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INTRODUCTION 

I, the Chairman of the Public Accounts Committee as authorised 
by the Committee do present on their behalf this Two Hundred and 
Twenty-Ninth Report of the Public Accounts Committee (Fifth Lok 
Sabha) on Paragraphs 7 and 20 of* the Report of the Comptroller 
and Auditor General of India for the year 1972-73-Union Govern- 
ment (Defence Services), relating to Procurement of Furnaces and 
Disposal of Fired Empty Cartridge Cases. 

2. The Report of the Comptroller and Auditor General of India 
for the year 1972-73-Union Government (Defence Services) was 
laid on the Table of the House on the 25th April, 1974 The Com- 
mittee (1974-75) examined paragraphs 7 and 20 relating to F r o c u f ~ -  
ment of Furnaces and Disposal of Fired Empty Cartridge cases on 
the 5th, 6th and 21st December, 1974. Written information in regard 
to the Paragraphs was also obtained from the Ministry of Defence 
and other MinistrieslDepartments concerned. 

3. The Committee (197677) considered and finalised this Report 
a t  their sitting held on the 27th August, 1976. Minutes* of the 
aittings of the Committee form Part I1 of the Report. 

4. A statement showing the main conclusions~recommendations 
of the Committee is appended to the Report (Appendix IV). FOE 
facility of reference these have been printed in thick type in the 
body of the Report. 

5. The Committee place on record their appreciation of the com- 
mendable work done by the Chairman and Members of the Public 
Accounts Committee of 1974-75 in taking evidence and obtaining 
information for the Report. 

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



7. The Committee would also like to express their thanks to the 
ofRcers of the Ministry of Defence, Department of Defence Produc- 
tion and the National Small Scale Industries Corporation for the co- 
operation ext.ended by them in giving information to the Committee. 

H. N. MUKERJEE, 
Chairman, 

Public Accounts Committee. 



PROCUREMENT OF FURNACES 

Audit paragraph 

1.1. In February 1967 it was decided by Govarnment to import 
four furnaces each of 1,200 pounds capacity offered by a foreign 

*Government. Three of these furnaces were to be installed in fac- 
tory 'A' and one in factory 'B'. 

1.2. The furnaces (cost: Ra. 8.62 lakhs) were received in May- 
1970. But these were of 5,000 pounds capacity each instead of 1,200 
pounds capacity offered. The foreign Government stated (October 
1871) that the higher capacity furnaces supplied had technical 
advantages over the lower capacity furnaces earlier offered. 

1.3. In April 1971, factory 'B' informed the Director General, 
,Ordnance Factories, that as its scrap arisings were about 40 tons per  
month the furnace, if installed in that factory, would remain idle 
for a considerable period in a month. The factory also pointed out 
that for installing the furnace a building costing Rs. 1.83 lakhs 
would have to be constructed. It  was, therefore, decided in June 
1971 to instal the furnace in factory 'C'. Factory 'C' stated in 
August 1971 that it was not possible for it to instal the furnace due 
to "technical and production reasons". 

1.4. The three furnaces received in factory 'A' could not also be 
installed and used in that factory because on re-examination of the 
proposed augmentation scheme of that factory it was decided (Feb- 
ruary 1973) to set up an integrated plant for brass melting, rolling 
and cupping at factory 'C' where it was proposed to utilise the fur- 
naces. The Ministry stated (January 1974) that the proposal to set 
up the integrated plant at factory 'C' had to be given up due to 
lesser requirement of an ammunition and also financial constraints. 
Thus the four furnaces received in May 1970 remained unused 
(January 1974). 

1.5. The Ministry stated (January 1974) that the furnaces were 
proposed to be installed in factories 'C' and 'D' for melting and pig- 
ging fired cartridge cases of small arms ammunition mentioned in 
paragraph 20. 

[Paragraph 7 of the Report of the Comptroller & Auditor Gene- 
ral of India for the year 1972-73, Union Government 

(Defence Services) ) 



1.6. The Committee learnt from Audit that the Director GeneraF 
Ordnance Factories, Calcutta, had informed the General Managers, 
of four factories ('El, 'F', 'G' and 'H') on 2 May 1966 as follows: 

"It has been observed that non-ferrous scrap arisings at  the 
main machining factories tend to accumulate, raising pro- 
blems all along like shortage of accommodation, contami- 
nation etc. To obviate the above PO.-ition, it has been 
decided that the machining factories will arrange for in- 
stallation of smalllmedium size melting units generally of 
the crucible type (oil fired) to undertake melting and 
pigging of all such scrap. The scrap thus pigged can be 
stacked or stored conveniently without fear of any future 
contamination, and if the pigging is undertaken with suffi- 
cient care, a major portion is likely to be reutilised in 
services stores manufactured with consequent saving of 
foreign exchange, as the virgin metals comprising the non- 
ferrous alloys are of1 imported origin.. . .For the method 
of melting, generally oil-fired tilting type of crucible 
melting of 400 lbs. down to 200 lbs. capacity may be 
adopted. The latter is proposed to take care of miscel- 
laneous 1 smaller quantities of non-ferrous metal turnings 
and borings, and the former may be utilised for larger 
quantities." 

The Committee further learnt from Audit that in rGponse to this 
ammunication, the General Manager, factory 'G' had stated (21 May 
1966) as follows: 

". . . . the amount of the scrap obtained from our machine 
shops is almost negligible not warranting for a furnace b 
be obtained to pig the scrap. Whatever scrap we obtain 
from our SAA (Small Arms and Ammunition) Section, 
they are graded accordingly (since they are not contami- 
nated) and despatched to melting factories. 

The scrap obtained in our machine shops is used to the best 
advantage in our small non-ferrous foundry. Therefore, 
no action to procure any furnace as mentioned in your 
letters under reference is being taken." 

1.7. Though the General Managers of these four factories had ini- 
tially been instructed, in May 1966, to arrange for the installation 
of small(medium size melting units of 200 lbs(400 Ibs. capacity, t h e  
Director General, Ordnance Factories, had, according to Audlt, 



subsequently (December 1966) informed the General Manager of 
factories 'A', 'B', 'G' and 'H' as follows: 

"Action has already been taken in this office for the procure- 
ment of 4 Nos. of Low Frequency Induction furnaces of 
capacity-1200 Ibs. each from U.S.A. offered for installa- 
tion, one each at your factories. Ministry of Defence have 
already been;intimated that U.S.A. offsr has been recom- 
mended for accaptance provided the supply materialises 
within 9 to 12 months.'1 

1.8. Since the initial decision apparently was to instal only 
smalllmedium size furnaces of 200 lbs/400 lbs capacity, the Com- 
mittee enquired into the considerations that had weighed with the 
Director General, 'Ordnance Factories, to recommend subsequently 
the acceptance of low frequency furnace* of a much larger capacity 
(1200 Ibs). In a note, the Department of Dzience Production 
replied: 

"In May 1966, the DGOF had directed. . . .Factories. . . . ('E' 
and 'F') , . . . .Factory. . . . ('G') and. . . .Factory ('H') to 
arrange for the installation of small~medium melting fur- 
naces of capacity 200 to 400 Ibs. to undertake melting and 
pigging 05 Brass Scrap arisings in these machining facta- 
ries. 

The procurement of 1200 lbs. furnaces had been decided ear- 
lier as a part of modernisation plan of.  . . .Factories. The 
requirements were based on renewal and replacement 
demands that had been received from. . . .and. . . . (Factory 
'C') ." 

1.9. In this connection, the Committee were given to understand' 
by Audit that the Ministry had stated (January 1974) as follows: 

"The offer of 4 furnaces of 1200 pounds capacity each was 
received from the United States Government as a part of 
the Military Credit Sales Programme along with a num- 
ber of other items for modernisation of Ordnance Factories 
in September 1966. The programme was a sequel to the  
visit os a delegation including the then Director General, 
Ordnance Factories immediately after the Chinese aggres- 
sion, which was subsequently suspended in the wake of 
hostilities with Pakistan in 1965 and was resumtd as far 
as non-lethal items were concerned in 1966. The offer in 
respect of the  four furnaces was received in S e p t e m k  



1966 and was formally accepted in February 1967, on 
behalf of the Government of India by the Military Atta- 
che, Embassy of India on advice from this Ministry. The 
terms of payment for the sale programme was 10 per cent 
down payment and the balance in 20 equal half4 yearly 
payments. The furnaces supplied by the United States 
Government were procured from Ajax Magnethermic 
Corporation, United States of America." 

1.10. According to the Audit paragraphs, the cost of the four 
<urnaces received in May 19710 was Rs. 8.62 lakhs. During evidence 
tendered before the Committee, the Secretary, Department of De- 
fence Production, however, stated in this regard as -follows: 

"Before we take up this paragraph for consideration, I would 
like to correct a few figures. The cost of the kunace was 
shown as Rs. 8.62 lakhs in sub-para 2 of paragraph 7. The 
firm price which we ultimately accepted from the Ameri- 
cans came to $ 45,921 per furnace, that is Rs. 14.14 lakhs 
in rupee value including transport and handling charges. 
Of this amount of Rs. 14.14 l w s ,  payment made up till 
now is Rs. 7.7 lakhs-half of the total amount-and the 
balance half is to be paid in instalments which is the nor- 
mal practice under the arrangement." 

Since the figures furnished varied widely from what had been indi- 
cated in the Audit paragraph, the Committee asked why the correct 
figures had not been indicated when the draft Audit paragraph was 
received in the Ministry. The witness replied: 

"This correction came to my notice only recently." 
When the Committee pointed out in this connection that even if the 
final figures were not available while replying to the draft para- 
graph and there was a likelihood of the figures being revised later, 
this fact ought to have been intimated to Audit, the witness replied: 

"We will do that hereafter. In fact, I am myself terribly em- 
barrassed about it. 

1.11. Since allocation of funds for the purchase of four furnaces 
of 1200 lbs capacity must have been made on the basis of- the esti- 
mated price of the furnaces when a decision was taken to accept the 
offer of the foreign government, the Committee enquired into the 
financial implications worked out at the time of acceptance of the 
offer. The Secretary, Department of Defence Production, replied: 

"In 1967, the estimate was $ 40,000 each. At that time the 
rupee value of this amount was Rs. 8.62 lakhs." 



Observing that the cost of the furnaces indicated in the Audit 
paragraph was, therefore, not incorrect, the Committee desired to 
know the reasons for the substantial increase in the price. The 
witness stated: 

"There were two reasons. First, the price per furnace went 
up a little by 5,921 dollars and then the devaluation took 
place." 

Asked whether there was any devaluation when the offer of the 
foreign Government was accepted, the witness replied: 

"The original payments were made earlier than the devalua- 
tion. The devaluation was announced on 6 June 1966. 
One payment was made in March 1966." 

He added: r . -- % -, 

"The original estimated figure was 40,000 dollars each and 
they increased the price to 45,000 dollars which we ac- 
cepted." 

1.12. The Audit paragraph points out that when the furnaces 
-were received in May 1970, they were found to be of 5,000 lbs. capa- 
.city each instead of 1,200 lbs. initially offered. The Committee 
learnt from Audit that in January 1974, explaining the background 
in which the larger capacity furnaces had been accepted, the Min- 
istry had stated as follows: 

"The furnaces were received in India in May 1970. It was 
found that the furnaces supplied were of a higher capa- 
city than those originally offered. On enquiry, it was in- 
timated by United States Army authorities that the fur- 
naces as supplied had technical advantages over the 
lower capacity furnaces earlier offerzd and the then Dy. 
DGISM (Director General, India Supply Mission) Wash- 
ington had in fact suggested and accepted the procure- 
ment of the larger capacity furnaces." 

The  Committee also learnt from Audit that in July 1971, the Direc- 
tor  General, Ordnance Factories had informed the Ministry as 
follows: 

"4 Nos. Low Frequency Induction Furnaces were recom- 
mended for acceptance by this office against item Dzf: 5 
(Master List Ref: A-48) or D. India DUY offer (Revision 
No. one) . . . . . - ,  



On receipt of the furnaces, the concerned factories have re- 
ported tha t  t h e  furnaces are found to be ol  higher capa- 
city i .e.  5000 lbs. Actually the furnaces accepted against 
the aforesaid offer were  of 500 kg. ( i e .  1200 lbs.) capa- 
city and not of 5000 Ibs. It is, therefore, not understood 
how these furnaces with hiph capacity have been supplied 
against our requirement of 500 kg. 

I 
In view of above, Ministry of Defnnce may kindly take u p  

the matter with the approprir\te authorities to ascertain 
as to how these high capacitv furnaces have been 
supplied." 

1.13. With reference to the statement of. the foreign Government 
(October 1971) incorporated in the Audit paragraph that the higher 
capacity furnaces supplied had technical advantages over the lower 
capacity ones earlier offered, the Comm ttee 1vcl.e informed by Audit 
that  the Department of Army Headquarters, United States of 
America, Material Command, Washington, had informed the Gov- 
ernment of India as follows: 

"The available 1200 pound induction furnaces would have 
been a high frequency water cooled coreless type with a 
higher operating cost and low refractory life f rom,  
thermal shock resulting from the necessity of dumping 

the coreless type furnace daily. 

The channel type furnace provided can, even though the capa- 
city is rated larger (16000 lbs. per hour) melt as little a s  
1290 pounds per heat or 6000 pounds per day as specified. 
in India specification Number SL30." 

1.14. The Committee, therefore, enquired whether i t  had not been 
indicated by the US Army authorities that the furnaces of 1200 lbs. 
capacity offered initially were of the low frequency type and, if so, 
how they had stated later in October 1971 that 'these were high fare- 
quency furnaces. In a note, the Department of Defence Production 
replied: 

"The furnaces originally offered by the Foreign Government 
were low frequency induction furnaces for melting brass,  
and other non-ferrous alloys, of c:~pacity 500 kilograms. - 

The U.S. Army in their letter No. AMCIL-MS/4 dated 15th 
October, 1971 clarified the c i rc~~~ns tances  for the supply 
of a higher capacity furnaces. The original specifications 
provided fa r  a low frequency channel type induction 
furnace of 500 kilograms capacity. I t  would appear that  
the  furnaces available with the USA a t  that time were of' 



1200 lbs. induction furnace of high frequency water cooled 
coreless type which had a high operating cost and low 
refractory life." 

1.15. Since it had been stated in the Ministry's letter of January 
1974 to Audit (referred to in paragraph 12)  that it was only on 
receipt of the furnaces that 'it was found' that  they were of a higher 
capacity than those originally offered, the Committee asked whether 
any intimation in this regard had been received by the Government 
of India. The Secretary, Department of Defence Production, re- 
plied in evidence: 

"There was no previous intimation." 

T h e  Committee, therefore, desired to know why Government had 
decided to accept the larger capacity furnaces. The witness replied: 

"From the chain of ev.ents, it looks as if that even after May 
1967 when the American technicians came over here and 
discussed the specifications with us, we were still insist- 
ing on 500 kg, capacity. Subsequently, we discovered in 
1971 that the furnaces supplied were of higher capacity 
than what we had indented for." 

1.16. Referring, in this connection, to the Ministry's reply to Audit 
i n  January 1974 that the US Army authorities had, inter alia, inti- 
mated that the Deputy Director General, India Supply Mission, 
Washington, had 'in fact suggested and accepted the procurement 
of the larger capacity furnaces', the Committee enquired whether 
this communication did not indicate that the India Supply Mission 
had accepted the furnaces. The Secretary. Department of Defence 
Production replied: 

"This is a doubtful point. When we protested that these 
furnaces were of a higher capacity, they represen'ted the 
whole matter to the Military Attache. In this connection, 
I will send you a copy of the representation." 

Copies of the correspondence exchanged in this regard between the 
Ministry of- Defence and the Embassy of India, Washington, furnish- 
ed,  a t  the Committee's instance, by the Department of Defence Pro- 
duction are reproduced in Appendix I. 

1.17. The Committee found from the letter dated 15 October, 1971 
from the US Army Headquarters, Material Command that one "Mr. 
Sethi ,  the Indian Representative, suggested and accepted the pro- 
curement of the four larger capacity furnaces" and, therefore, de- 



sired to know the factual position in this regard. The Secretary, 
Department of Defence Production, stated in evidence: 

"There was one Mr. Sethi who, the American authorities 
stated, had agreed to accept them. However, Sethi left 
Government service in March, 1967. In  May 1967, t h e  
Americans sent a technical team over here. They had 
important discussions with the officers of the DGOF 
where the specifications were settled." 

Asked whether the DG, ISM was authorised to accept modifications 
in the offer without consulting and the concurr.enc2 of the indentor, 
the witness replied in the negative. In reply to another question as 
to why the Defence Ministry had not taken up this matter with the 
Director General, India Supply Mission, the witness stated:- 

"In this matter, he was nQt clearly involved, because Mr. 
Sethi was directly operating under us. I do not know 
what discussion had taken place between him and t h e  
other side." 

Asked whether Mr. Sethi had accepted the higher capacity furnaces 
in 1967, the witness replied: 

"He left Government service in March 1967." 

To another question whether the higher capacity furnaces had, 
therefore, been accepted in 1967, the witness replied: 

"It could not have been later on." 

1.18. Since the decision to procure furnaces of 1200 Ibs. offered by 
the US Government had apparently been taken in February 1967, 
the Committee asked whether the Government of India had in- 
formed the US technical team, that was stated to have visited India 
in May 1967, that  higher capacity furnac2s would not b-e' acceptable. 

b e  Secretary, Department of Defence Production replied: 
"During the discussions, 'DGOF clearly stipulated furnaces of 

the lower capacity, i.e. 500 kgs." 

1.19. The Department of Defence Production furnished, a t  the  
Committee's instance, an extract from the relevant minutes of the 
meeting held on 18, 19 and 22 May 1967, in the OfTice of the D i r ~ c -  
tor General, Ordnance Factories, between the US technicians and 
.he officials of the DGOF, which is reproduced below: 

"After study of specification prepared by the US Team based 
on 'Ajax Wyatt' make and also after study of the pam- 
phlet, Shri. . . . . .stated that a t  the time of initial starting 



of the furnace, molten metal is required to be poured in. 
At this stage Shri . . . . . . ., ADG/P(F) was called in, who 
explained that decision had already been taken to pro- 
cure small oil fired furnace, which will be required for 
starting of Ajax Wyatt furnace. . . .are already using one 
Ajax Wyatt furnace full time for melting of leaded brass 
borings received from. . . . .Therefore, Ajax Wyatt furnace 
will be very suitable for melting of leaded brass boring3 
a t  the 4 machining factories.. . . . .After considering these 
points, the specification prepared by the US team was ac- 
cepted." 

The specifications of the furnaces accepted at this meeting were as  
follows: 

Item 
No. 

Ref. Nomenclature 
No. 

Remarks 

Udy A-48 TAW frequercy induction 4 specification based on 
Offer 5. furnace $jo,ooo Ajax Wyatt furrace ac- 

cepted. 

(Lining for two years W' l l  be suppl'cJ. Refractor selectc~l shoul?! be S U C ~  that tpey 
are mmufactured in India.) 

pp - 
1.20. Asked whether the offer as modified for the supply of 5,000 

Ibs. furnaces instead of 1,200 lbs. furnaces had been accepted between 
February and May 1967, the Secretary, Department of Defence Pro- 
duction replied in evidence: 

"Sethi might have done it before his departure in March." 

He added: 

"I presume that Sethi might have discussed the matter with 
them." 

To another question whether no other officer had succeeded Shri 
Sethi, the witness replied: 

"That post was abolished because there was no work." 

Asked whether the Government of India had thereafter taken up  
the matter with the US Army authorities and, if so, what reply had 
been received in this regard, the witness replied: 

"They told us that these furnaces were better for our use than  
those which they were manufacturing; they also told us 
that these were capable of tackling very small heat." 



1.21. The Committee desired to know whether the US authorities 
h a d  specifically stated that  they were not in a position to supply 
-furnaces 05 1200 lbs. capacity. The Secretary, Department of De 
?fence Production stated in  evidence: 

"There was one sentence from which w e  could infer that the 
type of furnaces which we wanted, they were not manu- 
facturing them. I will read out for your information. It 
says: 

'The available 1200 pound induction furnaces would have 
been a high frequency water cooled coreless type with 
a higher operating cost and low refractory life from 
thermal shock resulting from the necessity of dump- 
ing the coreless type furnace daily'." 

Since the offer to supply lower capacity furnaces had apparently 
been accepted in February 1967, the Committee asked how this 
could have been modified subsequently unless the manufacturers had 
gone out of production in respect of the lower capacity furnaces. 
The witness replied. 

"As far as I recollect, while the tentative offer was made, i t  
was confirmed after they had gone into discussion with 
their own firm." 

1.22. Asked whether the technical advantages, indicated by the 
US Army authorities, of the higher capacity furnaces had been 
examined by the users before their acceptance, the Department of 
Def-.nce Production, in a note furnished to the Committee, replied: 

"The original acceptance was for the specified furnaces of 
500 kilograms capacity as offered. The fact that a higher 
capacity furnace has been supplied came to notice only 
after their receipt in May 1970." 

1.23. The Committee desired to know whether after the higher 
lcapacity furnaces had been received, the  difficulties in utilising them 
had been brought to the notice of the US Government. The Sec- 
retary, Department of D2fence Production, stated: 

"Apart from one protest to which that  reply was received, 
we did not press the matter." 

H e  added: s 

"Frankly speaking, the matter was shelved. The DG also 
put up two proposals for augmentation of melting capa- 



cfty and these had been under discussion. So, the inten- 
tion of the Government seemed to be that these fmwcm 
could be utilised in a major augmentation programme." 

1.24. The Committee learnt from Audit that the Department of 
Supply, in a communication dated July 23, 1974 addressed to Audit, 
had stated as follows: 

"Shri B. R. Sethi was the concerned Dy. Director General in  
ISM, Washington from 12.th January, 1965 to 10th March, 
1987. He was deputed to the mission from the Diretitorate 
of Planning and Coordination, DGOF Cell, Ministry of 
Defence, New Delhi. He belonged to the Indian 
Ordnance Factory Service and his work related to the 
procurement of U.S. machinerp through US. Military 
sources for modernisation of tne Ordnance factories in 
India and for provision of the new ordnance factory at.. . 

The various files opened by Shri Sethi during his tenure in 
Washington were forwarded by him to DGOF Calcutta 
under letter No. CSjISMj7 dated 8th March, 1967. 

Shri B. R. Sethi, the then DDG, Washington, who is reported 
to have suggested and accepted the procurement of the 
furnaces of. higher capacity of 5000 lbs. each instead of 
1200 lbs. capacity tendered resignation long ago and is no 
longer in service." 

Since it had been stated that the various files handled by Shri Sethi 
had been forwarded by him to the Director General, Cdnance Fac 
tories, in March 1967, the Committee desired to know whether these 
files had not been gone through on receipt and they had not indi- 
cated the acceptance of higher capacity furnaces. In a note, the 
'Department of Defence Production stated: 

"5 Ales were received by the DGOF from DGISM, Washington 
in 1967. These AIes were gone through in DGOF'S offlce. 
There was no indication in those files abbut the acceptance 
of a higher capacity kurnace." 

1.25. The Committee desired to know why Shri Sethi had resign- 
ed from Government service and where he was at present. The 
Director General, Ordnance Factories, stated in evidence: 

"He is working in America. He is working with Picading 
Arsenal in the United States. I do not know when he 
tendered the resignation." 

1713 LS--2. 



Aked whether they were suppliers of equipment to the Govern- 
n ~ t  of India, the witness replied in the negative. 

1.26. The Committee desired to know the details of the Arm (s) 
and business concern (s) where Shri Sethi had been employed fm- 
mediately after his resignation &om the Indian Ordnance Factory 
%mice and whether those firms had any dealings with the Govera- 
ment of India, the Committee also enquired whether Shri Sethi 
had been entrusted with the finalisation of any other similar con- 
tracts and, if so, whether any review of these cases had been made. 
In a note, the Department of Defence Production replied: 

"Department of Supply were requested to supply information 
asked for by the PAC. The Department of Supply ad- 
vised us to obtain the same from our Military Attache 
in Washington. The Military Attache has been demi- 
05cialIy addressed. He has informed tbaf he is collect- 
ing the information and will forward to us, as soon as it 
is available." 

Subsequently, in May 1975, the Department informed the Corn 
mittee in this regard as follows: 

'We had again requested our Military Attache in Washington 
to ascertain present whereabouts of Shri B. R. Sethi 
through the Consular and Economic Wings of our Em- 
bassy. The Military Attache has stated that the Em- 
bassy has no information about Shri Sethi and reference 
to U. S. authorities has also not brought any useful infor- 
matioa 

DGS&D and DGOF have also stated that they have no in- 
formation regarding whereabouts of Shri Sethi. Tbey 
have also stated that they are not aware as to whether 
Shri Sethi was entrusted with the Analisation of any 
other contract " 

1.27. Since it had been stated earlier that apart from one protest 
bunched with the US authorities, the difRculties involved in utf- 
Using the higher capacity furnacee were not ptessed fufther, the 
Cammi- desired to know whether Government hod taken the 
vhv  that since the furnaces had, in any case, bean received, it w d d  
be a good proposition to try and ut i lk  them. The Secretary, De- 
partment of Defence Production stated: 

%roan the ftaancid point of view, I think we are comet, 
bscptwe we got them at chsrpar rrDn." 



He added: 

"These furmaces having land& over here, we tried to And out 
how we could use them." 

Iri this context, the Director General, Ordnance Factories, s'tated in 
evidence: 

"At that time, we only protested that these furnaces were not 
according to our specification. Later on, the question of 
their being used came." 

1.28. As has been pointed out earlier, in paragraph 1.7, the Direc- 
tor General, Ordnance Factories, had informed the General Mana- 
gers of Factories 'A', 'B', 'G' and 'H', in December 1966, that the 
four furnaces oB 1200 lbs. capacity to be procured from USA would 
be installed in these four factories. In 'this connection, the Com- 
mittee learnt frcm Audit that the Director General had furnished 
(January 1974) the following information: 

"The machining factories (Factories 'F', G' and 'H') pleaded 
their inability to instal these furnaces. On enquiry it 
was stated by the General Manager. . . . . (Factory 'A') 
that these furnaczs could be utilised in their factory for 
augmenting their melting capacity. It  was then decided 
by Director General, Ordnance Factories on 5th Novem- 
ber, 1969 that it would be advantageous to instal 
furnaces a t .  . . . . . (Factory 'A') and 1 a t . .  . . (Factory 'B'). 
. . . . (Factory 'G') and . . . . . (Factory 'H') having pleaded 
their inability to instal the furnaces allotted to them 
earlier, they were omitted." 

The Committee also understood from Audit that the Ministry had 
stated (January 1974) in this regard as follows: 

"The scrap ariaings in those factories, where i t  was earlier 
proposed to utilise the furnaw did not justify the ins- 
tallation of such large capacity furnaces. A project to 
augment the existing brass melting capacities at. . . . . .a  

(Factory 'A') was under consideration and i t  was them- 
fore proposed to instal 3 of the furnaces a t . .  . . (Factory 
'A') and the fourth one at . . . . . . (Factory 'B')." 

1.29. According to the Audit partigraph, since kctory 'B' subes- 
quentiy (A@ 1971) iafbrmed the Director Cenaval, Ordrllanm W 
Wea that the furnace, if installed in the factory, would remain idle 



fy a considerable period in a month, it had been dedded, in June 
1971, to install the furnace in Factory 'C'. As regards this decision, 
the Committee understood from Audit that the Director General 
had stated: 

"As pleaded by. .  . . (Factory 'B') that a 5000 lbs. capacity 
fufnace will not match their requirements, i t  was decided 
that one of the furnaces shauld be insidled at . .  . . (FPc- 
tory 'C') and in lieu they _will spare their 1200 lbs, capa- 
city furnace to. . . . . (Factory 'B') which will be suitable 
for the purpose of.. . . . (Factory 'B') and as such a letter 
dt. 10th June, 1971 was issued t o . .  . . . . (Factory 'C') for 
their comments." 

1.30. However, Factory 'C' had also stated, in August 1971, that 
it was not possible for it to install the furnaces on account of "techni- 
cal and production reasons." Elaborating these "technicaa' aspects 
further, the Director General, 0rdnaj;ce Factories was understood 
to have furnished the follow in^ reasons to Audit (January 1974): 

(i) there were 14 furnaces available at the factory of whicb 
a maximum of 11 could be operated at a time and me new 
furnace could not be connected to the present sub-station; 

( i i )  the furnace could not be accommodated in the existing 
bay; 

(iii) a separate tapping would be necessary for connecting the 
furnace to the power supply; and 

(iv) an additional 2500 lbs. furnace would be required. 

The following were the 'production reasons' indicated by the Direc- 
tor General to Audit: 

(i) the rated capacity of the furnace being high, it could not 
be utilised fully; 

(ii) a very large size turn table would be necessary to accom- 
modate the moulds and for this purpose, extra ~pttm 
would be required on the shop floor, which was, however, 
not feasible to provide in the existing lay out; 

(iii) there would be a considerable fall in temperature during 
the pouring of the metal; and 

(iv) a lifting crane of about 20 ton capecity would be required 
if the furnace has to be removed for mdntcnonce. 



1.31. The three furnaces sent to Factory 'A' in May 1970 had +, 
according to Audit, remained unused (January 1974). In this con- 
text, the Committee learnt &om Audit that the Ministry of Defence 
had stated (January 1974) as under: 

"The above augmentation proposal (to augment the existing 
brass melting facilities at Factory 'A') was subsequently 
re-examined and it was decided that apart from the par- 
tial rehabilitation of . . . (Factory 'A'), setting up of a 
new integrated plant for brass melting, rolling and cup 
ping a t . .  . (Factory 'C') to meet the full requirements of 
Brass Cups was found necessdr?.. In this proposal it 
was suggested that.. .million rounds per month of..  . . . 
Brass Cups and. . . .million rounds of. . . .Brass Cups per 
month should be produced in the new unit p r o p a d  
at. . . . (Factory 'C )  while. . . . (factory A should 
enlarge their capacity to meet their requirement of 
guilding metal cups for bullet envelope for all types of 
small arms ammunition and brass cups for. . . .ammuni- 
tion. To implement the above augmentation programme, 
it  was proposed to utilise the furnaces in the new unit 
mntemplated at. . . (Factory 'C') . 

The above proposals had again to be reviewed subse- 
quently in the context of the drop in the requirement of 
Ammunition and also the financial constraints. The pm- 
posal to set up a separate unit at. . . . (Factory 'C') for 
brass melting and rolling was, therefore, given up". 

The Ministry had further stated : 

". . . .Meanwhile, the need has arisen for increasing the m e l t  
ing capacity to melt and pig the heavy accumulation of 
small arms ammunition Ared cartridge cases. This type 
of scrap which cannot be utilised for production within 
the Ordnance Frrcbories is being pigged and mld to 
National Small Industries Corporation a t  prices n e w  
tiated from time! to time. The existing capacity for pig- 
ging of such scrap being limited, the question of augment 
ing the same to meet the increased requirement of NSIC 
(National Small Industries Carparatian) and to clear the 
heavy accumulation of SAA (SmiU Jmm Ammunitia) 
CpF.tridge Cases Scrap in tht OIsQaure Oepob at a foatu 

,,,: ~ ~ O e w a r d ) r c u s s a d i n t b e m s s t i t y d t h r I U P P b l ; U ~  
Board on 26-10.1975 and r h a  been bken Oo 





queSrt@ of imbalances. Even now, the rowing capad* 
in fit DGOF mills h much larger than the melting 
capadty which we possess. At the saaze time, in the 
present situation, we And that the requirement of.. . . . 
cartridge and other cartridge cases are of an order, for 
wMch we do require this high melting capacity. We 
want, thereibre, to revive that augmentation. p r o p a d  
As a matter of fact, this was put up by my predeoeesor 
for financial examination; but during 1973 we could not 
find the funds. It was, therefore, shelved; but we had 
asked the DGUF to try and And the best use for thee  
hunaces. We were thinking of using the fiurnacas for 
pigging scrap. But the DGOF is now tbinking of putting 
up a proposal costing Rs. 1.54 c m r s  for setting up them 
furnaces in Ordnance Factories for augmenting melting 
capacity for manufacturing cartridge cases. I do nat 
know whether I will be able to steer it through Financre, 
because constraints are there. We feel that thme fur- 
naces, as we had bought them and in the condition in 
which they are, should give us value #or the money; oad 
it would be a waste to dispose of them. Should it poamt 
to a crunch and we are forced to sell them even inb- 
nally through auction, we would not be put t~ a hSan 

The Direcbr-General, Ordnance Factories added : 

'The present proposal which I have put up, it was raised in 
& R U B  (RaksbaUtpodanBaard)uldatltbssep.pslr 
were put up to the Board." 

1.a. At the Committee's instance, the l)apartmcpt ot DsPcam 
Pductk,n iunrished copies of the Web pwpmd foe t& 9th ud 
11th meetings of the W h a  Utpadan Board a the 4043 
with #t d m t  extracts from the minutes Q$ tbe ~ ~ ~ e t l n g s  d 
Baard. While the quoation of increasing the pigging capacity fbr 
Brrsr I* in the Ordhlrnce P'sctoirjar hod brsn 4mdded at 
tbhothm~tingof t h e B o a r d b a l d m 2 6 N ~ ,  11973,ttre- 
o f F s h r b n i f r t i o s r o f ~ e * ~ ~ ~ ~ l l d t g i n t h h -  
Fm9rbclr and the ofbr of a complete Mfil l?hl LI WNB 
u i x r c ; r s g i n e t b t ~ o o p a i S y i n t B c t r ~ h + d b a a a a a r C I  
d g L d a t t b s l l t h m e Q t i R g ~ e s 2 4 ~ ~ f O U ;  nb- 
~ P G o i x n 4 h t m i n u t s r d ~ h e 9 t h m d t t i r p g f o ~ t p ' d s m r :  



additional civil works in the shape of runner line abed, 
quenching arrangements, etc. He roughly estimated the 
cost of ,the civil works to be Rs. 25 lakhs. In view ot 
the considerable financial benefit that will accrue to 
Government from the sale of brass, it was decided that 
DGOF should come up with the required proposals for 
additional civil work. I t  was also decided that DGOF 
would inform the National Small Industries Corporation 
as soon as the Rrst 600 tonnes of brass were melted and 
pigged." 

1.34. According to the Brief on the increase in the pigging capa- 
city for brass ingots in Ordnance factories prepared for the 11th 
meeting, there were two proposals under consideration, uiz.:  (i) 
augmentation of the pigging capacity in one of the factories and 
(ii) installation of the four American furnaces in Factories 'C' and 
D .  While the augmentation project was estimated t o  involve 
civil works of about Rs. 10 lakhs for a capacity of 125 tonnes of / 

brass per month, the General Manager of Factory 'C' was to pre- 
pare a Project Report for the installation of the four furnaces. The 
relevant extract from the minutes of the 11th meeting is repro- 
duced below : 

"DGOF mentioned that the. . . . (Factory 'C') would be a 
better place for installing the additional four furnaces 
for pigging of brass. This was because. . . .would be 
near to the selling area of. . .DGOF did not think that. . . 
(Factory 'A') would be suitable as it was already fully 
loaded. M m  felt that establishment of this facility. . . . 
. . . . . . . . . . . . . . . . . . . . . would be better because it would 
then be convenient to transfer the cartridges etc, from 
the Command Ordnance Depots located nearby, I t  was 

I &id& that DGOF should settle the locatkm taking 4 
. sspects into consideration and submit a Project Report , 
to Governmentm 

1.85. Tht Committee pointed out in this connection that pmpo- 
salr to .augment the melting capacity of Ordnance fadories had 
admitbdly been under consideration from 1962 onwards and a pro- : 
p m l  far dnancial COD,- a b  appeared to have beea submit- 
ted aarlier and d d m d  to b w  wbether tbe bancia1 advan- 
W y  to werue by spadfng nearly R a  1,s mrea for htaU@g the :, 
hanacercortiag~~~rrCtkrhadbscnworkedautfndchil. The 
Sectetarg, Department of l h f b o e  Product;ion stated: 

I . ,"Wk haw not wolbsd it art W*" 



Asked in what form the pmpolsal had been considered in 1973, t@D 
yttneaa replied: 

"That proposal was a much larger one. It was a Rs. 17 crores 
affair and it involved an integrated plant with full rol- 
ling facilities. The DGOF now propow a melting 
scheme, without cold rolling mills to make small arms- 
and cartridge cases; as t.his latter part will be an e-n- 
dve pmposition." 

The Committee, therefore, desired to know whether this implied 
that Government had still ngt taken a final decision in regard b 
these furnaces and that only on account of inflation and other fac- 
tors, the likelihood of a loss in the transaction was minimised. 
The Committee also desired to know how much more time would 
be required for taking a decision in 'this regard. The witness 
stated: 

"We have checked up the present price of these furnaces. I t  
came ta Rs. 7.50 lakhs per piece. This is the quotation 
of the American firm today." 

He added: 

"The DGOF says that his proposal will be with us in a. 
month. I do not know how much time the discussions 
with Finance will take." 

When the Committee observed in this connection that the time 
factor did not appear to matter a t  all in a Wnidltry where i t  shodd 
have greater importance, the witness replied: 

"I think we should be able to decide in about 4 months' time." 

. 1.36. Referring to the statement made in the Audit paragraph 
that I t  was proposed to install these furnaces in Factories 'C a d  
'D' for melting and pigging Ared cartridge cases of small timu 
ammunition mentioned in paragraph 20 of the Audit Report (this 
case has been discussed in a subsequent section of this Report), 
the Committee enquired into the latest views of the Government 
in this regard. The Secretary, Department of Defence Production 
replied : 

"To tell you frankly, the pigging of SAA cartrid@ 
a propal which I myself had mooted. FmMy, ft was 



a m a p  arrangement. We h e w  very wall. W t  
furnaces were much too large and this web a ae<rMtQ*W 
use to which they can be put." 

The Committee asked when the Director General, Ordnance Fac- 
tories had first initiated the proposal for utilising the furnaces hr 
melting and pigging fired cartridge cases of small arm ammuni- 
tion In a note, the Department of Defence Production replied : 

"The question of utilising the furnaces received from thc 
United States of America for melting and pigging Brad 
cartridge cases has been under consideration of the 
Mrector General, Ordnance Factoriqs since November, 
1973." 

1.37. Since any equipmwt would normally be accompanied b ; ~  
~elevant literature on specifications, installation details, etc., the 
Committee desired to know whether it was known from' the rde- 
vant literature on the furnaces that the installation cost would be 
over a crore of rupees. Tbe Dirkctor General, Ordnance Factdm 
replied in the negative and added : 

"Nobody applied his mind to that point of it.'' 

Asked whether the indentor was not under an obligation to make 
sure of all the &tails and spifications in regard to instaJlatioa, 
the witmess replied : 

"Quite right, but if you go through the background, we redly 
wanted a small furnace, and a nonnal casting macMne 
would have inet the need, but witK%Ms meiting charge, 
if you want to hrve h\mdreC1 per ccnt utiliw- 
want a continuous casting machine, you cannot do it on 
a turn M e  and st i l l  use it hundred per cent.'' 

1.38. The Committee W e d  to know whether the huruoer 
would Brteriototc in &tion if unuaold. A repwemtative of tlw 
Ordaanoc Factories hecbrate stated in evidence : 

"If a furnace is inateued a d  kept u n u t W ,  tbs b4 @ 
barbrimte. If it fs kept in storage and utLLirrr ocrPar, 8 
will not detdorote." 

Aked wbether there would be no deterioration even if the turorw 
had be- unpacM, the wikreos replied : 



'Be aaabher questicm whether the lining of the furnaces was b- 
poscted 1.gadymde or had to be done indigenously, the wiltnssr 
replied : 

"The ium- came with two sets of lining only. They M 
to procum this indigenously according fo the @flea- 
tiom of the suppliers so that we do not perpetuate im- 
port." 

1.39. When the Committee pointed out that on the one hand 
though the furnaces had been imported in 1970 after spending a 
consickable amount of foreign exchange, these had not been utiliiKd 
for aver four years, while on the other hand, as had been pointed 
out by Audit in paragraph 20, considerable quantity of preci~ls 
raw material available in the scrap arisings in the Ordnance fac- 
tories were not being retrieved by melting and recycling, a ~ p r e -  
sentative of the Defence Ministry stated in evidence : 

"I agree that it is a national waste that on the one hand, we 
purchased four furnaces and then we kept them without 
cdmmissioning for some reason or the other." 

1.40. Since i t  had been stated during evidence that the Mrector 
General, Ordnance Factories was thinking of submit- a fresh 
pmposal costing about Rs. 1) crores for setting up the furnaas, tne 
Committee called for details of this proposal and its Anantid im- 
plications. A copy of the proposal was accordingly hvtlished to 
the Committee by the Department of Defence Production 
adQa that the proposal had been examined in consultation with 
tbe %Kinintry of Finance (Deknce) at a meeting held on 8 AplrU 
1975, when it waa decided that the economics of the ppoeal should 
be examined in relation to the deckion on the setting up of a 
Metal Bank which was already under consideration of tht Govern- 
ment. 

1.41. According to the proposal submitted by thz Dinec?Bor Gbnant 
Ordnance Factories, for the installation of the four fumams, at 
Factory 'C', one of the furnaces will ' p m d l y  rrnrrin illler for 
lfning and repairs, etc. It has been estimated that with iQp p m  
aeot working hours and at  75 per cent ei]Bdency, the factory rrbould 
be able to produce approximately W tonnas of bws; ingab par 
mar* Thir b b a d  on the information fuEnthed by the iurnrr, 
m t w m  that the avenge melting rate k Bmm k 1111. 
per hour at 2lb KW (rated capacity of the fumac&, . Cedddag 



that i t  will take approximately half an hour for rechprging and 
another half an hour for pouring and the batch cqmdty of the 
furnace being 5000 lbs., it will take approximately 4f bours for 
one melt (33 hours for actual melting plus 1 hour for charging and 
pouring.). Thus, in one shift of 9 hours (as per present working 
hours), two heats can be obtained and in a month of 25 days work- 
ing two shifts per day the three furnaces should produce 15,004IW 
lbs. of Brass Ingots or say 750 tonnes, which a t  75 per cent a- 
ciency comes to 560 tonnes per month. On the assumption that 
there would not be much change in the production prognunme wf 
the factory, the Director General has estimated that the factory can 
utilise part capacity of these furnaces to meet the load and the 
balance for the production of pigs for sales to the National Small 
Industries Corporation depending upon the requirements. 

1.42. Various ancillary items and auxiliary plant and equipment 
such as initial heating and charge preparation equipment, casting 
equipment, diesel generating set, cranes, weighing machines, dross 
hanchiag equipment, metallurgical analysis and testing equipment, 
air compressors, power equipment, other mechanical equipment 
and spares, etc., would be necessary for commissioning the four 
furnaces. A new building with a plinth area of approximately 
3,200 sq. metres has also been considered unavoidable in the absence 
of the requisite door area in the existing shops. j. 

1.43. Since the manufacturers had supplied rnalnly the furnace 
shells, lining formers, lining and insulation material, furnace fit-g 
equipment, furnace power panel and control panel only, it has been 
assessed that the following additional e q u i p e n t  of capital nature 
would be essentially required in order to make the furnaces opera- 
tianal : 

(i) Fume Exhaust eqlupment 
(3) Mild steel platforms round the furnaces. 

(iii) Strip heatens. 

(ht) M e c h c d  mixer 

(v) Lining and insubtion material. 

(vf) Spares tor n d  running and rnaintemoa 

(Im) C)il fired equipment fo *ace the aristing Ge,w 
sqrdplbcat 



1.44.. The factory where the funaces are proposed to be insta~red 
was also stated to have been in contact with the manufacturers of 
the hunaces, Ajax Magnethermic Corporation, USA, to ascertain 
tbe type and prices of the ancillary item's required for such an 
installation. A copy of the letter dated 11 September, 1974 
addressed to the Factory, which was furnished to the Committee 
by the Department of Defence Reduction, is reproduced in 
~ p p ~ d l x  n. , I u r r r  7 

1.45. Ln regard to detailed infomation about the furnaces, the 
proposal of the Director General goes on to add : 

"After a thorough studylcheck of the literature and other 
information supplied with the Furnaces, it has been 
seen that certain vital information relating h the fur- 
naces has not been receivedlobtained. I t  would 5e 
essential to obtsinibuy the following from the furnace 
makers for carryin? out the installation'maintenance of 
the furnaces : 

(1) Complete layout for the 'fume' exhaust system for the 
furnaces fumes with details of the equipment and 
their specifications. 

(ii) Full assembly drawings of the furnace equipment 
with the instruction to carry out assembly and erec- 
tion of the furnaces. 

(iii) Layout details of thr furnace platform with parti- 
culars and specifications. 

(iv) Chemical composition and physical properties of the 
various types of lining material required for the  UP 
nace. 

(v) Specification and drawings of important equipment 
Wre : 

(a) Inductor (Coils and core). 

(b) Auto-transformer. 

(c) Con tactors, 

(dl Capacitors. 
(e) Control and matering panels. 



1.46. Dealing with the casting methada, the Director Genera& 
efter taking into consideration various aspectrp, like (i) various tgpde 
of wgvice stares prduced, (ii) the mu~ent method of productton, 
(iii) inspection requirements, etc., had come to the conclusion &at 
either the conventional book type chilled mound casting or d- 
continuous Vertical Casting would be suitable to meet the 
mquirements. I 

1.47. The financial implications of the proposal have been in&- 
cated by the Director General as under : 

Item 

Conventional Semi-continuous 
Book ty verticd casting 

chilled Eouici Amount 
casting Amount (Rs. in lskhs ) 
(Rs. in lakhs) 

--- 

( i)  Cost of  audary  plant and machinery 
including sprra freight, castoms duties. 
erection, etc. . . ?0.46 84.67 

(ii) Cost of Ciwl works &services. 4 1 . 6 ~  41-60 

(iii) Cclst of training pxsonnel and serviccs of 
WS engineers for a short duration (if 
necessary) . 1.50 r -50 

Foreign exchar.gc cc,mp)ncnt , 14'00 25'70 

1.48. The time schedule for the project has been estimated as 
follows: , 4 

( i )  Timerequired fm nbtaming Adminlstrotivc Approval f<* Civil 
Works . 6 months 

(ii) Time required for crmpletion of Civil Worb . . 3omonths 

less overlap prior to compktion of Civrl \OWB . . 3 m o 0 b  



1.49, As stated earlier, this propbal had k n  examined by Oov- 
er~rnent at a meeting held on 8 April, 1978. The minutes of the 
llleeung, a copy of which was furnished to the Committee by the 
Department of Defence Production, are reproduced in Appendix In. 

1.5Q. It WOW be evident from the preceding praragraphs that the 
pmmrement and installatibn of Low-f requenc y induction tcun aces 
to cater to the modernisation plan of ordnance factories had been 
handled in an unsutisfactory and tanbusiness like manner. Tbe 
U M  %teg Government hati offered, in wprbmber 1966, four 
furn~ces of 1200 Ibs. capacity each, at a cost of %. 8.62 Iakh (re- 
VM subsequently to Rs. 14.14 lakhs mainly on a m u n t  of devaIn& 
tion of the Rupee), as part of a Mi lb ry  Credit Sales Programme for 
the modernisation of ordnance factories in India This offer wa* 
fonnally accepted, in February 1967, on hehalf of the Government 
ef India by the Military Attacbe, Embassy of India, Washington, 
on advice from the Defence Ministry. The specifications of the 
fornaces appear to lmve been settled finally in May 1967, during the  
visit to India of a technical team of the United States Government, 
when the Director General, Ordinancs Factories, is ststed to have 
'clearly stipulated' that furnaces of SM kilograms (1200 Ibs.) capa- 
city alone would be acceptable. h spite of this stipuiation, the 
furnaces, on their actual receipt ih May 1970, were found to be of 
5,400 Ibs. capacity each. 

1.51. It appears from a communication some seventeen months 
later (dated 15 October, 1911), from the U S  Army Headquarters, 
Material Command, explaining the circumstances in which the 
higher capacity furnaces had been supplied, Wt one SM Sethi, 
ths Indian representative, had 'suggested and accepted the p-- 
ment of the larger capacity furnaces'. I t  b inconceivable to the  
Committee how Shri Sethi deputed to the Itrdia Supply Mission, 
Washington, from tbe Diredorate of Planning and Coordhation* 
DGOF Cell, Ministry of Defence, as a liaison officer in this rsqud 
could have accepted, on his own intiative, modffitions in the ori- 
g b U y  ae;cepted oifsr without the concurraace d tbe auttrorities a4 
horns Sb.ng.ar sdlJ is  h fact that n&r tbe US Govemmmt 
nor the rs1sMPt tUw opened by Sbri M i  bh, t a o ~ ,  in 
Wd&ghm and forr~arded to the Director w a l ,  O r b a c e  F.o 
tdee, had ever tpdiClrted the a m -  Of tbe higbcIr capacity hur- 
w, h mbrJt dec~pcns when it b found tbat aMsr brvbg 
~ r a c c r p t e d & e ~ r u p . c t t g f u x n a ~ # r s d d S M S s t b V  
~ @ r r j + t / p q t r O m G o v ~ t ~ ~ u l d U u p p ~ u ~  
krv4grtmmlnUad 



m 
1.52 From the sequence of esents leading to tbe sapply d the 

5,m ikp. capICaty furnaces instead of the 1Wb lbs. mapacity oass, 
it would appear that thsse fummes c d  have been aaepbd if at 
.all, by Shri Sethi only Mwem February and Month 1961. If thls 
were sq it remains to be explained why the US technical team which 
visited India in May 1967, when the specfiations were h U y  
settled and the supply OW kilograms (1200 Pbs) a W t y  farnacss 
was bebg insisted upon by the Director General, Ordnance Pba 
tories, never informed the Indian Government that S M  Sethi had 
on his own accepted tbe higher capacity furnaces and that tbe 
lower-capareity furnaces of the requisite specifications were not 
avdable. It is significant that it was only more than four years 
latex (October l97l) the US A m y  authorities claimed, an an emquiry 
from the Government of India after the actual receipt of the fur- 
naces, that these furnaces had certain technical advantages over 
the lower-capacity ones earlicr offered and that Shri Sethi had 
accepted them. Many of the missing links in this obviously dubioJ 
transaction can, perhaps, be explained only by the aforesaid sethi, 
whose present whereabomts are reported to be ~n~certa 'mable.  
Thotrgh the Committee were informed by the Director-General, 
Ordnance Factories, during evidence, that Sethi was working with 
Piccadilly Arsenal in the United States, they have been subso- 
quently tdd  that the efforts made to ascertain his wb-eabouts 
through the Consular and Economic Wings of the Indian Embassy 
as wfll as the US authorities have n, t brought fourth any useful 
in forma tion. . .  .. 

1.53. The manner in which this deplorable case has bee'n handled 
from the start by the Government of India has also been very rm- 
satisfactory. Though tbe higher-capacity furnaces were recoivcd 
i n  May 1970, it was only in July 1971, that is, fourteen months later, 
that the Military Attache, Embassy of India, was asked by the 
Defence Minbtry to look into the reasons for the supply of 5dWIO lbs. 
capacity furnaces against the requirement of 1200 Iba capacity fur- 
naces. In &, a communication dated 15 Ocbber, 1911 from ths 
US Army Hesdquarters, Material Command, was ~ ~ c h s r f e d  to tbe 
lhqmrbent  ef Dsfance Proctrrctioa on Zl October, 1871 lPhb 
delay in seeking vital c l d c a t i o n s  in regard to an importsnt itsea 
af supply eaUs for an adequate explan-. The Camd4m 
also s ~ r p r k i  that apart from this m t k  lukewarm prow,  fbZI 
mLtter was not pursued Qlpther with the US utthoritits but wm 
just shelved. Tlumgh tbe likelihood of less in th4 mtht 
have beon xnbhbd oa account of M a t h  and 0th attsad-t 
f r c t a r r , - a d t o t w h J c h t b e p r 3 c e d - h u P I c w h r m b . -  
qaantly gone 9, the Commftta feel that, bbce #ass doaiM i~ re- 



gard ,to the acceptance of the higher capacity furnaces by Shri 
Sethi apparently existed and the files handled by S M  Sethi and 
received by the Director-Genewal, Ordnance Factories, in 1967 also 
contained no indication of the acceptance of the higher-capacity 
furnaces, the Defence Ministry ought to have probed this issue 
further and ascertained, with reference to whatever documentary 
evidence the US authorities had to support their contention, the 
correct factual position in this regard That this was not done is 
highly deplorable. 

1.54. The manner in which the entire deal has been handled 
sives rise to serious misgivings in the mind of the Committee. 
Serious suspicion in regard to the said Shri Sethi's bona fides is, 
in the circumstances, inescapable. The Committee would require 
Government to have a stern probe into the entire episode. I t  is 
difficult to believe that Shri Sethi's wkeabouts  cannot be located 
and his version of whatever had happened cannot be secured and 
examined. The Committee would like particularly also to be re- 
assured about the linkage, if any, of the US firms, Ajax Magnether- 
mic Corporation, which had supplied the furnaces, and of Piccadilly 
Arsenal, in which Shd Sethi is stated to have been employed after 
his resignation. This information is essential to the inquiry that 
the Committee have in mind. 

1.55. The Committee are further perturbed to find that the ques- 
tion of procurement and installation of furnaces had been handled, 
a b  initio, in a slipshod fashion, apparently without adequate con- 
sultations with the actual users as to the possible utilisation of the 
furnaces indented for. To make things worse, there has been con- 
siderable delay in the implementation of the decision in regard to 
the augmentation of the melting capacity in and modernisation of 
the ordnance factories though the programme in this respect had 
been conceived as far back as in 1962, just after the Chinese aggres- 
sion. According to the decision communicated, in December 1966, 
by the Director-General, Ordnance Factories, the four furnaces of 
1200 lbs. capacity each ordered initially were to 'be installed in 
factories 'A', 'B'. 'GI and 'H'. It is, however, not clear to the Com- 
mittee why factory 'G' had been selected for the installation 
of one of the furnaces, when the General Manager of the factory 
had clearly stated in May 1966 itself, that the quantity of scrap 
arising from the machine shops in the factory was 'almost negli- 
gible', and that the installation of even a much smaller mmace of 
#)0/400 lbs. capacity was not warranted. Factory 'H' had also 
subsequently pleaded its Inability to instal the 1290 Us. capacity 
hrnace, when it was decided, in November 1969, to instal t h e  of 
1713 L W .  i? 



the furnaces in factory 'A' and one in Factory 'B'. It  is evident that 
there had been no proper and adequate assessment of the actual 
requirements of the different ordnance factories for these furnaces. 
Since this is certainly not the way purchase proposals involving 
considerable investment in foreign exchange ought to be processed, 
the Committee trust that, learning from the experience of this case, 
Government will seriously examine what is wrong with the system 
of planning, formulation and implementation of such schemes and 
take suitable and early steps to see that the shortcomings are over- 
come. 

1.56. The net outcome of this episode so far has been that after 
a fruitless quest to find a possible user for the unwanted higher capa- 
city furnaces among the different ordnanco factories, these furnaces 
are even yet to be installed and commissioned. Factory 'B', in 
which one of the furnaces was to be installed. appears to have 
pleaded that a 5 0 0  Ibs. capacity furnace would not match its re- 
quirement and would remain idle f a  a considerable period in a 
month. It was, therefore, decided, in June 1971, to instal the fur- 
nace in factory 'C', which also pointed out, in August 1971, that it 
was not possible for it to accept the furnace on account of various 
'technical and production reasons'. The three other furnaces re- 
wived in factory 'A', could not also be installed and used in that 
factory because on re-examination of the proposed augmentation 
scheme of that factory, it was decided, in February 1973, to set up 
an integrated plant for brass melting, rolling and cupping at fac- 
tory 'C', where it was proposed to utilise the furnaces. As this pro- 
posal had also to be given up subsequently on account of lesser re- 
quirement of ammunition as well as financial constraints, another 
proposal to utilise the furnaces for the melting and ~ igging  of the 
fired cartridge cases of small arms ammunition (a case which has 
been discussed subsequently in this Report) in factories 'C' and 
'D' had been mooted as a stop-gap arrangement, though the fur- 
naces would have been much too large for this purpose. The Com- 
mittee are distressed that Government having taken the view that 
since the larger capacity furnaces had, in any case, been rweived, 
it would be wise to try and utilise them, it has still not been possible 
to utilise the furnaces so far. 

1.57. While taking a decision to retain t h e e  furnaces and to try 
and utilise them, no one appears to have applied his mind to the 
economics of their installation. It  has been assessed only subse- 
quently that if the furnaces are to be utilised fully, certain auxL 
liary equipment and facilities, costing well over a crwe of rupees, 



would be necessary. In the circumstances, the Committee regret 
that the decision to retain the furnaces must be pronounced un- 
sound. The implications of retaining them had obvioasly not been 
analysed properly before acquiescing in their supply. The Com- 
mittee fear they must express displeasure at the apparent haste 
with which this decision had been taken with results that have 
meant loss to the country. This state of facts calls for an investi- 
gation which will, among other things, fix responsibility for the 
failure and suggest steps for the future. 

1.58. The Committee bave learnt that a fresh proposal for the 
installation and utilisation of the furnaces in factory 'C' for augment- 
ing the melting capacity for manufacturing cartridge cases, costing 
about Rs. 1.14 to Rs. 1.28 crores, was submitted by the Director- 
General, Ordnance Factories and after consideration by the Depart- 
ment of Defence Production in consultation with the Ministry of 
Finance (Defence) at a meeting held on 8 April, 1975, it was decided 
that the economics of the proposal should be examined in relation 
particularly to the proposed setting-up of a Metal Bank which was 
already under consideration of Government. This exercise should 
have been completed by now. The Committee would like to know 
if a final decision in regard to the installation and utilisation of the 
furnaces has been arrived at. 



DISPOSAL OF FIRED EMPTY CARTRIDGE CASES 

Audit paragraph 

2.1. Empty cartridge cases of fired small arms/ammunition are 
returned by units to ordnance depots for disposal. These cases 
made of brass are not reutilised in production of small armslammu- 
nition by Ordnance factories on account of impurities. There has 
been heavy accumulation of these empty cases in the ordnance 
depots since 1967. 

2.2. Prior to 1967, the Director General, Ordnance Factories, had 
been accepting the bulk of these fired cartridge cases for smelting 
and conversion into brass pigs for sale to National Small Scale In- 
dustries corporation. Small quantities which were mutilated by 
manual labour in ordnance depots were disposed of. Since 1967, 
however, the Corporation had not been purchasing brass pigs from 
the Director-General, Ordnance Factories, owing to differences 
over price. Consequently, the Director-General, Ordnance Facto- 
ries, has been unable to accept these fired cartridge cases from 
ordnance depots. 

2.3. In March, 1970, Government decided that the empty cartridge 
cases should be offered to the Director-General, Ordnance Factories, 
quarterly and if no acceptance was received from him within two 
months, they should be treated as scrap and disposed of. Before 
turning them over as scrap, the fired cartridge cases were to be 
mutilated/crushed. Even after the decision, there was no pro- 
gress in disposal of fired empty cartridge cases as the question of 
mechanical mutilation of these cases was under consideration of 
Army Headquarters. The Ministry stated (December, 1973) that a 
suitable machine for this purpose had not been located. 

2.4. As on 1st April 1973, 8,880 tonnes of empty fired cartridge 
cases, assessed value about Rs. 10.10 crores, had accumulated in 13 



depots as against the accumulations of 5,963 tonnes worth Rs. 6.47 
crores approximately as on 1st April 1970. 

2.5. A Price Negotiating and Allotment Committee constituted 
by Government in December, 1972 far disposal of surplus stores to 
public/private sector undertakings decided in June 1973 to offer 666 
tonnes of empty fired cartridge cases (mutilated by manual labour 
in ordnance depots) to National Small Scale Industries Corporation 
a t  the rate of Rs. 10.50 per kg. as against the highest price of 
Rs. 11.37 per kg. obtained during,sale by auction of ten tonnes of 
brass scrap in an ordnance depot. The Ministry of Defence stated 
(December, 1973) that this sale was effected in July, 1973 and that 
fur'ther quantities of 165 tonnes and 280 tonnes respectively were 
sold to the Corporation in October, 1973 and December, 1973 at the 
rate of Rs. 10.50 and Rs. 13.75 per kg. respectively. 

2.6. Fired cartridge cases of small arms ammunition accumulate 
at  an average rate of 250 tonnes per month. The estimated require- 
ment of National Small Scale Industries Corporation (3,000) tomes 
per annum) would be adequately met by fresh arisings. The pro- 
blem of liquidating the huge stock of 8,880 tonnes of small arms 
ammunition fired cartridge cases valued at Rs. 10.10 crores approxi- 
mately which has been accumulating since 1967, therefore, remains 
largely unsolved (December, 1973). 

[Paragraph 20 of the Report of the Comptroller and Auditor General 
of India for the year 1972-73, Union Government (Defence Ser- - C vices) 1. . 

2.7. According to the Audit paragraph, there has been a heavy 
accumulation of empty cartridge cases of Ared small arms ammuni- 
tion in the ordnance depots since 1967, which accumulate at  an 
average rate of 250 tonnes per month, and that as on 1 April 1973, 
8,880 tonnes of such cases, with an assessed value of about Rs. 10.10 
crores had accumulated in  12 depots. The following statement, 
furnished a t  the Committee's instance by the Ministry of Defence, 
indicates the year-wise details of accumulations and disposal of 
these cases through the Director-General, Ordnance Factories and 



the trade/National Small Scale Industries Corporation, during the  
period 1967-74: 

Date Accumula- Disposal 
tiors held - -  - - - 

Through Through 
DGOF trade/ 

------- -- NSIC 

2.8. Explaining, during evidence, the circumstances in which such 
large quantities of empty cartridge cases had accumulated, the Ad- 
ditional Secretary, Ministry of Defence stated: 

"Upto 1962-63, whatever accumulations we had of cartridge 
cases, or what is called yearly arisings, were being rlls- 
posed of by the DGOF after mel'ing and pigginq them. 
But during 1963, the Army had expanded consirler,:bly, 
as a result of which the DGOF was engaged in producing 
lot of additional ammunition. He could not, therefore, 
take up the work of pigging of these cartridge cases. I t  
actually had started from around 1963. From 'hen  on, 
he began to take less and less of caftridge cases for pig- 
ging. During 1967, the DGOF could not sell these pigged 
cartridge cases to the National Small Industries Corpora- 
tion, because there was disagreement in regard to price. 
During 1967, we had as much as 1937 tonnes and thc figure 
was 7249 tonnes as on 1-4-1970 and 10,920 tonnes as on 
1-41973. Thereafter i t  began coming down, because the 
price was agreed upon in 1972 between that Corporalion 
and the Department of Defence Production and the former 
began lifting the stocks. As such, the accumulation as on 



1-11-1974 stands reduced to 9,416 tonnes. Apart from ask- 
ing the DGOF to increase the in-take for pigging, we J~ave 
also, on our own, been trying to find out a suitable machi- 
ne which will crush these cartridge cases, so that after 
crushing, they can be disposed of directly to that Corpora- 
tion. If they are not crushed, they are liable to be reused 
as cartridges by subversive elements. Hence we would not 
dispose them of as they were, for security considerations. 
We tried various means of crushing them. Initially we 
tried through our EME workshops to find out a suitable 
press, to press them. It was not helpful; thereafter, we 
tried to get a crushing machine produced through some 
firms. One firm had produced a machine sometime during 
1971, which was not satisfactory. But during 1973, a firm 
in Ghaziabad had produced a machine which was found 
satisfactory after a trial in June 1974. That machine is 
capable of crushing 3 tonnes a day. We have now41aced 
orders for six machines. We propose to locate them in 
sui:nle depots, for crushing the cases. If these six machi- 
nes are in position, as much as 4,000 to 5.000 tonnes of 
cases can be crushed. This amount is more than the nor- 
mal arisings per year. As a result, even if the DGOF finds 
no capacity, we would still be able to crush the accumula- 
tions and dispose them of to the National Small Industries 
Corpnration. I mus' sag the problem is now we11 in hand 
and the G~vernment  hopes that within a gear or two all 
these accumulations will be disposed of. Fortunately for 
us the price of non-ferrous metals has been going up all 
these years, with the result that :he cartridge case which 
was fetching between Rs. 6 & 7 per K.G. in 1967-68 is now 
fetching more than Rs. 15 - a k.g, and Government stands 
to gain considerably". 

2.9. The Committee asked when the proposal for the disposal of 
the empty carttidge cases after mutilation by crushing had been 
initiated. The wirness replied : 

"We started round n h u t  1968. It took us four to five years 
t o  locate the machine for this purpose. 

In March 1970, instructions were issued by the Ministry of 
Defence that stocks should be reported to the DGOF quar- 
terly and if not accepted in seven months, these should be 
disposed of by salvage". 



The following chronological sequence of the steps taken there- 
after in this regard was indicated by the witness: 

A-t 1970 . . Use of Stone Oushing Machines or crushers was 
tded by the Ammunition Depots, which was, how- 
ever, not fowd successful. 

December 1970 a UnsuccessFul effom were made to procure suit able 
stone crushers. 

March I 97 I * . . Naval Headquarters was approached who suggested 
the melting of the cartridge cases in a Rotary oil- 
fed furnace. This suggestion was not pursued as 
it was not satisfactory. 

April 1971 Efforts were made to ascertain the availability of 
pneumatic presses, which, however, could not be 
procured. 

J m w  1972 . Daision taken to try the tender system, on an experi- 
mental basis, for the disposal of the cases. Labour 
was to be engaged to crush the cases, but this was 
not found satmfactory on account of the security 
considerations involved. 

WY 1972' . EME tried, unsuccessfully, mutilation with power 
pmses. 

AW'Jst I973 A demonstration arranged by M ~ s .  Premier hiechines 
Ltd., New Delhi was found to be unsatisfactory. 

September 1973 Suggestion made by the Engineer-in-Chief tha(ihe 
machine produced by Assocr ated Machi aery 1 Cor- 
poration, Ghazlabad, be tried. 

F e b ~ 1 9 7 4  * A machine produced by the firm installed in an arn- 
munition depot. 

June I974 * Trials compieted and machine found suitable. -- - .- - -< - - 
The witness added: 

"We have been continuously making efforts to find a suitable 
crushing machine and at last we have found a suitable 
crushing machine". 

2.10. The Committee learnt from Audit that the Ministry of De- 
fence had stated (April 1974) as follows: 

"The new machines proposed to be installed in Ordnance ins- 
tallations are simple crushing machines with capacity for 
crushing 14 tons to 2 tons per day. One such machine has 
since been positioned at Ammunition Depot. . . .for trial 
purposes. The installation work including power connec- 
tion has been completed. The functional suitability 
of the machine is being assessed. Further details 



in  this respect are awaited from the Ordnance authorities"- 

2.11. Since i t  had been stated that these machines were only 
simple crushing machines, the Committee desired to know why these 
could not be procured and installed earlier. The Additional Secre- 
tary, Ministry of Defence stated: 

"The crushing machine was proved only in June 1974 and 
after it was proved, Government had sanctioned purchase 
of six machines. Those are in the process of being ac- 
quired and once they are acquired, the installation is not 
a problem. These six machines will be located at six 
different places where caftridges are being stored". 

He added: 

" .  . .  .we made a lot of efforts to locate the machine but  ulti- 
mately we found that this machine proved successful". 

2.12. Asked how much each of these machine would cost, the wit- 
ness replied: 

"Rs. 30,000. One machine will be enough to meet all the car- 
tridges. I t  is quite sufficient because its capacity is 3- 
tonnes per day and so for six machines the capacity works 
out to 5400 tonnes per year. But even allowing for lack 
of electricity and breakdowns, etc. we expect that not less 
than 4000 tonnes will be crushed every year which is more. 
than suffkient for the arisings". 

2.13. The Committee desired to know the details of the annual 
arisings of empty cartridge cases. The witness stated: 

' I t  varies between 1100 and 2700 tonnes. The following i s  
the yearly arisings: 



These are the actual arisings". 

The Committee enquired into the average annual arisings during 
the  five year period from 1968-69 to 1972-73. The Master General 
of Ordnance replied: 

"In this context I would like to say that there has been a 
certain amount of reduced training on this type of ammu- 
nition for the past two years. The average for five years- 
1968-69 to 1972-73-comes to 2200 tonnes". 

- 
2.14. Since it had been stated that the total capacity of the six 

crushing machines would be 5400 tonnes per annum and the average 
annual arisings were only 2200 tonnes, the Committee enquired into 
the reasons for providing for such a large capacity which might re- 
main unutilised. The witness replied: 

"The point is that at the moment we have a large stock of 
cartridges, that is, about 9416 tonnes which have to be 
crushed. If we do not keep spare capacity, a t  a particular 
point of time we may not be able to cope with the crush- 
ing work. So, i t  is this particular backlog that will also 
be catered for along with the arisings. This is the first 
thing. The second thing is that after we have done away 
with all our accumulation, we would then put two of 'these 
machines into reserve". 

The Committee desired to know the time by which i t  was cxpec- 
ted that the accumulations of empty cartridge cases would be dis- 
posed of. In a note, the Ministry of Defence stated: 

"As the machines have yet to be procured and installed, the 
exact period of time for liquidation of the accumulated 
quantity cannot be indicated at this stage. Every effort 
will be made to get the accumulated cartridge cases crush- 
ed and disposed of as early as possible". 

I n  another note indicating the action taken for the procurement 
of the crushing machines, the Ministry stated: 

"On 31st August 1974, Government sanction was accorded for 
procurement of 6 crushing machines a t  an est'imated cost 
of Rs. 1,80,000 (excluding other charges) for installation 
in the Ammunition Depots. 

Necessary action to procure these machines is being pursued 
actively". 



2.15. According to the Audit paragraph, prior to 1967 the empty 
cartridge cases, after pigging, had been sold to the National SmaII 
Scale Industries Corporation and that since 1967, on account of dif- 
ferences over price, the Corporation had not been purchasing brass 
pigs. The Committee learnt that, in this context, the Ministry of 
Defence had informed Audit April 1974) as follows: 

"The following quantities were offered to National Small Scale 
Industries in 1966: 

(a) 500 MIT . . . . Rs. 6220 per M!T 
(Copper 590/ , -65%) 

The above prices were acceptable to National Small Scale 
Industries Corporation but difficulties came up regarding 
payment of Excise Duty, Sales Tax, freight and terms and 
conditions of payment. These could be settled in August 
1968 and the quantities offered as indicated above were 
lifted only in 1968-69." 

2.16. The Committee desired to know why i t  should have taken 
nearly two years to come to a settlement with the Corporation in 
regard to the pigs. The Additional Secretary, Ministry of Defence, 
stated in evidence: 

"In 1968, the Corporation offered a certain price, which they 
felt was too low. So, negotiations were going on between 
the Corporation and the Ministry of Defence, and ultima- 
tely, in 1972 only, the negotiations fructified and an agreed 
price was arrived at". 

The Chairman of the Corporation added: 

"There were two problems as far as the price was concerned. 
One is, as far as NSIC is concerned, what the market can 
really take. We have been persuading the ordnance fnc- 
tories and depots to try and give a reasonable price which 



at the consumer's end would be on par with the market 
price. We offered a little lower price. They were asking 
for a higher price. They offered certain prices to us which 
they got through tenders. That would not be saleable be- 
cause if you add to it the sales tax, freight and other trade 
elements, the price to the consumer would become much 
more than that at which he would be able to buy from 
the market. The other problem posed was the excise duty 
which was being claimed by the Excise Department on 
the offered price. The excise duty was very high, about 
Rs. 1500 per tonne. We could not afford to pay that excise 
duty for the second time. This problem had to be resolv- 
ed with the different ordnance factories with which we 
dealt." 

Asked wherther it should have taken two years to resolve these 
technicalities between two Government agencies, the 'Additional 
Secretary replied: 

"It took about two years, because we are also under the cons- 
traint of our Financial Advisers. We had to convince 
Mnance also." 

2.17. While conceding that a deliberate decision might have been 
taken to assist the small scale industries, the Committee asked why 
the process of arriving at an agreed upon price should have taken 
as long as t w o  years. The witness replied: 

"I am sorry that the negotiating committee of the Ministry 
of Defence took two years to come to this understanding, 
to come to an agreed price. But this is due tb various 
factors, various difficulties, which the Chairman of the 
Corporation mentioned just now.'' 

The Committee desired to know what objections, if any, had 
been raised by the Finance officers which might explain the t'ime 
taken in resolving the differences. The witness stated: 

'The Corporation did not agree to the price quoted by us for 
various reasons, which were explained by the Chairman 
of the Corporation. After that, a series of meetings took 
place, as a result of which, at  the Anal meeting, as agreed 
price was arrived at." 



I n  this context, a representative of the Department of Defence 
Production added: 

"In regard to the pigged scrap, it was in 1957 that a policy 
decision was taken.. . .The decision was taken in 1957 that 
the small scale industries should be assisted and, there- 
fore, the pigged scrap should be sold to the NSIC. A 
pricing formula was also framed by the Government on 
28th October, 1957. . . . . .The relevant portion was: 

'The Grade I scrap would bear relation to the pure metal 
price in accordance with EMR. The other grades, ac- 
cording to their deficiencies, would be given reduc- 
tion varying from 69 to 90 per cent of the EMR price'. 

This was the pricing formula devised in 1957." 
2.18. The Committee desired to know the prevailing prices of 

copper and zinc in the internal market. The Chairman of the 
National Small Scale Industries Corporation informed the Com- 
mittee during evidence that while the price of copper ranged 
between Rs. 28 and Rs. 30 per kg., the price of zinc was Rs. 15 
per kg. The Financial Adviser to the Defence Ministry siated in 
this connection: 

"This is from the Economic Times of today. Price of Zinc- 
Rs. 15.50 per kg., Copper ingot-Rs. 29 per kg., Copper 
wire-Rs. 28-Rs. 30 per kg." 

Asked whether one could buy zinc and copper at the quoted price. 
the witness replied: 

"It depends." 
In reply to another question whether the prices of copper were 
higher or lower a year earlier, the Chairman of the National Small 
Scale Industries Corporation stated: 

"They were higher, about 83 per cent higher than what they 
are today." 

Asked whether any steps were taken to safeguard against fluctua- 
tions in prices in respect of the scrap arisings, the witness replied: 

"As far as Corporation is concerned, this is exactly what we 
try to do by resort to short-term contrack. Brass has 
a highly fluctuating market and once the prices go down, 
purchasers refuse to lift the material at the higher con- 
tracted prices. So, we try to have contracts for limited 
periods of three months and arrive at a fixed price for 
that period." 



As regards the policy followed by the  Defence Ministry, enquired 
into by the Committee, the witness stated: 

"They dispose them of through short-term contracts. They 
would like to go in for long-term contracts as far as 
scrap arisings are concerned. There are several kinds 
of arisings. We would like to arrive at an agreed price 
formula." 

The Additional Secretary of the Defence Ministry stated in this 
context: 

"1 would like to mention that these cartridge cases are 
essentially disposed of to the National Small Industries 
Corporation so that they can, in turn, offer them to the 
small industries who depend upon these metals. So, to 
some extent, there may be a small element of subsidy 
involved. But, as a matter of deliberate policy, this is 
being done to help the small industries. There is a day- 
to-day market fluctuation. It is not possible to regulate 
the price from day-to-day." 

2.19. According to the Audit paragraph. a Price Negotiating and 
Allotment Committee, constituted by Government in December 
1972, for the disposal of surplus stores to public private sector 
undertakings had decided. in June 1973, to offer 666 tonnes of 
empty fired cartridge cases (mutilated by manual labour in ordnance 
depots) to the National Small Scale Industries Corporation a t  the 
rate of Rs. 10.50 per kg., as against the highest price of Rs. 11.37 
per kg., obtained during sale by auction of 10 tonnes of brass scap 
in an ordnance depot. In this context, the Committee learnt from 
Auciit that the Ministry had subsequently (April 1974) clarified the 
position in this regard as follows: 

"It may be stated that brass scrap was not auctioned a t  
Ammunition Depot. .  . .or  a t  any other depots. In pur- 
suance of the decision taken in the meeting held on 21 
January 1972, 10 tonnes of SAA (Small Arms Ammuni- 
tion) fired cartridge cases were to be mutilated in each 
depot and the resultant brass disposed of a t  a reserve 
price of Rs. 10 per kg. Instructions were accordingly 
issued by the Army authorities to all Ammunition De- 



pots to enter into contracts and the  details thereof a re  
as follows: 

- -- - - -- -- 
Depot Mutilation Disposal 

(i) Ammunition 10 t 0 M n  of Small Arms Am- 10 tomes of brass scrap sold 
Depot munition empty cartridget to MIS. Prabhu Dayal 

cases were mutilated by M 's. Kailash Chand, Jagadhari at a 
Metal Fabrication and En- total value of Rs. 1,13,70o-oo 
gineers, New Delhl, at a 
total cost of Rs. g y o  w. 

(ii) Ammunition 10 tonnes of Small Arms Am- Sold to Onkar Ma1 Rattan La1 
Depot munition, empty fired cart- & Co., Poona for a total 

ridge cases mutilated and re- amount of Rs. 1,05,570. oo 
sultant brass scrap also sold. 

(iii) Central Or- lo tomcs of Small Arms Am- Sold to Sitaram Kunilal Dixit 
dnancc Depot munition empty fired cart- Pure Jabalpur at a total amount 

ridge cases mutilated and of Rs. 1,03,1oo. w" 
resultant brass scrap sold. 

2.20. The Committee enquired into the procedure followed for 
sale of scrap to individuals. The Director of Ordnance Services 
replied in evidence: 

"Same quantities Lye give to the Corporation and small 
quantities are disposed of through salvage. They would 
be normally sold by way of auction. People bid for it. 
And according to the highest bidder, this would be 
allotted." 

2.21. The Committee desired to know the value of the empty 
fired cartridge cases accumulated in the ordnance depots from 
time to time. The Additional Secretary, Ministry of Defence 
stated: 

"I have got the figures relating to quantity. I do not have 
those relating to values readily with me; I will work 
them out and give them to you tomorrow." 

At a subsequent sitting of the Committee, the witness informed the 
Committee as follows: 

"I have with me the value of the fired cartridge cases as on 
1st April 1964-66 and so on. On 1st April, 1 W ,  the  
quantity was 165 tonnes and the value was Rs. .09 crores. 
On 11th April, 1965, the quantity was 361 tonnes and 
the value was Rs. 19 crore." 



Asked whether these values had been calculated on the basis of 
the then prevailing market price, the Defence Secretary replied: 

"In our books, we only mention the quantity; we do not 
mention the value. As per your direction yesterday, the 
values have been calculated." 

The Committee, therefore, desired to know the basis on which the 
values had been calculated. The Additional Secretary, Ministry of 
Defence stated: 

"First, we got the price of copper and zinc from the Corn- 
merce Issues which we got from the Ministry of Com- 
merce as on 1st April, 1964. They consist 70 per cent 
copper and 30 per cent zinc. So, on that basis, we 
calculated it. Then we made an ad hoc cut of 13 per 
cent which represents roughly the price at which these 
were sold. This is only an approximation. These Ared 
cases did not have a fixed value. By applying this cut, 
I think, we have arrived at this value." 

2.22. Since it had been stated that value accounts of the empty 
,cartridge cases were not maintained, the Committee asked how the 
reserve price for the scrap offered for sale was determined. The 
Defence Secretary replied: 

"As I said, we do not mention price in our b o k s ;  we only men- 
tion the quantity. As was stated yesterday, the differ- 
ence in calculation in price was between offerers as also 
between receivers, that is, how the NSIC wanted to 
calculate the sale value on the basis of the purchase price. 
On the other hand, what was offered by the DG Organi- 
sation was on the basis of the current price. That is the 
difference which really took place between the sellers 
and the buyers." 

2.23. In this context, the Committee drew attention to the infor- 
mation furnished by the Ministry to Audit, in April 1974 (referred 
to in paragraph 2'.19 above) that in pursuance of the decision taken 
in the meeting .held on 21st January, 1972, 10 tonnes of Small Arms 
Ammunition fired cartridge cases were to be mutilated in e ~ c h  depot 
and the resultant brass disposed of at a reserve price of Rs. IrO per 
kg. and desired to know whether this was not at variance with the 

,statement made during evidence that no reserve price was Axed for 
the scrap. The Defence Secretary stated: 

"The position is that when the sales are to a public sector 
undertaking, then the question is of a negotiated price. 



When there are tenders then we certainly have an idea 
that whatever we accept h l l y  as a tendered price must 
not go below a certaip level and for that purpose there 
io an internal idea of what the price should be4.e.  re- 
serve price. This is based on the purchase price of the 
virgin metals, the combination of the scrap 70:30 minw 
a reduction for impurities. That is a rough calculation 
which is put down as a metal reserve that we should 
not sell below that price." 

He added: 

"In the books we mention the quantities of scrap and we do 
not calculate the price of the scrap. When the question 
comes of tendering and selling by tenders then this cd- 
culation is there. Certainly for that definition it can be 
called a reserve price." 

2.24. Explaining, at  the Committee's instance, the circumstances 
in which the decision to dispose of small quantities of mutilated 
scrap cartridge c a s e  to certain individuals, the Master General of 
Ordnance stated in evidence: 

"At that particular time taking the totality of the circum- 
stances we were trying hard to And out ways and meant 
of disposing of the small arms brass cartridge cases to 
the best advantage of the State. We were not able to 
locate a suitable machine. Our hand methods were very 
expensive. It  is in connection with that that we had 
gone to three different places in India-in three different 
regions-and we tried to find out people who could come 
up and do mutilation by mechanical means or otherwise 
in the depot itself. At that stage we gave 10 tomes to 
each. That was the economic quantity. You will notice 
that it is 10 tonnes a t . .  . .10 tomes a t . .  . .and 10 tomes 
at.  . . .to persons who had come over after we had tried 
to locate such people. I t  was done by way of an experi- 
ment and the price that was then asked for from them. . . 
reserve price.. . had been laid down a t  Rs. 10; and no- 
where the price less than Rs. 10 was accepted. The 
results of these three experimental sales were then sent 
and b e  matter was discussed." 

Asked how this price of Rs. 10 per kg. was arrived at, the F'inanciai 
Adviser to the Ministry replied: 

"The market price is arrived at by taking at the time of dis- 
posal the market price of constituent metals as published 
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in subscribed bulletins. Here the market price would be 
taken of the virgin metals in the scrap. The scrap ia 
graded into various grades, grade 1, 2, 3, 4, 5 and 6 
depending upon the contents of copper and zinc. All 
grades of scrap contain certain irnpuritim and there are 
instructions about the extent of reduction for impuritier 
which should be made from the price so arrived at for 
a mix of two virgin metals. On that basis the prices are 
asrived at." 

2.25. The Committee called for details of the expenditure incur- 
red on the mutilation~crushing of empty cartridge cases and the 
price at  which the scrap was sold during the preceding three yeara. 
'A note furnished in this regard by the Ministry of Defence is rapro- 
duced below: 

"The mutilation of fired empty cartridge cases has been done 
by three methods. The methods employed for mutila- 
tion and the approximate expenditure incurred on eacb 
method are given below: 

Method of mutthion Appmimue cost 
@a Lo.) 

(fa larger quantities, r firm had odmcd to 
chPgc 39 p w ) .  

X w t n  . . . 
1973-74 'I! - D. 10.- R.. I t 1 -  pr b." 
1974-75 till 
1-11-1974 41J 

2.26. At  the Committee's instance, the Minktry fumbhd the 
, following information in regard to the quantity of mutilated 



Qred cartridge cases sold to the National Small Industries Corpar* 
tlon after December, 1973 and the prices obtained therefor: 

2*.27. The Committee desired to know the sources of supply of 
copper and zinc to meet the requirements of Defence and the 
price paid for the purchases. The Secretary, Defence Production, 
stated in evidence: 

"As far as DGOF is concerned, the stocks are obtained main- 
ly from two Indian suppliers, Hindustan Copper and 
Hindustan Zinc, both public sector undertakings." 

He added that the price quoted for Defence purchases of Electroly- 
tic copper, in the form of ingots, was Rs. 3,480 per tonne up to 31st 
July, 1974. In this connection, the Committee found from the 9th 
September, 1974 issue of the 'Eastern Metal Review' that the pre- 
vailing price of copper was Rs. 3,7W per tonne. 

2.28. As regards imports of copper and zinc enquired into by 
the Committee, the Secretary, Defence Production stated in evidence 
that as the imports of copper were canalised no quantity was 
imported directly. Asked whether imports had been resorled to 
only to the unavoidable extent after exhausting indigenous suppiies, 
a representative of the Directorate General Ordnance Factories 
replied: 

"Our agreement with Hindustan Copper and Hindustan Zinc 
is that Arst priority is to be given ta Defence. When 
they cannot meet our requirements, we g,o to MMTC, and 
to the extent we are buying from MMTC, we would let 
you know. 

About the utilisation of scrap, I would submit that in dl 
ordnance factories, we are utilising all the quick firfng 
cartridges of high calibre. We make use of turning and 



boring from the various machines. We am melting them 
an4 utilising to the extent possible. Whatever we cannot 
utilise, that portion is given to the NSIC." 

2.29. The following statements, furnished, at the Committee'r 
instance, by the Defence Ministry indicate the quantities of copper 
and zinc purchased for Defence purposes indigenously during the 
period 1972-73 to 1974-75 and their value: 

COPPER 

Qurntity Vduc 
(In me- (Crora of Source 
tric 
toanes) 

Rupees) 

w3-74 . . . 4274.70 6.64 Do. 

1974-75 . . 4135'74 14-07 DO. 
ZINC 

1973-74 . . .  751.63 0.98 Hiodurun Zinc Ltd. 

1974-75 . . . IOdO.OO 1-67 Hinrtunrn Zinc Ltd. 

The Committee were also informed by the Ministry that while the 
latest price paid for copper was Rs. 34,080 per metric ton, the latest 
price paid for zinc was Rs. 16,680 per metric ton and that during 
this period, no copper and zinc were purchased by the Director 
General, Ordnance Factories from foreign sources. The Secretary, 
Defence Production, however, stated in evidence that imported 
stocks of copper and zinc weTe also used whenever necessary. 

2.30. In view of the fact that non-ferrous metals were consider- 
ably in short supply and expensive, the Committee desired to know 
why it had not been decided to retrieve copper and zinc from the 
empty cartridge case so that what was already available with the 
ordnance factories could be utilised in the best manner possible 
The Master General of Ordnance stated in evidence: 
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"As fu as the Army is concerned, we are not really tmng 
to retrieve the metals. I would like to mention the diffQr- 
ence between Ared cartridge cases of small a m  md of 
bigger arms. Bigger calibrp cartridm are being sent 
to the DGOF and the DGOF has been accepting those. 
These are the small arms of the 303, 7.62,O mm variety 
which has to be crushed and the reason for c r u s h h ~  * or 
multilating these is the security consideration. . . .'fie 
security considerations are that these fired cartridge cases 
can be refilled by undesirable elements if they were to 
get into their hands. Secondly, in the Army itself, the 
firer1 cartridge cases can be exchanged with live ammuni- 
tion by any person who may wish to do so." 

He added: 

"What I am really trying to say is that on a range, after the 
ammunition is fired, the cartridge cases are counted and 
then brought back-security arrangements are not there 
for any single cartridge. But, once we go in for such 
security arrangements. the difficulty will be that we will 
have to check on every smgle cartridge case that is given 
to a firer. We will be doing nothing else than that." 

2.31. Since it has been stated earlier by the Additional Secretary 
of the Ministry (vide paragraph 2.9) that the Naval Headquarters 
had suggested, in March, 1971, the melting of the cartridge cases 
in a Rotary oil-fed furnace, the Committee desired to know why 
this suggestion was not pursued further. The Additional Secretary, 
Ministry of Defence, stated: 

"This was not pursued as it was not found feasible." 

Asked whether any trials were conducted in this regard, the witness 
replied: 

"Rotary Oil-fed Furnace was not available and therefore the 
trial was not pursued further." 

When the Committee drew httention, in this context, to the purchase 
of four furnaces from the USA, the witness stated: 

These were purchased by the WOF, sometimes in 1970 
h r n  abroad but upto this date they have not been instal- 
led." 



In reply to another question whether these furnaces, procured at 
considerable cost, could not have been utilised t~ retrieve the pre= 
cious and scarce non-ferrous metals, the witness replied: 

"I can only say that apart from these cartridges, the DGOF 
had other metalic machine waster--also to melt and for 
this purpose, the four furnaces were imported and he 
was trying his best to install these machines, but due to 
various circumstances, these could not be installed." 

As has been pointed out in paragraph 1.39 of the preceding Section, 
the witness also conceded that it was a national waste that four 
furnaces had been purchased and had not been commissioned for 
some reason or the other. The Defence Secretary, howwer, clari- 
fied that these furnaces were meant only for melting and pigging. 

2.32. The Committee desired to know whether the possibility of 
utilising the spare capacity for melting non-ferrous metals which 
might be available in some of the public sector plants had ever been 
considered for melting the ever-increasing stocks of used ammuni- 
tion. The Master General of Ordnance replied: 

"I do not claim to answer it on behalf of the Department. But 
I would say from our point of slew that security arrange- 
ments exist in our DGOF factories where we do send 
them unmutilated. In the public sector plants, security 
arrangements are not going to be as tight as we have in 
the Army." 

Asked whether this implied a distrust of the public sector plants, 
the witness replied: 

" I would not put it that way. 1 would only say that it is a 
question of security arrangements which the other public 
sector undertakings would have." 

When the Committee pointed out that the melting of the cartridge 
cases could have been entrusted to the public sector plants after 
weighment of the cases just as it was done in the case of the con- 
tractors entrusted with the work, the witness stated: 

"The contractor who does our work d m  i t  in an ammunition 
depot, where there are security arrangements, and 
under the control of the Commandant of that ammuni- 
tion depot We would be very happy to send it anywhere 
else where proper security arrangement6 are  available." 



Asked whether it could, therefore, be concluded that security p n ~  
dderations alone prevented the Army fram availing of these fact- 
lities, the witness replied in the a5rmative. 

2.33. As has been pointed out in paPagraph 1.6 of the preceding 
Section, the Director General, Ordnance Factories, while informing, 
on 2 May 1966, the General Manager of four factories of the decision 
to arrange for the installation of srnall/medium size melting units 
of the oil fired crucible type for the melting and pigging of non- 
ferrous scrap arising at the main machining factories, had also 
pointed out, inter a h ,  that if the pigging was done with sufficient 
care, a major portion was likely to be reutilised in the manufacture 
of Services stores with consequent saving of foreign exchange. In 
this context, the Committee enquired why a stock of nearly 9,000 
tomes had accumulated on 1 April 1974, while considerable expendi- 
ture was being incurred .at the same time on the purchase of virgin 
metals. A representative of the Directorate General, Ordnance 
Factories replied: 

"Firstly, for these SAA cartridge cases, we cannot use scrap 
because the specification does not allow it." 

He added: 

"The letter does not pertain to SAA cartridge cases." 

When the Committee pointed out that the letter dated 2 May, 1966 
spw;fically referred to re-utilisation of the scrap and desired to know 
why the copper and zinc could not be retrieved from the SAA car- 
tridge cases, the witness replied: 

"That is machine scrap; that scrap is not that impure." 

Asked what prevented the factories from utilising the stack of any 
kind of non-ferrous scrap for suitable purposes by smelting. the 
witness replied: 

"Firstly, we cannot retrieve copper and zinc separafely. 
Secondly, scrap arisings in the factory itself is being re- 
cycled; and a5 for the small a m s  scrap, even if we can- 
not use it ourselves, we give it to somebody else as 
bass  pigs becawe of the impurities" 

2.34. Aaked why the stock of SAA cartridge cases had not been 
converted into copper end zinc co~icentraks which could later ba 



& p o d  of either by various Defence agencies or u t i l f d  by other 
&vernment riepartmenta, the witness replied: 

"The first point is, why was it not converted into copper and 
zinc. As explained earlier, we do not have the process in 
the country at present by which this scrap can be con- 
verted into basic metals. The process does exist in 
Germany, and we abo made an experiment in this 
mat'ter; we had some cormspondence with them at one 
time, but the prices weye so high that we did not try to 
go into this side-he." 

In reply. to another question whether the economics of such a 
project had been worked out in its entirety before taking a decision 
not to pursue this further, the witness replied in the negative. The 
Committee, therefore, desired to know why the project was drop- 
ped. The witness stated: 

"We did not follow it up in this manner because at the time 
when we used the small arms ammunition cartridge case 
scrap for smelting, it was not allowed to be used for re- 
placing the virgin metal content by use of brass pigs 
obtained therefrom for recycling." 

He added: 
"A fundamental research is done on this at the National 

Metallurgical Laboratory." 

The Defence Secretary, however, stated in this mnnection: 

"I do not think there is any fundamental research being car- 
ried out on this. The process exists now. I am rectifying 
his answer. The economic factors for considerations will 
be whether this quantity will allow itself to be subjected 
to the treatment and still be cost effective. That matter 
should be examined." 

2.35. Dealing with the question of disposal of scrap, the Public 
Accounts Cammittee (1973-74) had, in paragraph 1.29 of their 121st 
Report (Fifth Lak Sabha), recommended as follows: 

'Tlnddentally the Committee would also like Government to 
a d d e r  setting up a mrt of Metal Bank of Clearing 
House so that it can be ensured that the metal arpecially 
mn-fermua, tendered surplus or u d t  for a particular use 
h3 one organhatton can be profitably utiliaed slseftrhem 



without being disposed of at a loss. The Committee con- 
sider this step necessary because non-ferrous metal is be- 
coming costlier and scracer in the market and it is essen- 
tial to make the best use of what is already available with 
the Government." 

The Committee drew attention to this recommendation and desired 
to know why scrap accumulating with various agencies could not be 
converted as quickly as possible into usable metal. The Defence 
Secretary stated: 

"As you'd know, our problem is somewhat limited because 
the other scrap which is in pure condition is utilised fully 
in the Defence itself. What is not pure is accumulated 
at the moment, that is the empty cartridge cases which 
we are discussing." 

He added: 

"I will get in touch with my colleague and decide on what 
should be done further in this matter." 

2.36. With reference to their recommendation wntained in para- 
graph 1.29 of their 121st Report (Fifth Lok Sabha), tbe Committee 
had been informed, in October 1974, by the Department of Defence 
Production as follows: 

"The recommendation made by the PAC regarding setting up 
a sort of Metal Bank or Clearing House is being studied 
by the Study Group. Its final report is awaited." 

M e w i n g  the action taken in this regard, the Public Accounts 
Committee (1974-75) had, in paragraph 1.11 of their 140th Report 
(FUth Lok Sabha), observed: 

'The Committee note that in pursuance of their suggestion 
for the establishment of a Metal Bank or a Clearing 
House for the profitable utilisation of metals, especially 
non-ferrous metals, rendered surplus or unfit for a parti- 
cular use, the Government have appointed a Study 
Group. The Committee need hardly stress the import- 
ance of taking a very early decision on this matter. They 
would invite attention to the fact that even in the cur- 
rent Audit Report for the year 1972-73 on Defence Servic- 
es, instances of accumulation/disposal of non-femus met- 



als have been highlighted. The Committee would, there- 
fore, insist on the Government to process this recom- 
mendation with the utmost promptitude in consultation 
with departments1 organisations in which scrap arise, and 
prescribe a time-bound schedule for its implementation. 
The Committee would await a further report in this 
regard." 

2.37. The question of profitable utilisation of non-ferrous scrap 
arising in various Government organisations has been constantly 
engaging the Committee's attention. Thus, in paragraph 1.18 of 
their 142nd Report (Fifth Lok Sabha), the Committee had Tecom- 
mended: 

"The Committee wodd also like to draw attention to their 
recommendation contained in paragraph 1.29 of t.heir 121st 
Report (Fifth Lok Sabha). The Committee had desired 
therein that the Government should consider setting up 
a sort of Metal Bank or Clearing House so that it can be 
ensured that the metal, specially non-ferrous, rendered 
surplus or unfit for a particular use in one organisation 
can be profitably utilised elsewhere without being dis- 
posed of a t  a loss. The Committee desire that their sug- 
gestion may be processed expeditiously in consultation 
with all organisationsldepartments in which scrap arise 
and the departments where such scrap is likely to be uti- 
lised by re-conversion. The Committee feel that there is 
an urgent need for the establishment of a centralised co- 
ordination agency for re-utilisation and disposal of metal 
scrap. Since more than one Ministry would be involved 
in this, it is desirable that the Cabinet Secretariat should 
take up the ~esponsibility for coordination in this regard." 

Again, in paragraph 1.287 of their 145th Report (Fifth Lok Sabha), 
the Committee had recommended: 

'The Committee have noted that consequent upon the i n t m  
duction of co-axial cable and microwave systems and re- 
placement of copper wire alignments by aluminium/cop- 
per weld wire a large quantity of dismantled copper wire 
accumulated in department stock. According to the in- 
formation furnished to the Committee, the stock of dis- 
mantled copper wire had increased to 3400 tonnes worth 
more than Rs. 5 crores by June 1973. At the beginning 
of this financial year the stock was about 2700 tonnes. 



The Committee have also noted that the Department did 
not consider it expedient to dispose of the stock in 
the open market lest sold wire became indistin- 
guishable from stolen wire and created difficulties 
in tackling cases of copper wire thefts. Sales of 
copper wire were therefore ma& to Hindustan 
Cables Limited, Rupnarainpur and to certain pesticide 
mnnufncturers. The annual ofltake from Hindustan 
Cables is about 3000 tonnes and the supply to the pesti- 
cide companies is about 1400 tonnes. The Committee con- 
sider 'that to prevent undue accumulation of unwanted 
copper wires, concerted steps should be taken by the 
P. & T. to persuade once again only the public sector un- 
dertakings like Hindustan Copper Ltd., Minerals and 
Metals Trading Corporation for purchasing P. & T. scrap 
copper wire. The Hindustan Cable Ltd. and Ordnance 
Factory of DGOF ~hou ld  also be approached with a view 
to selling them increased quantities of copper wire. The 
Committee trust that with the start of production of cable; 
at the Hyderabad unit of Hindustan Cables Ltd. and the 
expansion of capacity at  both the Rupnarainpur and 
Hyderabad units, the Hindustan Cables Ltd. would be in 
a position to buy additional quantities of copper wire from 
the P. & T. Department. Negotiations should also be 
carried on with Traco Cables Company of Kerala State 
which is said to have started production of underground 
telephone cables. In this connection, the Committee would 
like to insist on the Government to go by the following 
recommendation made by the Committee in para 1.29 of 
their 121st Report (Fifth Lok Sabha) : 

'Incidentally the Committee would also like Government to 
consider setting up a sort of Metal Bank or Clearing 
House so that it can be ensured that the metal especially 
non-ferrous, rendered surplus or unfit for a particular 
use in one organisation can be profitably utilised else- 
where without being dispose of at  a loss. The Com- 
mittee consider this step necessary because non-ferrous 
metal is becoming costlier and scarcer in the market and 
i t  is essential to make the best use of what is al- 
ready available with the Government'. 

The Committee trust that with the setting up of this Metal 
Bank it would be possible for the P. & T. Department to 
put the surplus copper wire into the bank for its ultimate 
disposal. The Committee also suggest that the Depart- 



ment may consider issuing a monthly or fortnightly bulle- 
tin indicating the availability of copper wire at various 
places and circulate the same to interested purchasers, in 
the public sector." 

Reverting to this subject once again, the Committee, in paragraph 
1.33 of their 189th Report (Fifth Lok Sabha), had observed: 

"A considerable time has elapsed since the Committee suggest- 
ed, in paragraph 1.29 of their 121st Report (Fifth Lok 
Sabha), the setting up of a Metal Bank or Clearing House 
so as to ensure that metal, particularly costly and scarce 
non-ferrous metal, rendered surplus or unfit for a parti- 
cular use in one organisation is profitably utilised else- 
where without being disposed of at a loss. Unfortunately 
this practical suggestion, which is also not tbo difficult to 
implement, is yet to be acted upon by Government in a 
purposeful manner. While the P. & T. Board has 'noted' 
this suggestion, the Department of Defence Prodilction 
have appointed a Study Group to examine it. With ref* 
rence to the action taken by the Department of Defence 
Production in this regard, the Committee, in paragraph 
1.11 of their 140th Report (Fifth Lok Sabha), had urged 
Government to process this recommendation 'with the ut- 
most promptitude' in consultation with departmentsjorga- 
nisations in which scrap arise and also to prescribe a 
time-bound schedule for its implementation. Reverting 
to this question again in paragraph 1.18 of their 142nd Re- 
port (Fifth Lok Sabha), the Committee had felt that there 
was 'an urgent need' for the establishment of a centra- 
lised coordination agency for reutilisation and disposal of 
metal scrap. As suggested therein, the Committee 
would urge the Cabinet Secretariat to take up the respon- 
sibility for coordinating action an this important recom- 
mendation of the Committee, in consultation with all 
organisationsIdepartments in which scrap or surplus metal 
arise and those where these are likely to be utiljsed, so 
that optimum use is made of what is already available 
with Government." 

Subsequently, on 28 May 1976, the Cabinet Secretariat (Depart- 
ment of Cabinet Mai rs )  informed the Committee in this regard as 
follows: 

"The Public Account Committee in pan 1.18 of l a n d  Report 
(1974-78) had mommended that there was an urgent nod 



for the establishment of a Centralised Coordination Agency 
for reutilisation and disposal of metal scrap and that 
Cabkt Secretariat should take up the responsibility for 
coordination in this regard. This recommendation was 
reiterated again in para 1.33 of 189th Report (1975-76) of 
the PAC on the Ministry of Communications (P. & T. 
Board). 

In pursuance of the PAC's recommendations the Cabinet Sec- 
retariat consulted the administrative MinistrieslDepart- 
m a t s  concerned with the utilisation of scrap or surplus 
metal arisings and have advised setting up of a Central 
Coordination Committee in the Department of Industrial 
Development, Ministry of Industry and Civil Supplies. 
They will also coordinate action in this behalf, being the 
nodal Ministry. The Cabinet Secretariat has also given 
advice regarding the composition and functions of this 
Committee. Further action in the matter is being taken 
by the Ministries concerned. 

Since the utilisation of mental scrap is the direct concern of 
the administrative MinistriesIDepartments in which scrap 
or surplus metal arise and those where these are likely 
to be utilised, the Ministries concerned with 142nd and 
189th Reports of the PAC, are being advised to send de- 
tailed notes on action taken by Government in respect of 
para 1.18 and 1.33 respectively of these reports to the Lok 
Sabha Secretariat. " 

2.38. The Committee take a serious view of the heavy accma- 
lation, since 1987, of fired empty cartridge cases of small 
ammunition in the ordnance depots. I t  is disconcerting that on 
account of the delays in locating a suitable machine for mutilating1 
crushing the cases prior to turning them over as scrap, and in settl- 
ing the differences with the National Small Scale Industries C o w  
ration over the p-g of the scrap, 8,880 tonnes of empty caser 
(assessed valse Ra. 10.10 crores) had accumulated. a\ on 1 April, 1973, 
in 13 ordnance depots. (However, according to the Ministry of Db 
b e e ,  the total quantity of accuradatiosu as on I April, 1973 was 
10,gn tonnes). The extent of deterioration in the position would 
be evident from the fact that 8s against the a v e m e  annual a-gs 
d a h t  2,200 tomes during the fiveyear period 1968-89 to 197t73. 
m d  the rcemnulation of 1,937 tonnes as on 1 April 1967, the dispo~els 
h 9 g h  the Director General, Ordnann Factories and the C o m  
mtion do* the six-year period from 1967 to 1972 reea~nted for 



only a smaU quantity d 888 tonnes. NMthstPnding the difscuG 
ties enumerated by the Ministry in disposing of tlre scrap, the Com- 
mittee greatly regret that valuable non-ferns  scrap shbuld accu- 
mulate a r e l d y  over the years to such an alarming extent. 

2.39. It  appears tbat the Defence Ministry had taken nearly four 
years to locate a 'simple crushinc machine' for mutilating the empty 
cartridge cases. Though it has been claimed that 'lot of efforts' were 
made in this regard, the time spent in implementisg a decision taken 
as early as in March 1970, has been much too long, particularly 
when these machines were far from sophisticated. The measures 
taken in the interim period to dipose of the empty cases by manual 
salvage can dso  be considered to be at best ad-hoe, stop-gap arrange- 
ments which in asg case, did not contribute in any significant ma= 
ner to a resolution of the problem which had by that time almost 
become critical Given the will and effort, the dispute over the pricing 
of the scrap coutd have been resolved much earlier. The Committee 
would very much like to know why this should have taken as long as 
two years. 

' 2.46). It  is understood that Government sanction had been accord- 
ed, on 31 Angust 1974, for the procurement of six crushing machines 
(estimated cost Rs. L 80 lakhs) to be installed at various ammunition 
depots and that necessary action to procure these machines was being 
'pursued actively'. The Committee would like to be informed of the 
progress made in this regard as well as the latest position relating 
to the accumulation and disposal, if any, of empty cases. It appears 
to have been estimated that the crushing machines w d d  be able 
to crush not less khan 4,000 tonnes of empty cases every 
year and that after liquidating past aecumdations (which 
~mraunted 40 9,416 tonnes as on 1 November, ' l9?4), two of 
these machines would be held in reserve as spare capacity. Having 
regard to the quantity of S M  scrap arising annually in the ordnance 
depots, the Committee fear that the provision of such a large capa- 
city might be somewhat exces9ive and woald IiLe this aspect to be 
re-examined 

2.4L Even if dl the past accumulations are mutilated with the 
help of these nuchhes, the disposal of the scrap would still, it mmr, 
pose a problem, in view of the fact that the estimated requirements 
of the National Small Scale Industries corporation amount to only 
abaut 3,OW tomes per annuam, whkh would be moro or less met by 
the £re& d i n g s  of empty cartridge cases The Ccvmmittm, there- 
fare, wish that this quatiom should be exambed early .nd all nee* 



aary stew taken for the expeditio~s disposal of the scrap. fray con- 
dder it essential that the Ministry should lay'duwn a stpitebb time 
schedule for disposing of the accumulated scrap, of coarse witbout 
detriment in any way t o  Government% financial interests. The action 
proposed to be taken in this regard may be reported to the Com- 
mittee. 

2.42. In this context, the Committee would urge Government to 
examine, on a priority basis, the feasibility of retrieving the copper 
and zinc from the scrap and utilising tpem more profitably for the 
manufacture of Services or civilian stores either by Defence or other 
Government agencies where the specifications do not prohibit the use 
of scrap. The Committee attach importance to such an examination 
in view of the fact that while on one hand large quantities of scrap 
have been allowed to accumulate, considerable expenditure is being 
incurred, on the other hand, on the purchase of virgin, non-ferrous 
metals, which are getting scarcer and costlier. Viewing this question 
from an a n g b  wider than that purely &-defence, the Ministry should 
examine the economics of such a project and the value of its end 
results. Since the process for the retrieval of the base metals from 
scrap is said to exist now, the Committee feel that it would be worth- 
while to undertake a cost-benefit analysis in this regard. The De- 
fence Secretary was good enough to concede during evidence that this 
matter should be examined, and the Committee trust that this exa- 
mination would be completed with the utmost promptitude. in case 
it has not already been done. 

2.43. It  is necessary to refer, in this connection, to an earlier re- 
commendation of the Committee, contained in paragraph 1.29 of tbeir 
121st Report (Fifth Lok Sabha), that Government should consider the 
setting up of a Metal Bank so that it can be ensured that the metal, 
especially non-ferrous, rendered surplus or unfit for a particular use 
in one organisation is profitably utilised elsewhere without being dis- 
posed of at a loss. In mite of the lapse of more than two years, there 
has been no finality as yet in this regard. The Cabinet Secretariat, 
who had been asked, in paragraph 1.18 d the Conunittee's 142nd 
Report (Fifth b k  Sabha) and again in paragraph 1.33 of the 189th 
Report (Fifth Lok Sabha), to coordinate action on this important and 
emiently practicable recommendation of the Committee, have stat- 
ed (May 1976) that the Department of Industrial Development have. 
been assigned the nodal responsibility for the establishment of s 
Central Coordination Committee for the purpose and that n- 
action would be initiated m this behalf. The Committee would like 



Lo be apprised, kr some detail, d the specific step taken by the L b  
partment of 1ndwtri.I Development and the other Ministriea(I3epart- 
manta concerned witb the utiliiation ayd dis@ of metal aad metal 
scrap, in pursuance of the reported decision of the Cabinet 
Seere tariat. 

NEW DIELHI; 
August 28, 1976. 
Bh&a 6, 1898 (5. 

H. N. MUKERJEE, 
Chairman, 

Publit Accounts Committee. 
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APPENDIX I 

(Vide Paragraph 1.16) 
Copies of Correspondence exchanged between the Ministry of 

Defence and the Embassy of India, Washington, in regard to the  
Supply of 4 Nos. 5000 Zbs. Capacity furnaces. 

1 . Copy of D . 0 . No. 55 (17) j 66 1SeclD (PA) dated 22 July 1971 
from the Under Secretary (PA) ,  Department of Defence Produc- 
tion, to the Asstt. Military Attache, Enzbassy of India, washington. 

Please refer to Ministry of Defence Telegram No. 13535 dated 
16-12-1966 under which certain items included in the revised UDY 
offer (received vide USMSMI letter No. 5-7 18-66 dated the 27th 
September 1966) were accepted by this Ministry. A subsequent 
amendment Number three to Revision Number 2 was received vide 
DO No. DA INDIA UDY MA dated the 25th July, 1968. The dec- 
rease and increase in cost of line items 1, 2, 3. and 5 of UDY offer, 
indicated in the above mentioned amendment was accepted by us  
vide DO of w e n  number dated the 13th Sept. 1968. 

2. 4 Nos. Low Frequency Induction Furnace (3 Kos. for Ord- 
nance Factory, Katni and 1 No. for Ordnance Factory Varan- 
gaon) against (Item No. 5 Master list Ref. A-48) of DA 
INDIA UDY OFfer (Revision No. I )  has since been received by 
the concerned factories. They have reported that the furnaces have 
found to be a higher capacity i .e.  5.000 lbs. The furnaces accepted 
against the afcresaid offer were of 500 kg. (i.e. 12001bs.) capacit?.. 
It is not understood how these furnaces with high capacity have 
been supplied against our requirement of 500 kg. 

3 .  I shall be grateful if you will kindly look into the matter and 
let us know as to how these high capacity furnaces have been sup- 
plied. 

2. Copy of Embassy of India, Wnshingtorz letter dated 21st Octo- 
ber 1971 from the Asstt. Military and Naval Attache to Ministry of 
Defence to the Under-Secretary. Department of Defence Production. 

Please refer to your D.Os. No. 55(17) 66'Sec:D(PA) dated the 
22 July, 7 Sept. 71 and our D.O. No. DA INDIA UDY MA dated 
13 Sept. 71. 



2. The reasons furnished by the US Army Material Command 
for the supply of high capacity furnaces are given in their letter No. 
AMCIL-MS/4 dated 15 October 71. 

3.  Copy of US  Army' Material. Command letter No. AMCIL-MS14 
dated 15 October 1971 to the  Military and Naval Attache, Embassy 
of India, Washington, referred to in S1. No. 2 above. 

Reference is made to your letters No. DA INDIA UDY MA dated 
30 Sept. 1971 and 29 July 1971, subject Low Frequency Induction 
Furnaces. 

The mode! F22 furnaces proposed by the Ajax Magncthemic 
Corporation were accepted for the following reasons: 

Twelve furnaces were originally required (1200 lb.  500 kg ,  per 
heat and 2500 kg. per 8 hour d a y ) .  India Specification n'umber S130 
specified a low frequency channel (core) type induction furnaces. 

The available 1200 pound induction furnace would have becm a 
high frequency water cclled corelcss type with a higher opproting 
cost and low refractory life from thermal shock resulting from the 
necessity of dumping the coreless type furnace daily. 

The channel type furnace provided can. even though the capacity 
LS rated larger (1600 lb.  per h o ~ r )  melt as little as 1200 pounds per 
heat or. 6000 pounds per day ns specified in India Specification Num- 
bw SL 30. 

Mr. Sethi, the Indian Representative, suggested and accepted the 
procurerr~ent of the  four larger capacity furnaces. The quanti t :~ 
had been reduced from twelve to four due to funding limitations. 

The furnaces provided should meet the specifications set forth 
on the accepted offer. 



APPENDIX 11 

(Vide paragraph 1.44) 

Copy of Ajax Magnethermic Corpmation, letter No. Nil dated 
11 September 1974 addressed to Factory 'C'. 

This letter will reply to your letters dated July 30th, August 3rd, 
and August 29th. 

1. The working batch of the FT-23 furnace is approximately 
5185 Ibs. This number is derived by multiplying the cubic inch 
volume of the inductor and furnace receiver by 27 which is the 
weight in pounds for one cubic inch of copper. 

2. Many of these furnaces are charged manually. Others are 
charged by means of a bucket suspended from an overhead crane 
or hoist. Ajax doe.: not supply charging equipment but there pro- 
bably are foundry supply companies in India. 

3 .  Normally, the FT-23 melting cycle consists of pour and Te- 
charge. Average melting rate for brass is 1600 lbs. per hour a t  
200 Kw. Metal is poured from the furnace upto 5000 lbs. After 
pouring, the furnace is recharged with some amount of cold 
metal. When the entire bath of metal is melten and upto the re- 
quired pouring temperature. the process is repeated. 

4. Ajax does not supply D.C. casting machines, we suggest that  
you write to Loma Machine at 56 Harrison Street, New Rochelle, 
New York 10801 U . S . A .  and t.o ascast Corporation a t  P.O. Box 98, 
Creek Road, Delano, New York US.4 .  

We are enclosing a print of Ajax Drawing T-14-0151 which shows 
a proposed arrangement of three melting furnaces. launder, and 
casting machine. This can easily be converted to a two-furnace 
layout. 

5 .  All of the equipment needed for lining and drying the furnaces 
was furnished with tQ original furnaces. Eight sets of instruction 
manuals were included which give detailed descriptions of lining, 
drying, and operating procedures. 

6. A 300 KW, 460 Volt, 50 Cycle diesel generator will furnish 
sumcient power for holding temperature in two FT-23 furnaces. 



7. The 'F' inductors are furnished with electric motor driven 
blowers to air cool the inductors. In the event of power failure, 
the 300 KW diesel generator could be used with a suitable trans- 
former to supply sufficient power to drive the blower. 

8. The complete FT-23 furnace, without metal, weight about 
24,990 lbs. A 20-ton EOT crane should be capable of handling the 
frirnace. 

9. Complete sets of installation drawings and instructions were 
furnished with the original furnaces. We suggest that you chcck the 
furnace cabinets for this information as it will be quite difficult to 
du~licate .  



APPENDIX I11 

(Vide paragraph 1.49) 

Minutes of the Meeting held in the room of Secretary (DP) at 4 p.m. 
on 8th April, 1975 to discuss the proposal for utilisation of four 
American furnaces in the ordnance factories. 

Discussion took place on the Statement of Case submitted under 
cover of DGOF UO No. 693"731A/PAC dated 12-2-1975 dealing with 
the scope, provision of auxiliary plant and equipment, civil works and 
services and time schedule required for installing the 4 Nos. of 2500 
Kgs. Low Frequency Induction Melting Furnaces a t .  . . . (Factory 
'C') . 

DGOF explained, at the outset that the 4 Nos. of Ajas Wyatt Fur- 
naces of 500 Kgs capacity were offered in September G6 under the 
Military Credit Sales Programme. The furnaces were received in 
May, 1970. After receipt of the paper particulars, when a check was 
carried out in May 1971, the furnaces were found to be oi 500C Lbs. 
capacity. He had no requirement of such huge furnaces and the 
efforts are to be made to find use of these furnaces. The proposal 
put forward by him was to be viewed under this background. He had 
got one of the furnaces lying a t .  . (Fac toq  'B') checked and it was 
found to be in perfect condition. 

2. He further explained that the optimum utilisation of the fur- 
naces would call for semi-continuous casting machines and the hold- 
ing furnaces. This would further necessitate a much larger quantity 
of scrap far fullest utilisation of their melting capacity. The propo- 
sal put forward by him, for the present, was worked out a t  mininlum 
cost, keeping in view the extent of own scrap arisings, and also those 
of the DGS. 

3. DGOF confirmed that he was short of melting capacity for app- 
roximately 350 t w n e s  to meet the current programme for manufac- 
ture of SAA and QF C a ~ t g .  Cases a t . .  . (Factory 'C') and with the in- 
coming of 130 mm Project by 1976 the total short-fall wollld be of the  
order of approximately 460 M'Ts per month; but the optimum utilisa- 
tion d these furnaces would not be possible by adopting convcntionsl 



method of casting of individual ingots. I t  would be necessary to in- 
stall semi-continuous casting machines and other auxiliary facilities, 
details of which are furnished in the Statement of Case already sub- 
mitted by him, necessitating a further total investment of Rs. 127.80 
lakhs with a foreign exchange element of Rs. 27.50 lakhs. ' 

The site for the installation of the furnaces was chosen a t . .  . . 
because a fair amount of cast ingotsjcontinuous slabs could be utillsed 
by the existing hot and cold rolling mills a t .  . . .for the manufacture 
of SAA and QF Cartg. Brass. 

4. DGOF stated that in case the proposal is not found acceptable 
a decision should be taken to dispose of the furnaces at  the best 
available price. Indirect verbal enquiries made by DGOF Hqrs. re- 
veal that the Furnaces should fetch attractive prices. 

DGOF emphasised that the Chairman of the PAC while discussing 
para 7 of the Report of CA 8: G for the year 1972-73 had called for 
M i s h i n g  detailed proposal for setting up of the furnaces in the 
Ordnance Factories for augmenting the melting capacity for the 
manufacture of Cartg. Cases etc. 

DGOF stated that so far as he could recall the main theme of PAC 
was creation of the Metal Bank or clearing house for profitable utili- 
sation of metal rendered surplus or unfit vis-a-vis advisability of the 
Government having their own melting and refining plants for scrap 
metaL 

5. Since the the optimum utilisation of the furnaces is linked with 
the decision regarding creation of a Metal Bank, a decision in this 
respect has to be taken first, in which case the proposal could be de- 
linked from augmentation of Brass Scrap melting facilities in Ord. 
Fys. who could better achieve this objective by obtaining replace- 
ment of the existing furnaces and adopting conventional methods of 
casting individual ingots. 

It  may even be necessary to shift the site of the furnaces to some 
other place depending on the site for location of the Metal Bank. 
This could be in the close vicinity of. . . . 

6. JS(F) informed FADS that a decision of the Government re- 
garding utilisation or disposal of the furnaces is to be communicated 
to the PAC by 21st April, 1975. 

7. Secy. (DP) desired that a paper for the consideration of the 
Committee of E c o m i c  Secretaries regarding PAC recommendation 



for the creation of a Metal Bank of clearing house for non-ferrous 
metal scrap should be prepared and submitted to him. 

8. In  brief the following decisions were taken: - 
(1) The ecoinomiics of the proposal for installation of the fur- 

naces as put forward by the DGOF to be examined in re- 
lation to the decision on the setting up of a Metal Bank. 

(2) A paper for consideration of the Committee of Economic 
Secretaries should be prepared op priority and the matter 
pursued vigorously till a decision is taken. 

(3) The above position may be communicated to the PAC. , 



APPENDLX IV 

- -- 
Sl Para 
No. No. 

I I .Fo Ministry of Defence/ It would be evident from the preceding paragraphs that the pro- 
Ilepartment of Lkfence curement and installation of low-frequency induction furnaces to 
Production. cater to the modernisation plan of ordnance factories had been hand- a 

ed in an unsatisfactory and unbusinesslike manner. The United oa 

States Government had offered, in September 1966, four furnaces of 
1200 lbs. capacity each, at a cost of Rs. 8.62 lakhs (revised subsequent- 
ly to Rs. 14.14 lakhs mainly on account of devaluation of the Bupee), 
as part of a Military Credit Sales Programme for the modernisation 
of ordnance factories in India. This offer was formally accepted, in 
February 1967, on behalf of the Government of India by the Military 
Attache, Embassy of India, Washington, on advice from the Defence 
Ministry. The specifications of the furnaces appear to have been 
settled finally in May 1967, during the visit to India of a technical 
team of the United State-, Government, when the Direcbx General, 
Ordnance Factories, is stated to have 'clcarly stipulated' that fu.naces 
of 500 kilograms (1200 lbs.) capacity alone would be acceptable. In 



spite of this stipulation, the furnaces, on their actual receipt in May, 
1970 were found to be of 5,000 Ibs. capacity each. 

It  appears from a communication some seventeen months later 
(dated 15th October, 1971), from the U S  Army Headquarters, Mate- 
rial Command, explaining the circumstances in which t,k higher 
capacity furnaces had been supplied, that w e  Shri Sethi, the Indian 
representative, had 'suggested and accepted the procurement of the 
larger capacity furnaces'. I t  is inconceivable to the Committee how 
Shri Sethi, deputed to the India Supply Mission, Washington, from 
the Directorate of Planning and Coordination, DGOF Cell, lMinistry 
of Defence, as a liaisw officer in this regard could have accepted on 
his own initiative, modifications in the originally accepted offer with- 
out the concurrence of the authorities at  home. Stranger still is the 
fact that neither the US Government nor the relevant files opened by 
Shri Sethi during his tenure in Washington and forwarded to, the 
Director General, Ordnance Factories. had ever indicated the accept- 
ance of the higher capacity furnaces. The mystery deepens when it 
is found that after having allegedly accepted the higher capacity fur- 
naces, the said Shri Sethi managed to resign from Government service 
and disappear without leaving a trace behind. 

From the sequence of events leading to the supply of the 5,000 lbs. 
capacity furnaces instead of the 1200 lbs. capacity ones, it would 
appear that these furnaces could have been accepted, if at all by Shri 
Sethi only between February and March 1967. If this were so, it 
remains to be explained why the US technical team which visited 



India in May 1967, when the specifications were finally settled and 
the supply of 500 kilograms (1200 lbs.) capacity furnaces was being 
insisted upon by the Director General, Ordnance Factories, never 
informed the Indian Government that Shri Sethi had on his own 
accepted thr higher capacity furnaces and that the lower-capacity 
furnaces of the requisite specifications were not available. It is 
significant that it was only more than four years later (October 1971) 
the US Army authorities claimed, on an enquiry from the Govern- 
ment of India after the actual receipt of the furnaces, that these 
furnaces had certain technical advantages over the lower-capacity 
ones earlier offered and that Shri Sethi had accepted them. Many 2 
of the missing links in this obviously dubious transaction can, per- 
haps, be explained onlv hv the aforesaid Sethi, whose present where- 
abouts are reported to he unascertainable. Though the Committee 
were informed by the Director-General, Ordnance Factories, during 
evidence, that Sethi was working with Piccadilly Arsenal in the 
United States. they have been subsequently told that the efforts 
made to ascertain his whereabouts through the Consular and Fcono- 
mic Wings of the Indian Embassy as well as the US authorit es have 
not brought forth any useful information. 

4 1-53 Ministry of Defence/ The manner in which this deplorable case has been handled from 
Department of Defence the start by the Government of India has also been very unsatisfac- 
Production. tory. Though the higher-capacity furnaces were received in May 

1970, it was only in July 1971, that is, fourteen months later, that 



the Military Attache, Embassy of India, was asked by the Defence 
Minlstry to look into the reasons for the supply of 5000 lbs. capacity 
furnaces against the requirement of 1200 lbs. capacity furnaces. In 
reply, a communication dated 15 October, 1971 from the US Army 
Headquarters, Material Command, was vouchsafed to the Depart- 
ment of Defence Production on 21 October, 1971. This long delay 
in seeking vital clarifications in regard to an important item of 
supply calls for an adequate explanatio~l. The Committee are also 
surprised that apart from this rather lukewarm I;-ofest, the matter 
wa..; not pursued further with t k  US authorities but was just shelv- 
ed. Though the likelihood of loss in the transaction might have 
been minimised on account of inflation and other attendant factors, 
as a result of which the price of thc furnaces has subsequently gone 
up, the Committee feel that, since somc doubt in regard to the  accep- 

4 tancc of. thc higher capacity furnaces by Shri Sethi apparently 
c.slsted and the files handled by Shri Sethi and received by the 
1)rrector-General, Ordnance Factories. in 1967 also contained no 
lndicatiorl of the acceptance of the higher-capacity furnaces, the 
Dcfcncc Ministry ought to have probed this issuc further and 
ascertained, with reference to whatcvcr documentary evidence the 
US authorities had to support their contention. the correct factual 
p~si t ion in this regard. That this was not done is highly deplorable. 

1 54 -do- Thc manner in which the entire deal has heen handled gives 
rise to serlous misqivings in the mind of the Committee. Serious 
strspicion in regard to the said Shri Sethi's bona fi(1c.s is, in the cir- 
cumstanccs, inescapable. The Committee would require Government 
to have a stern probe into the entire episode. It is difficult to believe 

_ - - -..----- --  -- .-- 
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that Shri Sethi's whereabouts cannot be located and his version of 
whatever had happened cannot be secured and examined. The Com- 
mittee would like particularly also to be reassured about the linkage, 
if any, of the US firms, Ajax Magnethermic Corporation, which had 
supplied the furnaces, and of Piccadilly Arsenal, in which Shri  Sethi 
is s t a t d  to have been employed after his resignation. This informa- 
tion is e sential to the incluiry that the Committee have in mind. 

1.55 Ministry of Defence/ The Committee are further perturbed to find that the question 
of Defence of procurement and installation of furnaces had been handled, ab Production. znttm, in a slipshod fashion, apparently without adequate consulta- 

;I 

tions with the actual users as to the possible utilisation of the fur- "3 

naces indented for. To make things worse, there has b e ~ n  consider- 
able delay in the implementation of the decision h regard to the 
augmentation of the melting capacity in and modernisation of the 
ordnance factories, though the programme in this respect had been 
conceived as far back as in 1962, just after the Chinese aggression. 
According to the decision communicated, in December 1966, by the 
Director General, Ordnance Factories, the four furnaces of 1200 lbs. 
capacity each ordered initially were to be installed in factories 'A', 
'B', 'G' and 'H'. I t  is, however, not clear to the Committee why 
factory 'G' had been selected for the installation of one of the fur- 
naces, when the General Manager of the factory had clearly stated, 
in May 1966 itself, that the quantity of scrap arising from the ma- 
chin2 shops in the factory was 'almost negligible', and that the 



installation of even a much smaller furnace of 2001400 Ibs. capacity 
was not warranted. Factory 'H' had also subsequently pleaded its 
inability to instal the 1200 lbs. capacity furnace, when i t  was decided, 
in November 1969, to instal three of the furnaces in factory 'A' ana 
one in Factory 'B'. It is evident that there had been no proper and 
adequate assessment of the actual requirements of the different 
ordnance factories for these furnaces. Since this is certainly not 
the way purchase proposals involving considerable investment in 
foreign exchange ought to be processed, the Committee trust that, 
learning from the experience of this case, Government will seriously 
examine what is wrong with the system of planning, formulation 
and implementation of such schemes and take suitable and early 
steps to see that the shortcomings are overcome. 

4 
W 

The net outcome of this episode so far has been that after a fruit- 
less quest to find a possible user for the unwanted higher capacity 
furnaces among the different ordnance factories, these furnaces are 
even yet to be installed and con~missioned. Factory 'B7, in which 
one of the furnaces was to be installed. appears to have pleaded 
that a 5000 Ibs. capacity furnace would not match its requirement 
and would remain idle for a considerable period in a month. I t  was, 
therefore, decided. in June 1971, to instal the furnace in factory 'C', 
which also pointed out, in August 1971, that i t  w5s nzt possible for 
it to accept the furnace on account of various 'technical and produc- 
tion reasons'. The three other furnaces received in factory 'A', could 
not also be installed and used in that factory because on re-exami- 
nation of the proposed augmentation scheme of that factory, it was 
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decided, in February, 1973, to set  up an integrated plant for brass 
melting, rolling and cupping a t  factory 'C', where i t  was proposed 
to utillse the furnaces. As this proposal had also to be given up 
subscqucntly on account of l e s ~ e r  requirement of ammunition as 
well as financial constraints, another proposal to utilise the furnaces 
for the melting and pigging of the fired cartridge cases of small arms 
ammunition (a case which has been discused subseque6tly in this 
Report) in factories 'C' and 'D' had been mooted as a stop-gap 
arrangement, though the furnaces would have been much too large 
for this purpose. The Committee are distressed that Government 
having taken the view that since the larger capacity furnaces had, 

;I 
i n  any case, been received, i t  would be wise to try and utilise them, + 

it has still not been possible to utilise the furnaces so gar. 

Ministry of Defence/ While taking a decision to retain these furnaces and to t ry  and 
Department of Defence utilise thc.n, no one appears to have applied his mind to the  econo- 
Production. mics of their installation. I t  has been assessed only subsequently 

that if the furnaces are to be utilised fully certain auxiliary equip- 
ment and facilities. costing well over a crore of rupees, would be 
necessary. In the circumstances. the Committee regret that the 
decision to retain the furnaces must be pronounced unsound. The 
in~plications of retaining them had obviously not been analysed 
properly before acquiescing in their supply. The Committee fear 
they must express displeasure a t  the apparent haste with which this 
decision had been taken with results that have meant loss to the 



country. This state of facts calls for an investigation which will, 
among other things, fix responsibility for the failure and suggest 
steps for the future. 

The Committee have learnt that a fresh proposal for the instal- 
lation and utilisation of the furnaces in factory 'C' for augmentin# 
the melting capacity for manufacturing cartridge cases, costing 
about Hs. 1.14 to Rs. 1.28 crores, was submitted by the Director- 
General. Ordnance Factories, and agter consideration by the Depart- 
ment of Defel~ce Production in consultation with the Ministry of 
Finance (Defence) at  a meeting held on 8 ApFil, 1975, it was decided 
that the economics of the proposal should be examined in relatian 
particularly to the proposed s2tting-up of a Metal Bank which was 
already under consideration of Government. This exercise should 
have been completed by now. The Committee would like to know 
if a final decision in regard to the installation and utilisation of the 
furnaces has been arrived at. 

The Committee take a serious view of the heavy accumulation, 
since 1967, of fired empty cartridge cases of small arms ammunition 
in the ordnance depo'ts. It is disconcerting that on account of the 
delays in locating a suitable machine for mutilatinglcrushing the 
cases prior to turning them over as scrap, and in settling the differ- 
ences with the National Small Scale Industries Corporation over the 
pricing of the scrap, 8,880 tonnes of empty cases (assessed vaIue 
Rs. 10.10 core;) had accumulated, as on 1 April, 1973, in 13 ordnance 
depots. (However, according to the Ministry of Defence, the total 
quantity of accumulations as on 1 April, 1973 was 10,920 t o m ) .  



The extent of deterioration in the position would be evident from 
the fact that as against the average annual arisings of about 2,200 
tonnes during the five-year period 1968-69 to 1972-73, and the 
accumulation of 1,937 tonnes as on 1 April, 1967, the disposals through 
the Director General, Ordnance Factories and the Corporation 
during the six-year period from 1967 to 1972 accounted for only a 
small quantity of 888 tonnes. Notwithstanding the difficulties enu- 
merated by the Ministry in disposing of the scrap, the Committee 
greatly regret that valuable non-ferrous scrap should accumulate 
uselessly over the years to such an alarming extent. 

11 2-39 ~ i ~ i ~ ~ ~ ~  of ~ ~ f ~ ~ ~ ,  It  appears that the Defence Ministry had taken nearly four years 3 
Department of Defence to locate a 'simple crushing machine' for mutilating the empty cart- 
Production. ridge cases. Though it has been claimed that 'lot of efforts' were 

made in this regard. the time spent in implementing a decision taken 
as early as in March 1970, has been much too long, particularly when 
these machines were far from sophisticated. The measures taken 
in the interim period to dlsp~se of the empty cases by manual sal- 
vage can also be considered to be at  best ad-hoc, stop-gap arrange- 
ments which, in any case, did not contribute in any significant m8n; 
ner to a resolution of the problem which had by that time almost . 
become critical. Given the will and effort, the dispute over the 
pricing of the scrap could have been resolved much earlier. The 
C'ommittee would very much like to know why this should have . 
taken as long as two years. 



It is understood that Government sanction had been accorded, 
on 31 August, 1974, for the procurement of six crushing machines 
(estimated cost Rs. 1.80 lakhs) to be installed a t  various ammunition 
depots and that necessary action to procure these machines was 
being 'pursued actively'. The Committee would like to be informed 
of the progress made in this regard as well as the  1ates.t position 
relating to the accumulation and disposal, if any, of empty casks*. 
It appears to have been estimated that the crushing machines would 
be able to crush not less than 4,000 tonnes of empty cases every 
::ear and that after liquidating past accumulations (wFich amounted 
to 9,416 tonnes as on 1 Noyember, 1974), two of these machines would 
be held in reserve as sparr capacity. Having regard to the quantity 
of SAA scrap xis ing annuall;v in the ordnance depots, the Committee 
fear that the provision of ~ u c h  a large capacity might be somewhat + 
excessive and would like thi? aspect to be re-examined. 5 

Even if all the past accumulations art. mutilated with the help 
of thesc machines, the dispwal of the scrap would still, i t  seems, 
Pose a problem, jn view of the fact that the estimated requirements 
of the National Small Scalp lvrh~stries Corporation amount to only 
about 3.009 tonne; per nnnum. which would be more or less met by 
the fresh arisings of empty cartridge cases. The Committee, there- 
fare. wish that this qrlcstion should be examined early and all 
necessary steps taken for thc eupcdi!imls disposal of the scrap. They 
consider it essential that the Ministry should lay down a suitable 
time schedule for disposing of . the accumulated scrap, of course 
without detriment in any way to Government's financial interests. 
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The action proposed to be taken in this regard may be reported d 
the Committee. 

14 2-42 Ministry of Defence/ In this context, the Committee would urge Government to exa- 
(Department of Defence minc. on a priority basis, the feasibility of retrieving the copper and 
Production.) zinc from the scrap and utilising them more profitably for the manu- 

facture of Services or civilian stores either by Defence or other W- 
ernment agencies where the specifications do not prohibit the use 
of scrap. The Committee attach importance to such an examination 
in view of the fact that while on one hand large quantities of scrap 
have been allowed to accumulate, considerable expendhue is being 
incurred, on the other hand, on the purchase of virgin, non-ferrous 8 
metals. which are getting scarcer and costlier. Viewing this question 
from an angle wider than that purely of defence, the Minis- 
should examine the economics of such a project and the value of 
its end results. Since the process for the retrieval of the base 
metals from scrap is said to exist now, the Committee feel that 
would be worthwhile to undertake a cost-benefit analysis in this 
regard. The Defence Secretary was good enough to concede during 
evidence that t'iis matter should be examined, and the Committee 
trust that this examination would be completed with the U ~ X I O S ~  
promptitude, in case it has not already been done. 



Ministry of Defence/ 
Department of Defence 
Production/Cabinet Sec- 
retariat / Department of 
Industrial Develop- 
ment. 

I t  is necessary to refer, in this connection, to an earlier mom- 
mendation of. the Committee, contained in paragraph 1.29 of their 
121st Report (Fifth Lok Sabha), that Government should consider 
the setting up of a Metal Bank so that it can be ensured that the 
metal, especially non-ferrous, rendered surplus or unfit for a parti- 
cular use in one organisation is profitably utilised elsewhere without 
being disposed of a t  a loss. ln spite of the lapse of more than two 
years, there has been no finality as yet in this regard. The Cabinet 
Secretariat, who had been asked, in paragraph 1.18 of the Com- 
mittee's 142nd Report (Fifth Lok Sabha) and again in paragraph 1.33 
of the 189th Report (Fifth Lok Sabha), to coordinate action on this 
important and eminently practicable recommendation of the Com- 
mittee, have stated (May 1976) that the Department of Industrial 
Development have b q n  assigned the nodal responsibility for the 
establishment of. a Central Coordination Committee for the purpow 
and that necessary action would be initiated in this behalf. The 
Committee would like to be apprised, in some detail. of the specific 
steps taken by the Department of Industrial Development and the 
other Ministries] Departments concerned with the utilisation and 
clisposal of metal and metal scrap, in pursuance of the reported deci- 
sion of the Cabinet Secretariat. 

-- - A- - 




