings could only be started after 1st July, 1964.

3.31. Asked asto what would have happened if the contract had
not been ‘renewed with the Company, the representative of the Min-

istry stated that to that extent there was a lacuna in the 1960 con-
tract. ’

3.32. It is most unfortunate that, as admitted by the witness, there
was a lacuna in the 1960 contract in regard to the determination of
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the final payments. To the Committee, it is all the more surprising
that during the four years period the lacuma in the contract did net
come to anyone's notice nor when neticed were any immediate steps
taken to rectify the position. This, in the opinion of the Committee
is yet another instance of the special treatment given to this company.

Unacknowledged sorties.

3.33. Under a provision of the Agreement the Company had to
make good to Government any losses in dropping in excess of four
per cent. The Agreement also provided that the contractor’s account
would be drawn up for final settlement at the end of each financial
year.

3.34 During evidence. the witness (Adviser to Government of
Assam, NEFA) infortned the Committee that from the vear 1960-61
to 1965-66 there were 985 unacknowledged sorties. Their value was
Rs 1905887 Break-up of the above sorties was:—

Year No, Value
- ke T
1960-61 34 69, 210.01
1061-62 P48 2,67, 8K .50
150263 N2 7,31, 126070
1503-64 232 4 fd2 08
Lyhy 65 | R4 122007
198<-06 toc 2.66.0.0.80
ToTAL . 10,05, G881

335 Asked why those sorties had not been settled so far, when
the contract provided that this should be settled every year, the wit-
ness replied that it was due to various factors. The establishment
of the Director of Supplies and Transport and of the various centres,
in the interior, which received the air-dropped stores needed to be
strengthened, The stores. after being dropped at locations, had to
be checked and an account prepared. Thereafter an intimation to
the Director of Supplies and Transport” had to
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be sent. The Director of Supplies and Transport being the despatch-
ing authority had to check and reconcile the figures sent to him by
the dropping centres.

3.36. The Committee then asked whether it was not necessary to
remove tha} deficiency in staff considering the fact that there was a
provigion to that effect in the Agreement and also that there were
rumours and complaints of stores being diverted for sale to some of
the markets. The witness stated that varivus measures had been
taken to expedite the matter and to tone up the system of acknow-
ledgement. An accounts Officer had been put on the work. He was
to draw up a procedure for entering correctly the acknowledgements
in the ledgers. These efforts had shown improvements. Audit par-
ties were being sent to check the ledgers etc. Some of the sorties
were old ones and it took time to check them. The witness added
that they were making progress year after year and hoped to clear
the outstandings 'within a month"

3.37. The Commiitee, in reply to a query. were informed that in
about April and July, 1963, the Administration realised that they
were not complying with the requirement of the Agreement. The
Home Secretary, explaining the point further, stated that there was
‘no doubt that there was laxity in the matter; that arrangements,
which should have been there all through, were not there! He added
that the arrangements were “either not adequate or were not work-
ing well and this fact was not recognised in good time............ "
He further stated that even after July, 1863 the performance had not
been what it should have been and it was ‘very unfortunate’ that
the matter had not been deall with satsfactorily.

3.38. In reply to a further query the witness (Secretary, U'l")
stated that it was not that the Administration was not aware of the
delay in settling unacknowledged sorties; it was rather due to the
‘inadequacy and inefficiency of the Organisation.” Spraking of the
progress now made, the witness disclosed that on 8th April, 1965
the total number of unacknowledged sorties was 2232, and in 1966,
on that date, it was 985. He assured the Committee that in the
next few months progress would be quick and the matter would be
settled quickly. He admitted however, that arrears of 1960-81 “Have
not shown satisfactory improvement.”

3.39. In reply to a question, the witness stated that for every
sortie, a load manifest was maintained which gshowed the items and
their weight. Acknowledgement of stores from the location centres
etc., under the Rules, was supposed to be received within 48 hours.
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The Committee were, however, informed that the Administration
had :. ¢ ived no acknowledgements at all, though according to Rules
they were to be expected within 48 hours telegraphically, the details
being sf:m by post.

3.40. In reply to a further question] it was stated thaj the loss-
account did not include the unacknowledged sorties. Provisional
payment in regard to the unacknowledged sorties had already been
made to the Company. Asked when the Administration hoped to
settle the matter, the witnesg stated that it had been laid down that
it should be completed by the end of September, 1966 and substantial
progress in this regard had already been made.

341, The Committee understand that during the period upto
March, 1964, a sum of Rs. 692 lakhs had been paid to the company
as remuneration for airlifting/air-dropping charges of the unacknow-
ledged sorties worth Rs. 13 lakhs.

3.42. The Committee regret to note that despite a clear provision
in the Agreement that the contractors’ amount should be drawn up
for final scttlement at the end of each financial year this was not
done and there was an accumulation of the number of “unacknow-
ledged sosxties”. .

3.43. The Committee however note the assurances given to them
during evidence that it had been ‘laid down' that the account of
unacknowledged sorties would be settied by the end of September.
1968. The Committee would like to be informed of result achieved.
Considering the inordinate delay in the matter, they cannot refrain
from observing that the most important provision of the Agreement
had been ignored. '

3.44. The Committee cannot appreciate the argument that because
of certain difficulties of staff etc. the acknowledgements could not
be received even after few years, The stipulation in the Rules to
send the acknowledgement within 48 hours is very significant. The
Committee are not at all convinced of the reasons for the failure teo
observe these rules.

345. The Committee are at a loss to understand how in the ab-
sence of such an account the Administration was able to know the
extent to which it had met the demand for stores and supplies of
the remote areas. Final settlement of the account at the end of
each year, the Committee foel, is vital part of the Agreement, which
they hope would now at least be brought upto date.



Loss in Stores Despaiched.

346. The Committee note that in the Agreement following provi=
sion was made for making good the loss sustained by the Cotnpany
during its air-dropping operations: — ’

“The Contractor will make good the losses which the Govern-
ment mayv sustain in dropping in excess of 4 (four) per cent. The
percentage of loss will be caleculated at the end of each financial year
taking inte account the. total gross weight of the stores, as shown in
the load manifest, and the total groess weight of the stores acknow-
ledged as having been received by the Polltical Officer or his repre-
sentative at the dropping zone. I the loss thus assessed exceeds 4
(four) per cent of the weight of the stores as zshown in the loan
manifest, any excess over the said 4 (four) per cent will in case of
cach item be priced at rates relative thereto and the amount so
arrived at shall be realised from the contractor. The Director will
effect such recovery of the said amount from the contractor before
making final reconciliation payment in terms of the contradt. The
Government will provide the contractor with a copy of the schedule
of rates as far as practicable, of the different commodities air-drop-
ped on the basis of which the losses will be calculated. In case of
reports received by the Director from an individual dropping zone
regaring recurring heavy losses the contractor will be permitted
to ascertain the actual reasons for such losses through the Agency of
the Director. The Government will also take prompt and decisive
action to investigate into the reasong for such losses and may even
suspend dropping temporarily into the particular dropping zone.”

3.47. During evidence the Committee asked whether a discre-
pancy, when noticed, in the stores dcspatched and received, was
taken up with the Company, the witness stated that only when
losses were more than 4 per cent they were recovered from the com-
pany and that also at the end of a year.

3.48. The Committee then asked whether it meant that even if
the logses were 50 per cent they could not be taken up till the end
of a year. The witness replied: ‘if there is a bad case naturally that
will be taken up’, but so far there had been no such case. He also
stated that as and when load manifests were gent, a monthly account
from the other side was received. When the Committee asked what
was the maximum percentage of loss suffered in any one sortie, they
were informed that ‘in fact the Administration did not have a month-
ly account.’ -
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349 In a written® reply to a question whether cases of losses
below 4 per cent are investigated or not the Ministry of Home Affairs
had stated:

“Whenever stores are dropped at dropping zones a Board con-
. sisting of local officers inspect the stores and furnish re-
port to the Director of Supply and Transport, regarding
the losses, if any, due to bursting of bags, non-opening of
parachutes and mis-dropping.”

3.50. The Committee would like the Ministry of Home Affairs to
investigate to what extent, if any, these instructions have been pro-
perly followed.

3.51. The Committee desired to be furnished with a statement
showing the tonnasge despatched for air droppings and air landing
separately {rom the vear 1980-61 to 1965-66 with the actual tonnage
received at the receiving end. They also desired to be informed
whether there was any loss in tonnage received, if so. what was the
loss in tonnage and value. The information® furnished by the Min-
istry is at Appendix 1. The Committee find therefrom that the ton.
nage lost during 1960-61 to 1965-86 in respect of the acknowledged
dropping sortles came to 2873, its value being Rs. 31,16,250.

3.43. It is most unfortunate that the account Is not kept sortie-wise
had incroased substantially vear after year. In the year 1960-61,
the value of the stores lost was Rs. 282 873 whereas in 1965-66 it rose
to Rs 9,50622 '

3.83. 1t is most unfortunate that the account is not kept sortio-wise
and due to some misunderstanding these 4 per cent are calculated
on the annual turnover. The Committee feel that 4 per cent margin
of loss given was in respect of each sortie and not for the whole year.
This has caused a very serious and avoidable loss to the public ex-
chequer. The Committee suggest that a special check should be
conducted to calculate the loas sorties-wise and then make the neces-
sary recoveries from the company where due.

Payment for ‘abortive’ Sorties.

3.534. The contract provides for a payment of Rs. 350 per flying
hour for ‘abortive’ sorties. ‘Abortive’ sorties were mostlv due to bad

#Not verted by Audit, .
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weather conditions, as a plane after taking off from the base might
not be able to drop or land the supplies. Record of such sorties, the
Committee were informed, wasg maintained by the Directior of Sup-
ply and Transport, who had his organisation at the base from where
the planes operated. During evidence, the Committee were told that
a sum of Rs. 893,663 52 had been paid towards ‘abortive’ sorties for
the period 1960 {o 1966

3.55. The Committee feel that the payment of more than Rs. 125
lakhs on an average in a vear for ‘aboriive’ sorties is on the high
side. They would like this to be looked into and the payment on
this account to be brought down.

Complaints regarding the diversion of Stores to Markets.

3.56. In reply to a question, it was stated that it was on the §.h
January. 1963 that the Government of India came to know from the
Press that there were complaints about the diversion of stores, meant
for air-dropping by the company concerned, to a magket.

3.57. In view of the complainty regarding diversion of stores meant
for air-dropping in the NEFA and NHTA arecas, which had appeared
in the Press and had also been made in Parliament, the Committee
wished to know whether any enquiry was instituted into those alle-
gations and if so, with what results. The Ministry's representative,
during evidence stated that the S.P.E held confidential enquiries and
came to the conclusion that the allegations were not substantiated.
When asked whether the SP.E. contacted the source of information,
the witness stated that he was not sure of that. It was stated that
the SP.E investigated into the matter on the basis of reference made
to it by the Ministries of Home Affairs and Defence. The Ministries
had received complaints which they had passed on to the SP.E,

3.58. The Committee enquired whether apart from the S.P.E.
findings the NEFA Administration tried to check whether the stores
had been air-dropped or diverted, by lonking into the figures of stores
actually despat~hed and those actually picked up. The Committee
were informed that those figures were not readily available, The
witness further added that records were being maintained but the
figures relating to storves despatched and picked up had not been
worked out.

3.59. The Committee would like in this context to quote from the
S.P.E. Report on the above inquiry, supplied to them by the Minis-
try of Home Affairs. The Report says: “Air-droppings, according to
the S.P, S.P.E, Shillong were always accompanied with Load Mapi-
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fest Sheets (LMS) and were paid by NEFA authorities on the basis
of bills accompanied by L.M.S. Local confident:al enquiries did not
reveal if the NEFA authorities had found fault with any Load Mani-
fest Sheets No such report was alsn made by NEFA Administra-
tion to the local SP, SPE”™

3.60. The Committee are surprised on the above reported siste-
meut of the NEFA Administration. As stated earlier, the Admin-
istration had no complete record of supplies received at the .o.her
end and there were a large number of unacknowledged sorties. In
the absence of complete information with the NEFA authorities, they
were obviously not in a position to vouchsafe for the correct receipt
of stores at the receiving ends,

3.61. The Committee are not happy over the treatment given to
the complaints from Press and public. The Committee feel that the
mere {act that the NEFA authorities had not made any roport to
the S.P.E. should not have been considered enough to assume that
there was no baxis of the complaints. They expect that such com-
plain.s are tuken up with greater seriousness and that they are look-
e¢d into more thoroughly and intensively.

3.62. In reply to a question during evidence, it was stated that the
Agreement of 1960 with the company was drafted by the Legal Ad-
viser, NEFA Administration, on the lines of the agreement already
in operation with the company at that time. The Government of
India were informed of the terms and conditions of the contract,
only after it had been executed  However, the 1964 contract was
finalised by the Government of India in consultation with the Law
Ministry. On being asked why the Law Minisiry was not consulted
in 1963, when the contract was extended, the Commitiee were in-
formed that in 1963 the decision was to renew the existing contract,
whereds in 1964 a new contract was to be signed. Moreover, in 1963
as the whole matter was gone into in great details and thorough-
ness, as the Ministries of Defence, Transport, Director General of
Civil Aviation, etc. had been brought into picture, no need was felt
to consult the Law Ministry. It was also disclosed to the Committee
that the Law Officer of NEFA Administration, who was 'well quali-
fied in legal matters, had discussion with the officers of Law Minis-
try before finalising the 1963 agreement.

3.63. On being asked whether it was correct to say that there was
lack of proper, regular and strict supervision of the working of the
agreement, the witness replied. that “1 do not contend that. I don't
sa\ that. There were lapses and not quite prompt action.”
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364. The Committee regret to note that the contract for air sup-
plies to NEFA had neither been drafted carefully nor had it been
implemented properly. There has been lack of care and supervision
in the execution of the contract from the very beginning. Instances
of over-payments were neither detected nor promptly investigated.
Provisional payments have been made to the company from year to
yoar, and the accounts with the company have not been settled fin-
ally at the end of the financial year, as stipulated in the Agreement,

1818 (Aii) LS—3.
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RENEWALS/EXTENSION OF THE CONTRACT

The contract was extended for one vear (upto 30th April, 1964)
on 16th March, 1963, and on 1st July. 1964, 2 fresh contiract was
entered into with the same company for a period of three years i.e.
upto 30th June. 1967. Thus in all, the contract with the same pn-
vate company, would be in operation for seven years.

4.2. The representatives of Government when asked, during evi-
dence, to explain the basis on which the above extensions were given,
informed the Committee that the first contract was from the 10th
May. 1960 for three years e upto 30th April, 1963, [t was renewed
for one year upto 30th April. 1964, The third contract, which is cur-
rent is for a period of 3 years ' e. from lIst July 1964 to 30th June,
1967. When asked about the reasons for giving first extension, it
was stated that the first contract, in force upto 1963, provided for
such an extension for two years. But the extension actually given
was for one year with a view to ensure that if in the meant:me the
Indian Airlines Corporation or Indian Air Force conuld undertake
whole or part of the job, they should be enabled to do so. The nceds
for airlift supplies in NEFA and NHTA were extensive for both civil
and military personnel and in supplementing the operationg with a
contract with a-private company, it was felt that this would help
ease the difficulties considerably. It would also provide a second
line of supply which could be used to relieve the strain on the Indian
Air Force.

4.3 In reply to a question whether it was ascertained from the
Indian Air Force if thev could undertake the job or not, beforc the
extension was given, the witness stated that “the record does not
say anything on this point.” The Committee were, however. inform-
cd that the Air Company's request in their letter of 9th  Octrober,
1962 for extension was discussed by the Foreign Secretary with the
Defence Minister. In the note dated 11th October, 1962, recorded
by the Foreign Secretary in regard to the discussion, it had been
stated inter-alia:

“Defence Minister is not in favour of renewal of the contract
beyond 30th April, 1963, when it expires. His main rea-
sons are that this is a job which should be done by the
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Indian Air Force which should acquire the extra aircraft re-
quired as these supply arrangements are intimately con-
nected with defence operations in the areas of NEFA ard
Nagaland. Though it is true that some of the air supplies
made by the . .... Airlines also satisfy the nveds of the
civil administration in certain outlying areas, Defence
Minister feels that the Air Force should be able to deal
with the supplies of the civil administration as well, Apart
from security considerations to which the Defence Minis-
ter attaches importance, his main argument is that in an
emergency a private company can fold up and say  that
they regret they cannot carry out certain tasks and it will
be impossible to organise supplies by the Air Foree in a
contingency of this nature. We should, therefore, rely
completely on the Indian Air Foree to do thig work”

44 The Foreign Secretary held the view that air supply needs
of NEFA and Nagaland were 3o extensive that supplementing by a
private company would help considerably. In the end, it was stated
in the same note that the Defence Minister agreed reluctantly to
the extension but desired that no foreign exchange should be re-
leased to the company for the purchase of aircraft, which was re-
quired by the Indian Air Force for their own purposes, nor should
the Indian Air Force be asked to release any aircraft for that com-
pany. The proposal to extend the contract of the private Airlines
at the existing terms by one year received the approval of the Prime
Minister and orders were accordingly issued to the NEFA Adminis-
tration.

45 The Committee pointed out that in view of this stand of the
Defence Minister, how could it be said that the LAF. was nol pre-
pared to undertake this task. The Committee further asked who
wag more competent to judge the capabilities of the LA.F..the De.
fence Minister or the External Affairs Sccretary. In reply to the
question, the Home Secretary stated that it was “really a matter to
be considered both by the External Affairs which was concerned
with this ag well as the Defence Ministry. The Defence Minister
was in a better position to say as to what the LAF. could nr could
not do.”

4.6. Asked whether any assessment of the LAF. capacity was
made after the exccution of the contract on 10th May, 1960 till the
time of its renewal w.e.f. 1st May, 1983, the witness stated that there
was “nothing on record to show that any effort wag made.”

4.7. Explaining the backgrcund of the second contract, the repre-
sentative of the External Affairs Ministry, stated that in a sense it
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was a new contract as some new provisions, like, renewal for one
year, non-mention of minimum tonnage etc, were also made

4.8. In regard to the conclusion of the contract for another three
years i.e. from lst July 1964, to 30th June, 1967, the witness (Exter-
nal Affairs Ministry's representative) stated tha: the question of
future airlift arrangement was examined in about October, 1963.
The Ministry of Defence who were approached firs:, not only expres-
sed inability of the 1.AF. to undertake the job, but also desired that
the private airlift capacity be maintained. The witness further said
that at the same time enquiry was also made whether the Indian
Airlines Corporation would be able to take up the job. To this, the
D.G.C.A, in consultation with 1A C replied that the latter were not
in a position 1o take 1t up.

48 The Committee were also informed that the question of utilis-
ing any other private company {or the contract was then looked into
ind the conclusion arrived at was that except two o.her compatirs,
there was none who could be entrusted with the work. But those twon
companies also had limited capacities and were unable to under-
‘ake the entire work. However, 1t was held that the assignment
could be split into two or more units and those two companics might
be in a position to undertake individually the work for one or more
of those units. D.G.C.A. was also of the opinion that if there were
n., practical difficulties in splitting the work into smaller units, ten-
ders could be invited for those units separately,

4.10. In April, 1964, the witness stated, a high level inter-ministe-
rial meeting was held represented by the Mimstries of Transport,
Defence, FExternal Affairs. Law and Finance and the Civil Aviation
Deptt. At the meeting the D.G.C A disclosed that there were only
three operators in the field. Out of those. one was not interested.
The second company, which was already working the contract, want-
ed to continue. The third one wished to be considered at the rates
and terms then in force. When the implications of the fresh tender
were considered at the meeting, 1t was felt that the calling of fresh
tenders would invalidate earlier commitments regarding extension
of the contract at existing rates.

4.11. The Committee then asked whether it meant that tenders
were not invited because of the fear that the contracting company
might enhance their rates. The witness replied that it was so. The
Home Secretary, however, held the view that the decision not to
invite tenders “showed only half an understanding of the law of
supply and demand” and that the fear that the company would
quote higher rates “was not well-founded.”
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4.12. The Committee would like to draw attention to the follow.
ing facts: (i) the Defence Minister was not in favour of rencwal of
the contract expiring on the 30th April, 1963; (ii) he was of the opi.
nion :hat the work was connected with defence operations and should
be done by the Air Force by acquiring extra aircraft and they (Air
Force) should also deal with supplies for Civil Administration; (iii)
he (the Defence Minister) was of the view that apart from security
considerations a private company should not be depended upon as it
might create a difficult situation in an emergency: (iv) he (the De-
fence Minister) wanted that the Indian Air Force should be relied
upon completely for the job: and (v) the Defence Minister reluctant-
ly agreed to the cxtension of the contract by one year

4.13 The thinking in the Ministry of Defence apparently under-
went a radical change subsequently, for reasons not easy to under-
stand, because sometime in October, 1963 when the question of future
airlift arrangement was eximined, and the Ministry of Defence were
approached, they not only expressed inability of <he lndian Air

Force to undertuke the job, but alse desired that the private airlift
capacity be maintained.

The Commiitie further note with surprise that a further contract
was further concluded for three years without calling for fresh ten-
ders for imaginary fear that the contracied company might increase
its rates. The Committee cannot appreciate ‘he argument that mere
calling of fresh tenders would have altered the conditions of the
existing contract i.e. invalidate the condition or commitment cover-
ing extension of the existing contract,

Increase in rates for landing and dropping sorties.

4.14. According to the first Agreement, the company was pair re-
muneration for the landing and dropping sorties at the rate of Rs, 750
per flying hour on the basis of average time taken for flights from
Jorhat or Mohanbari, os the case may be, to the landing or dropping
Zones and back. as might be recorded by the Air Traffie Control n
respect of Indian Airlines Corporation, Indian Air Force and another
company’s flight to such dropping Zones and landing grounds.

4.15. The rate of Rs. 750 per hour was increased by Rs. 7162 with
effect from 1st March, 1963 and by Rs. 7810 from 11th June, 1963

due to increase in operational costs in terms of the agreements.

4.16. In regard to the above increases in the rate granted to the
Company, it was stated, during evidence, that in the 1960 contract
there was a provision for increase or decrease in the operating cost
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with mutual agreement. In the second contract of 1963, the same
rate of Rs. 750 per flying hour as provided in the first contract, was
retained. The increase in the rate from Rs. 750 to Rs. 821° 62 from 1st
March, 1963 and v Rs. 828.10 from 11th June. 1963 was notified in
the Government of India letter of 13th April, 1964.

417. It was stated that the company had requested for the up-
ward revision of rate by Rs. 9678 in March, 1963, as they contended
that cost of operation had gone up on account of rise in price of fuel,
maintenance charges of aircraft, cost of accessories ete.  The Ministry
of External Affairs before examining the proposal sent it to the Direc-
tor General of Civil Aviation in July 19683 with a view to ascertain
whether it was reasonable. The latter, after five months, informed
the Ministry that the increase in rate by Rs 71'62 from st March,
1963 and by Rs. 78:10 from 11th June, 1963 was reasonable.  After
obtainung approval of the Finance Ministry, President’s sanction was
conveyed in 1864 for the increase:.

4.18. From the above it is evident that the representation from the
Company for the increase in the rate was with the authorities before
the contract was actually renewed from 1st May, 1963, The Commit.
tee are of the view that the fact that the company had asked for en-
hanced rates was an additional reason for calling fresh tenders instead
of renewing the contract at the old rate and then cnhancing the rates
with retrospective effect.

Alternative proposal for air-lifting of supplies

4.19. During evidence the Committee desired to know whether the
Government cver examined the economics of acquiring aircraft for
the purpose, since the air-dropping and air-landing of supplies seem-
ed to be a permanent feature with the NEFA Administration. The
representative of the Ministry of Home Affairs (Secretary. U.T)
stated that at one time, in 1960, setting up an organisation was
thought of and a reference to the Minisiry of transport was also
made. But that did not make much headway.

4.20. From the written replies furnished to the Committee, in res-
ponse to its questionnaire, by the Ministry, it is noted that in July,
1960 the Ministry of Transport & Communications received a pro-
posal from the Indian Airlines Corporation for the setting up of a
self-contained and sufficiently autonomous organisation to meet the
elvil aircraft commitments in the NEFA region. The proposal envi-
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saged that the capital and recurring expenditure for the setting up
of the proposed organisation should be borne by the Government und
should not be on the corporation finances,

4.21. The Ministry of Transport & Communications invited the
opinion of the Ministries of External Affairs and Defence on the pro-
posal. But the Ministry of Transport & Communications after receiv.
ing their comments came to a conclusion that as tHe supply problem
in NEFA was the responsibility of the Ministry of External Affairs,
therefore ‘a decision as to the need for setting up a separate orga-
nisation of the kind proposed should be left to the Ministry of External
Affairs’. The Transport Ministry further desired the External Affairs
Ministry ‘to contact the [ A.C direct for working out the details of
such an organisation’.

4.22. The Minwtry of External Affairs, however, on 4th April, 1961
wrote back to the Ministry of Transport & Communications saying
that ‘in view of the latter's gpecialised knowledge of the working
of the LAC. and the private airlines, it was primarily for them to
consider whether such an organisation should be set up and if =o, to
get the proposal approved by the appropriate authority.’

4.23. The Committee are sorry to learn that neither the Ministry of
Transport and Communications sent any reply to the above commu-
nication nor the Ministry of External Affairs pursued the matter fur.
ther. It is most unfortunate that a proposal to meeot the long term
needs of airlifts to border areas was given such a discouraging treat-
ment.

4.24. The Committee regret to observe that due to lack of proper
co-ordination at the Ministry level, the public cause has suffered.
This shows the need for remedial steps and clear-cut definition of
responsibilities of respective ministries in a case like this.

4.25. It has been intimated to the Committee that at the initiative
of the Ministry of Home Affairs the Department of Aviation is pre-
sently studying the question of setting up a separate Air Transport
Organisation for transportation of Commercial cargo all over India
including NEFA and Nagaland. The Department of Aviation hopes
to come to a decision by the end of October, 1866.

4.26. The Ministry of Home Aflairg in their memorandum to the
Committee, in regard to the above scheme, have stated as under:—

“It is difficult to hazard a guess as to the position which will
obtain next year as such will depend on the possibility or
feasibility of the freighter unit contemplated by the Depart-
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ment of Aviation being set up. The Home Ministry are
urging that this unit should be brought into operation as
soon as possible. Such a unit will need the right type of
aircraft and pilots of special aptitude to work in NEFA
where operations are extremely difficult and hazardous.
Present indications are that even if such a unit is decided
to be set up, it may not be in a position to start operations
in June, 1967. Supplies for NEFA are a matter of vital
national importance and will have to be maintained at any
cost. If Covernment agencies are not in a position to take
up the work by the time the existing contract runs out,
other appropriste arrangements will have to be made with
private agencies in the fleld.”

4.27. Thisx seems to indicate that the importance and urgency of
setting up a suitable Government agency for this work have not been
fully realised.
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CONCLUSIONS
A. Inquiry into the working of the Agreement.

5.1. Examination of the working of the contract for air-dropping
operations in NEFA and NHTA arces with a private air company has
revealed the following unsatisfactory features:

(a) Contract was given to the private company even though
LA.C with LAF. was willing to undertake the task:

(b) the contract to the Company was awarded ignoring certain
basic principles of the tender system and without making
essential enquiries ahout the financial eapacity ete. of the
Company

(¢) the Agreement was drafted in a hauphazard and not unam-
biguous manner;

(d) the contract has been renewed or extended from time to
time without following the normal procedure of inviting
tenders;

{(¢) the execution of the contract lacked proper supervision and
effective control:

(f) an amount exceeding a crore of rupees has been paid to the
Company provisionally and no attempt bas heen made to
finalise the puyments even after the lapse of o number of
vears and rencewal! of contract 1wice;

() several cases of over-payments based on wrong calculations
have been detected,;

(h) the recovery of nearly Rs. 32 lakhs from the Company on
account of stores lost, has not heen initiated so far; and

(1) 985 air-dropping sorties, valuing Rs 19,035,987 have remain-
ed unacknowledged till the end of vear 1963-66. Yet, pro-
visional payments in respect of these sorties have been
made.

In the circumstances, the Committee are of the view that there
is an immediate nced for the appointment of a Committee, consisting
of the senior representatives of Ministry of Finance, the Auditor-
General and the Central Bureau of Investigation which should make
a thorough probe into the working of the Agreements to assess the
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extent of loss 1o Government and undue advantiage to the Company.
The Inquiry Committee should also fix responsibility for the unsatis-
factory implementation of the vatious provisions of the Agreements.

B. Need of entrusting the task to g suitable Government Agency.

5.2. The review of the working of the agreement with the private
company alse has indicated that the agreement has not worked to
the best advantage of the exchequer. Though the private company
has played a useful role in airlifting the cargo in the strategic areas,
the Committee cannot ignore the following important factors:

(i) The s.rong views held by the Defence Minister in October,
1962, which have great validity even today
(ii) The administrative Ministry in charge viz., the Ministry of
Home Aflairs have been urging that o preper unit in the
State Sector should be brought into operation as soon as
possible; and
(iii) The following provision in the Industrial Policy Resolu.
tion of 1956:
“In the first caicgory will be industries the future develop-
ment of which will be the exclusive responsibility of the
State  .Railwavs and air transport, arms and ammunition
and atomic energy will, however, be developed as Central
Government monopolies, Whenever co-operation with
private cnterprise is necessary, the State will onsure,
that it has the requisite powers to guide the policy and
control the operations of the undertaking.”

Keeping these factors in view and taking into account the heavy
amount paid to the Company for this contract (Rs. 442 crores upto
31st October, 1965). the Commitice are of the opinion that this task
of air-lifting of stores in NEFA and NHTA areas should be taken up
by a suitable Government agency. They are also of the opinion that
such an agency should be set up well in time to undertake the work
on the expiry of the present contract after June, 1967.

Nzw Dmunr; R. R. MORARKA,

November 8, 1966. Chairman,
Kartika 17, 1888 (S5). Public Accounts Committee.




APPENDIX 1

List of points on which further information was required by the
Public Accounts Committee

(a) Question:

Please furmish a statement showing the tonnage despatched
for air-dropping and air-landing separatelv  from  the year
1960-61 to 1965-66"

Answer:

The total tonnage of supplies actually  awlanded  and  air-
dropped 1s as follows

Year Tonnage Tonnuge Totul
aitlanded  airdropped

1 2 3 4

1960-61 2612 Nogq 10,706
1961-62 5610 1073 16,391
1962-63 3549 10603 15,152
1963-64 4954 14167 19,121
1964-6% f002 11254 15,256
1965-66 2688 14826 17,214

(b) Question.—The tonnage actually received at the receiving end?

Answer.—(b) (i) The total tonnage airlifted in respect of NEFA
and Nagaland during the year 1860-61 to 1965-86 is included in
35,243 load manifests. Of these 916 load manifests still remain un-
acknowledged. These unacknowledged load manifests are in respect
of dropping sorties only as there are no unacknowledged landing
sorties.

(ii) The total tonnage in respect of Load manifests pertaining to
dropping sorties only, the tonnage in respect of unacknowledged load
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manifests pertaining to these dropping sorties and the balance ton-
nage in respect of acknowledged load manifests also pertaining to
the same dropping sorties are as follows:—

‘Teotal tonnage in

respect  of Inad
Year manifests per-

taining to drop-

ping sartics only

Tonnage in respect  Balance onnage  in
of unacknowledged  respect of acknow-
load manifests per-  ledged {oad mans-
taining to dropping  fests pertaining to

softics dropping sorties

only

! 2 3 4
196061 Rrag <y R.03¢
1961 -62 157K3 162 1~.621
1962-63 104%3 64 G N3
1963-64 14167 SN 11.6~%
196,464 11244 17y R IRNEES
196566 14526 203 4.1

(it} The position of tonnage recetved and tonnoge reported lost
aguinst Col. 4 above in respect of the acknowledged dropping sorties

is as follows:—

Tonnage despa-
tched 48 per
Year EMS ipertaming
1o acknowledged
dropping sornes

UL
1 2
1960-61 8.03x
19 63-62 10,621
1062-63 0.838

Tonnage recened as Tonnage fow
per st acknow-
ledgements
3 4
T 258
10.28g 332
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it s i L et o s s Jp—

! 2 . 3 4
1963-64 13.578 12,991 587
196.4-6¢ 11,07 10.48¢ <86
1965-66 14.303 13,565 738

(c) Question—If there is a loss in Tonnage received, what is the
value of that?

Answer.—The value of #bres reported lost in respect of acknow-
ledged Load manifests pertaining to dropping sorties
is as under:—

Year Vilue of Stores lost

R«

1960-61 2.82,873
1961-62 3.33913
1u62-61 4,09,821
1963-64 447878
1964-65 6.91.143
LOBS-66 1.50,622
Torat . 3116250

(d) Question —Percentage of losses, yvear-wise may also be given.

Answer.—As already mentioned 916 LMs still remain unacknow-
ledged with the result that the percentage of ycarwise
losses could be worked out only in respect of acknow-
ledged sorties with reference to the total load includ-
ed therein. The position in this respect is as follows:—

Year Tonnage Tonnage  Percentage
sent lost of loss
1 2 3 )
196061 ¥,03¢ 2548 3 21Y%,

1961-62 10,624 332 3.13%
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APPENDIX 1l .

Summary of main conclustons recommendations of the Sirtieth Report of the

Public Accounts Committeee on para 37 of Audit Report (Civil), 1966,

e e e e s BN - R —

Para No.of Ministry Depur Conclusions Recommendations
Report concerned
2 kY 4
10 Aviation The Committee feel that it is most unfortunate that the Indian

Airlines Corporation, which is a public undertaking, had not given
careful consideration to a matter of vital importance i.e. supplying
stores to the civil population living in remote and unconnected
areas and to Assam Rifles; on the other hand they allowed the
backlog to accumulate.

Home Affairs The Committee are not happy with the manner in which the
Government of India dealt with the matter. When Indian Air-
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Home= Affair:

4

. - S

lines Corporation’ and Indian Air Force had agreed in February,
1960 to meet the immediate requirements, perhaps it would not
have been difficult to persuade the Indian Airlines Corporation to
continue the operations with the assistance of Indian Air Force,
which the Chief of Air Staff had already promised. The Committee
are also of the view that the problem of airlifting, air-dropping
of stores in the NEFA and N.HTA. arcas could and should have
been sorted out by proper co-ordination of the Ministries concern-
ed instead of allow:ng the matter to dnft

The Committee are surprised to note that there was no proper
system of recording the incoming dak in NEFA Administration,
even in regard to the receipt of important documents like tenders.
The Committee feel that it 1s necessary to introduce a proper
svstem in this matter If a system had been prescribed already,
the lapse in the present case needs investigation.

The Air Company in their letter of 23rd April, 1960 written
only one day after the publication of the tender notice in the news-
papers. had mentioned of a discussion they had with the Adminis-
tration's official But the fact of the discussion had neither been )
accepted by the Administration nor had the statement of the Cém-
pany about it been contradicted. The Committee are thus unable
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to understand the reference to a discussion. It is not clear by whom
it wes held and with whom. The Commitiee are howewer s~
prised that the represeptative of the Company had a disewssion on
this subject. This scems o indicate that the Compeny had a prior
knowledge of this tender which the other parties did not have.

The Committee canmot but observe that the seleesion of en air
company for air-droppiug operstioms, was dome in a heaphessrd
manaer abd the other two companies which were willing to under-
take the work, were given a summary digposal. Their letters were
filed without giving them due comsiderstion. They were not even
asked whether they were agreeable to undertake the work and
what their rates would be if the eanteact was for a period of three
vears, instead of ome yesr as originally advertised.

The Committee are also no! convinced of the arguments put
forth for signing the contract for three years when the tender
notjee stipulated emly ene year. If the intention was 1o give a

comtraet for three years, this point should hswve been clarified at

the time of inviting tenders, m fairmess to other eompetitors.
Alternatively, as accepted by the Secretary (U.T.), the Adminis-
tratiom cowld as weil have entered into a contract for one year and
later on m the light of subsequent development have asked for a
long rapge tender, if -absolutely neeessary. This point assumes
special importance because even the Airlines Corporation and the
LLAF. were asking for a longer term contract. Also another Com-
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pany had stated in their reply to the tender notice that they would

be willing to undertake the work if the contract period was a
longer one.

It is significant that even though the Government knew that
the need for air-lifting supplies to NEFA etc.. would remain with
them for years to come they, for reasons best known to themselves,
invited tenders only for one vear. In the opinion of the Committee,
this attitude of the Government lacked both imagination and justi-
fication. Further the decision on the part of the Administration
to award the contract for 3 years instead of one year, was a viola-
tion of the sanctity of the tender system.

It appears that the most important aspect of selecting a private
company for operating a contract involving crores of rupees vis.
verification of financial stability and suitability of the compeny;
had thus been ignored in this case. The Committee are unable to
find sufficient justification for such action on the part of the
Administration.

The Committee are unable to comprehend the reasons which
led the Government to sign the contract with the private air com-
pany initially for undertaking work connected mainly with defence
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and the civilian population of the Border areas. It is all the more
regrettable that such a contract was signed without:

(i) verifying capacity, capability and financial condition and
stability of the company;

(ii) obtaining advice of the DGCA on the working of the
Company;

(iii) making any comparative study of the rates quoted by
the Company with those paid to other companies who
had either worked or were working for the NEFA
Administration; ’

(iv) having a final consultation with the IAC and IAF, who
had informed the authorities much ahead of the opening

of tenders and awarding the contract, their willingness
to undertake the job;

(v) giving an opportunity to the other two compenies who
had responded to the tender-notice, to re-quote if they
desired, when a decision to award the contract for a
longer period (3 year instead of one year) had been
taken. )

2.44 ~do- The Committee feel that the opinion held by the NEFA Ad-
ministration about- the working and capacity of the 1A C. and
LAF. was most unfortunate. The I.A.C. being a public undertaking
and LAF. being incharge of the security of the country should

A 4
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private companmy. Even assuming that the LAC. were experienc-
ing certain insuperable difficulties in the matter, the best course
would have been to give a short term contract to a private party
for six months or at the most a year, by which time a firm and
satisfactory arrangement should have been arrived at with the
I.AC. in consultation with the ILAF. or in the aiternative looking
to the long period need, the Government should have brought the
required number of planes and created a special organisation for
this important task.

~The Committee are surprised that the Kathju Comunitter Report
which had mentioned about the ‘incomplete test flight repertd’,

honouring of instructions more in the breach than in the observ-~

ance’ both by the pilots and engineers; non-maintenance of storss
to the ‘normaily accepted aviation standards,” ‘lack of vigilance
cn the part of company’s management over the flying activities of
the pilots in their employ’; submission of incorrect load mani-
fe s with forged signatures, etc, had misied Government's notice
a‘ the time of awarding eontract to the Company in 1985, snd at its
subsequent renewals.

The Committee regret to note that the estimated tonnage did
not sctually masterialise despite the fact that it represented the
a~tusl requirements as cleimed by the Ministry. This seems to

-
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indicate that the requirements of the sreas were not adeguataly

met. The Committee are also unsble to appreciate the reasen given
for non-procurement of the estimated supplies in tim#

The Committee are not aware of the reasons for which no pro-
per provision for a security deposit or carnest money had been
made in the contract. Thev fcel that a security deposit or earnest
money for a contract of this nature involving transactions worth
crores of rupees and one relating to supplies lo important border
areas should have been made from the very beginming. particularly
when they were dealing with a Company with small paid up capl-
tal and meagre financial resources.

The Committee feel that there has been avoidable delasy in
fixing the average timing in a large number of sectors. They would
stress that expeditious steps should be taken to complete the fixing
of the average timing for the remaining sectors.

The Committee are surprised that the overpayments made from
the public exchequer to the Company did not come to the notiee of
Government till they were brought out by the Audit. When
noticed no effort was made to inquire into them and investigate
the reasons behind them. The Committee feel that there has been
a remissness on the part of the Administration in regard to the
financial aspects of the contract. The Committiee also feel that the




o e e - e A ———————— T

4

16

17

19

3.16

3-17

3.18

3.34

Home Affairs

[ . s o T —

action of the Company in charging at higher rates than prescribed
was not proper. It is strange to note that the Administration took
a lenient view of such over charges and also those arising out of
erroneous destinations. They also feel that the system under which
this contract was working was faulty and further that the Company
had no difficulty at any stage in enlisting the sympathy and co-
operation of the authorities concerned even f it meant loss of
public revenues.

The Committee are also of the view that the first available
opportunity should have been utilised ta effect the recoveries  of
over payments from the Company instead of allowing to collect its
subsequent bills in full, before adjusting gverpayments.

To the Committee, it appears that special efforts and vigilance
are needed on the part of the NEFA Administration to correct the
matters and ensure that such lapses do not recur.

The Committee would recommend that a special enquiry into
all past transactions, under the contract, be conducted forthwith,
any mistakes committed brought to light and those found res-
ponsible for them suitably dealt with. ’

The Committee feel that there was a noticeable and unfortunate
lacuna in the contract in regard to fixing of flight time to various

14
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sectors and this gave an undue advantage of about Rs. 10 lakhs to
the Company in 74 sectors alone in three years. Time taken by the
Company to places, for which no previous timings were available,
should have been reviewed on the basis of first year's experience
and averages fixed for the purposes of payment,

The Committee feel that there should have been arrangement
under which the timings of air flights could be reviewed periodi-
cally and the averages fixed revised downward or upward, as the
case may be. '

The Comimittee regret that even after the lapse of 6 years’
period no serious effort had been made to determine the actual
flight timings in regard to a number of sectors and payments “on
account of them are still being made provisionally.

It is most unfortunate that, as admitted by the witness, there was
a lacuna in the 1960 contract in regard to the determination of the
final payments. To the Committee, it is all the more surprising that
during the four years period the lacuna in the contract did not come
to anyone’s notice nor when noticed were any immediate steps taken
to rectify the position. This, in the opinion of the Committee is yet
another instance of the special treatment given to this company.

The Committee regret to note that despite a clear provision in the
Agreement that the contractors’ amount should be drawn up for final
settlement at the end of each financial year this was not done and

_ there was an accumulation of the number of “unacknowledged sorties”,

1§
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The Committee, however, note the assurance given to them during
evidence that it had been ‘loid down’ that the account of anascknow-
ledged sorties would be settled by the end of September, 1966. The
Committee would like to be informed of resalt achieved. Consider-
ing the inordinate delay in the matter. they cannot refrain from
observing that the most important provision of the Agreement hac
been ignered.

The Commitiee cannot appreciate the argument that because of
certsin difficulties of stafl etc. the acknowiledgements could mot be
received even after few years. The stipulation in the Rules to send
the acknowledgement within 48 hours is very significant. The Com-
mittee are not at all convinced of the reasons for the faihure to ob-
werve these rules.

The Committee are at a loss to understand how in the absence
of sirch an account the Administration was able to know the ex-
tent ‘o which it hod met the demand for stores and supplies of the
remote areas. Final settiement of the sccount st the end of esch
veur the Commtitee feel, is vital part of the Agreemoent, wiieh Wey
hope would now at least be brought up to date

The Commitlee would Jike the Ministry of Home Affairs to in-
vestigate to what extent, if any, the instroctions regarding inspec-
tion of stores dropped at dropping zoies by a Board ctmsm; of
local officers. have bren properly followed.
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The Committee find that the tonnage lost during 1960-61 to 1963-
66 in respect of the acknowledged dropping sorties came to 2.973.
its value being Rs. 31,18.250. The Committee also observe that the
calue of stores lost had increased substantially year after year. In
the year 1960-61, the value of the stofes lost was Rs, 282873 where-
as in 1965-66 it rose to Rs. 9.50.622.

It is most unfortunate that the account is not kept sortie-wise
and due to some misunderstanding these 4 are calculated on the
snnual turnover. The Committee feel that % margin of less given
was in respeet of each sorti€ and not for the whole yser. This han
comsed a very perious and avoidable loss to the public sxchwguet.
The Committee suggest that a special check should be conducted O
eslculate the loss gortie-wise and then make the necessary
from the company where due.

Ihe Committee feel that the payment of more than Re. 1.25 1akhs
on an average in a year for .abortive' sortfes is on the high side.
They would like this to be looked into and the payment on this
account to be brought down.

The Committes are surprised on the reported statemeat of the
NEFA Administration. As stated earlier, the Administration had no
complete reeord of supplies received at the other ond and theve were
o large number of unscknewledged sorties. In the absence of com-
plete information with the NEFA Authorities, they were ebviously
not in a position to vouchsafe for the correct receipt of stores at the
receiving ends.

i e =%
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The Committee are not happy over the treatmeant given to
the complaints from Press and public. The Committee feel that the
mere fact that the NEFA authorities had not made any report to
the S.P.E. should not have been considered enough to assume that
there was no basig of the complaints. They expect that such com-
plaints are taken with greater sericusness and that they are looked
into more thoroughly and intensively.

The Committee regret to note that the contract for air supplies
to NEFA had neither been drafted carefully nor had it been imple-
mented properly. There has been lack of care and supervision in
the execution of the contract frem the very beginning. Instances of
over-payments were neither detected nor promptly investigated.
Provisional payments have been made to the company from year to
year, and the accounts with the company have not been settied

finally at the end of the financial year, as stipulated in the Agree-
ment. :

H

The Committee would like to draw attention to the following
facts: (i) the Defence Minister was not in favour of renewal of the
contract expiring on the 30th April, 1963; (ii) he was of the opinion
that the work was connected with defence operations and should
be done by the Air Force by acquiring extra aircraft and they (Air
Force) should also deal with supplies for Civil Administration; (ii)
he (the Defence Minister) was of the view that apart from security
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considerations a private company should not be depended upon as it
might create a difficult situation in an emergency; (iv) he (the
Defence Minister) wanted that the Indian Air Force should be relied
upon completely for the job; and (v) the Defence Minister reluc-
tantly agreed to the extension of the contract by one year.

The thinking in the Ministry of Defence apparently underwent a

radical change subsequently, for reasons not easy to understand,
because sometime in October, 1963 when the question of future air-
lift arrangement was examined, and the Ministry of Defence were

approached, they not only expressed inability of the Indian Air Force .

to undertake the job, but also desired that the private airlift capa-
city be maintained.

The Committee note with surprise that a further contract was
concluded for three years without calling for fresh tenders for ima-
ginary fear that the contracted company might increase its rates.
The Committee cannot appreciate the argument that mere calling of
fresh tenders would have altered the conditions of the existing con-
tract ie, invalidate the condition or commitment covering exten-
sion of the existing contract.

The Committee note that the representation from the Company
for the increase in the rate was with the authorities before the con-
tract was actually renewed from lst May, 1963. The Committee are
of the view that the fact that the company had asked for enhanced

111
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rates was an additional reason for calling fresh tenders instend of
renewing the contract at the old rate and then enhancing the ses
with retrospective effect.

The Committee are sorry tu learn that neither the Munistry of
Transport & Communications sent any reply to the communicativn
dated 4th April, 1961 of the Ministry of External Affairs nor the latter
pursued the matter further. It is most unfortunate that a propesal
to meet the long term needs of airkif{ts to berder areas was given
such a discouraging treatment.

The Committee regret to observe that due to lack of proper co-
ordination at the Ministry level, the public cause has suffered. This
shows the need for remedial steps and clear-cut definition of res-
ponsibilities of respective ministries in a c&se like this.

Explanation of the Ministry does not seem to indicate that the
importance and urgency of setting up a suitable Government sgency
for the airlifting of supplies to NEFA and NHTA areas have not bean
fully realised.

Examination of the working of the contract for pir-dropping ope-
rations in NEFA and NHTA areas with o private air company has
revealed the following unsatisfactory features: ‘

(3) Comtract was given to the privaie company €Vad though
LAC. with LAF. was willing to undertake the task;
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(b) the contract to the Company was awarded ignoring cet-
tain basic principles of the tender gystem and without
making essential enquiries about the financial capacity

ete. of the Company,

(c) the Agreement was drafted in a haphezard and not eonsmbi-
gUOUS METRer;

(d) contract has been renewed or extended from tin_-te t0
time without following the normal procedure of inviting
tenders; .

(e) the execution of the contract lacked proper smpervision
and effective control;

(f) an amount exceeding a crore of rupees hag been paid to
the Company provisionally and no attempt has been made
to finalise the payments even after the lapse of a number
of years and renewal of contract twice;

(g) several cases of over-payments based op wrong calcula-
tiong have been detected;

(h) the recovery of nearly Rs 32 lakhs {from the Mpmy on
account of stores lost, has not been initisted so for; and

(i) 985 air-dropping sorties, valuing Rs. 1805987 have re-
mained unacknowledged till the end of year 1965-86. Yet,
provisional payments in respect of these sorties have been
made.

LS
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In the circumstances, the Committee are of the view that there
is an immediate need for the appointment of a Committee, consist-
ing of the senior representatives of Ministry of Finance, the Audi-
tor-general and the Central Bureau of Investigation which
should make a thorough probe into the working of the Agreement
to assess the extent of loss to Government and undue advantage to
the Company. The Inguiry Committee should also fix responaibi.
lity for the unsatisfactory implementation of the various provisions
of the Agreements.

. The review of the working of the agreement with the private
company also has indicated that the agreement has not worked to
the best advantage of the exchequer. Though the private company
has played a useful role in air-lifting the cargo in the strategic aress,
the Committee cannot ignore the following important factors:

(i) The strong views held by the Defence Minister in October,
1962, which have great validity even today.

(ii) The administrative Ministry in charge viz.,, the Ministry
of Home Affairs have been urging that a proper umit in
the State Sector should be brought into operation as soon
as possible; and

_(iil) The following provision in the Industrial Policy Resolu-
tion of 1956:



“In the first category will be industries the future deve-
lopment of which will be the exclusive responsibility of
the State . . . . Railways and air transport, arms
and ammunition and atomic energy will, however, be
developed as Central Government monopolies. When-
ever co-operation with private enterprise is necessary, the
State will ensure, that it has the requisite powers to

guide the policy and control the o;')eraﬁons of the un-
dertaking.”

Keeping these factors in view and taking into account the heavy
amount paid to the Company for this contract (Rs. 4-42 crores upto
31st October, 1965), the Committee are of the opinion that this task
of air-lifting of stores in NEFA and NHTA areas ghould be taken
up by a suitable Government agency. They are also of the opinion
that such an agency should be set up well in time to undertake the
work on the expiry of the present contract after June, 1967.
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