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INTRODUCTION 

I, the Chairman of the Public Accounts Committee, as authorised 
by the Committee, do present on their behalf this 96th Report on 
the action taken by Government on the recommendations of the 
Public Accounts Committee contained in their 74th Report (Fourth 
Lok Sabha) on Audit Report (Commercial) 1968, Chapter XVIII, 
relating to the Forest Department, Andamans (Ministry of Food, 
Agriculture. Community Development and Cooperation). 

2. On the 7th June, 1969, an 'Action Taken' Sub-Committee was 
appointed to scrutinise thc replies received from Government in 
pursuance of the rrcommendations made by the Committee in their 
earlier Reports. The Sub-Committee was constituted with the 
following Members: 

1. Shri N. R. M. Swarny I Convener 
2. Shri H. N. Mukerjec i 
3. Shri K. M. Koushik 
1. Shri Tayappa Hari Sanavane 1 Members 
5. Prof. Shanti Kothari 
6. Smt. Sushila Rohatgi 

3. The draft Report was considered and adopted by the Sub- 
Committee at their sitting held on the 26th December, 1M9 and fin 
adopted by the Public Accounts Committee on the 22nd January. 1 % 

4. For facility of reference the main conclusions recom- 
mendations of the Committee have been printed in thick type in 
the body of the Report. A statement showing the summary of the 
main recommendations observations of the Committee is appended to 
the Report (Appendix). 

5. The Committee place on record their appreciation of the assist- 
ance rendered to them in this matter by the Comtroller and Audi- 
tor General of India. 

NEW DELHI; ATAL BIHARI VAJPAYEE, 
chairman, 

Public Accounts Conmitttt 



CHAPTER I 
REPORT 

This Report of the Committee deals with action taken by 
Government on the recommendations contained in their 74th Re- 
port (Fourth Lok Sabha) on the Audit Report (Commercial), 1968 
Chapter XVIII re!ating to the Forest Department, Andaman (Minis- 
try of Food, Agriculture, Community Development and Coopera- 
tion) which was presented to the Hovse on 30th April, 1969. 

1.2. Action taken notes'statements on the recommendations of 
the Committee contained in this Report have been categorised under 
the following heads: v4""w 

(i)  Reroi~~n~en~datimts~observatiolls that have been accepted 
1y Government.-S. No. I .  

(ii) Recommendations'observatio~~s yllriclr the Contmittee do 
not desire to pursue in view of the replies of Govern- 
ment.-S. Nos. 4 and 6. 

(iii) R~comme?~dariovs obserzwtions replies to which have not 
been accepted by Cmnntittee and which require tititera- 
tio1i.-S. Nos. 2, 3, 7 and 8. 

(iv) Recommentlations'obse~vations in respect of which Gov- 
ernment have furuished interim replies.-S. No. 5.  

1.3. The Conlmitte will now deal with action taken notes received 
on some of the recommendations. 

Deficiencies in the spstmn of accotlnts adopted by  the Forest Depart- 
ment. Anda~nnn-Para 1.12 (S .  Ro. 2 ) .  

1.4. In para 1.12 of their Seventy-Fourth Report, the Public Ac- 
counts Committee had callcd attention to the deficitnoes in the sys- 
tem of accounts ndoptcd by the Forest Department, Andamans. In 
this connection, thc Committee made the following observations: 

"The Committee observed that according to the Report of the 
Cost Accounts Offlcer the proforma accounts of the For& 
Department as at present prepared are an 'unscientific 
jumble' of figures on which no dependable decision on any 
worth which policy matters could safely be based.' The 
Committee note that the Cost Accounts OfRcer is now 
engaged in the work of rationaltsing these accounts. The 
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Committee desire that early action should be taken in this 
respect, in consultation with Audit. While overhauiing 
the accounts, the following ,pints mentioned in the pre- 
liminary report of the Cost Accounts Officer should receive 
special attention: 

(i) The correct determination of capital employed; 

(ii) the correct computation of depreciation on assets; 

(iii) a scientific basis for the allocation of general overheads 
amongst the various activities of the Department; 

(iv) the determination of correct rates of royalty on timber 
extracted by the Department. The practice adopted in 
this regard in saw mills on the mainland should also be \ 

ascertained." 

1.5. In an action taken note dated 5-12-1969. the Department of 
Agriculture have furnished the following reply to the foregoing 
observations: 

"The final report of the Cost Accounts Officer was received in 
this Ministry towards the end of October, 1969. A copy 
of this report is also enclosed. At the outset, it is observ- 
ed f m  this report that the rationalisation suggested by 
the Cost Accounts Officer indicating revised system of 
account is a major departure from the existing system of 
accounts which has been prescribed by the Audit. The 
approval of the Audit viz. Comptroller and Auditor Gene- 
ral of India would, therefore, be necessary before the 
procedure suggested by the Cost A c m n t s  OfRcer is 
adopted in the Andaman Forest Department." 

"The points suggested by the Public Accounts Committee 
requiring special attention would certainly be given due 
consideration and necessaq action taken in consultation 
with the authorities concerned, viz., the Ministry of Fin- 
ance and the Comptroller and Auditar General of India." 

1.6. 'lhe Committee ubserve from the final report of the Cost 
Accounts Officer that he has expressed the view that "there are quite 
a few mistakes and deficiencies in the drincipl& adopted for the 
compilation of the accounts and these mistakes and deAciencie8 have 
resulted in magnifying the losses of the trading activity to a c o d -  
derable extent." The Cost Accounts OfHcer has also observed: ''The 
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proforma accounts as they are now prepared contain a large number 
of statemtmls with each statement containing a large number of 
detailed heads. Besides being time-consuming in their preparation, 
they also give a confusing picture with their conglomeration of 
details and figures some of which are superfluous.. . . . . . . . . .While 
giving so many superfluous details, they fail k r  give some essential 
details. The most essential details that they fail to give are the 
cost and price of logs and sawn timber category-wise with the result 
that all p o l i c ~  decisions have to be taken on the basis of average 
cost and average price. Decision based on such averages become 
valueless when thc category-wise composition of the products pro- 
duced or sold vary from year to year." The Costs Accounts Otficer 
has, after analysing the existing system of accounting, suggested 
certain improvements "with a view to rationalising and simplifying 
the accounts." 

1.7. On the question of determination of rates of royalty on tim- 
ber extracted by the Forest Department, the Cost Accounts Officer 
has pointed out that the present method of computation acts as a 
"built-in disincentive which discourages improvements in the work- 
ing of the Department." He has added: "At present the rate of 
royalty is being fixed separately for each category (groups of spe- 
cies) and is the same whatever be the quality of the timber (as re- 
presented by girth and shape) within the category. This makes it 
commercially uneconomical for the 'trading activity' to market corn- 
lflaratively inferior quality logs. For instance, if the royalty for a 
particular category is Rs. 1001- per ton and the cost of extraction, 
transport and incidental expenses is Rs. 120 per ton, the logs of this 
category must be sold at minimum price of Rs. 2201- per ton. It is 
therefore commercially disadvantageous to extract under girth logs 
which may fetch a sale price of day Rs. 1501- only. But from a 
broader aspect of the department as a whole. extraction of such 
undergirth logs is beneficial as there is a margin of Rs. 30/- per ton 
over the cost (excluding royalty) which is better than allowing the 
logs to rot in the forest. So the best course is to extract and market 
all timber which will fetch a price equal to at least the cost of the 
logs excluding the element of royalty." Pointing out how the pre- 
sent method of basing royalty on selling price acts as a damper on 
the working of the Department, the Cost Accounts OBcer has stat- 
ed: 

". . . . . . . . . . . . . . the royalty is based on the sale price of certain logs 
und only a negligibly small portion of the logs extracted enter such 
calculation. During the year 1966-67, the quantity of logs sold by 
auction in the mainland was only about 1050 tons as against the 



total extryaction of 46,000 tons. These logs actually fetched a price 
of about Rs. 400/- per ton. Had the department organised their 
sales more efficiently and managed to realise a better price, s q  
Rs. 200/- per ton more, they would have had to pay nearly 50% of 
this increase (i.e. about Rs. 10; - per ton) as increased royalty on 
the entire quantity extracted. :hat is to say, they would have real- 
ised Rs. 2001- per ton more in r spect of 1.850 tons but would have 
paid Rs. 1001- per ton more in re pect of 46.000 tons. Thus increased 
efficiency at the sale point would have affected their working results 
adversly. Viewing this from another angle, under the existing sys- 
tem whew royalty is c~lculated based on the price of a small quan- 
tity it is, commercialy speaking advantageous for the department 
to sell this quantity at as low a price as possible." 

1.8. The Cost Accounts Officer has therefore suggested that: 

(i) "the royalty should vary from species to species in such 
a manner that the profits in each species is the same after 
paying this royalty. In other words, the amount of royal- 
ty for the superior species shoulr! :lc more than that of in- 
ferior species;" 

(ii) "the royalty charged should vary accordi.1: to the quali- 
ty of the logs, even within the same species as explained 
in pare 20 above. This is necessary to ensure that the 
lower quality logs which are otherwise profitable of ex- 
ploitation are no: wasted simply because of unrealistic 
rate of royalty." 

1.9. In paragraph 1.12 of their Seventy-Fourth Report (Fourth 
Lok Sabho), the Committee had stressed the need for rationallsing 
the system of accounts adopted by the Forest Department, Andamam. 
In that connection, the Committee had drawn attention to the sag- 
gestions made in a preliminnr-7 report prepared by a Cost Accounts 
Officer, who had been asked to go into the5e accounts and suggwt im- 
provements therein. The Committee no~v observe from tho final re- 
port of the Colt Accounts Oficer that. while these accounts j$ve a lot 
of "superfluous details", they do not provide "essential" data rquirPrd 
for management colitrol. The Committee would like Govarmnent 
now to conqider, in conmltation with the Comptroller and AudiW 
General, how best the accounts can be rationalised to .serve as an  sfllisflli 
cient management tool to chcck performance, in the light of the sU8- 
~estions madc in the Cost Accounts OfTicer's report, The POW dew 
tioned in uara '1.12 of the Commitlec's S e v e n t y - F o d  htepod 
Lok Sahha) merit special attention in this connection. 



1.10, CafumiW would Ulre particularly to invite the attcn- 
tion af (;ovenvmnt to the observations of the Cort Accounk O5cer 

' that the present method of computing royalty oa timber acts as a 
"built-in +-centhe which discourages improvements in the wort- 
ing of the Department." Appawntly, the rates of royalty are b e d  
on sale prices fetched "by a negligibly small proportion of logs ar- 
tracted" and do not take adequate note of difference in the quality of 
various species of timber. m e  qyeali$ic rates gf royalty, by mag- 
nifying losses on sales, have not only made it disadvantageous to mar- 
ket certain categories of logs, but also removed any incentive for the 
Department to organise their sales more efficiently so as to fetch bet- 
ter prices for the logs sold. 

1.11. The Cuminittee are distressed to note this lack of profit con- 
sciousness in the Forest Department. 

, 1.12. The Committee trust that in the light of the findings of the 
Cost Accouc~ts OGcer, Government will realisc the urgency of tbe 
l ied to simplify and rationalise the existing system of accounting in 
the Forest Department, Andamans. 
Working results of the Forest Department: Need for better program- 
ming of ert ract ion, better supervision and organised saks  Policy- 

Para 1.3 (S. No. 3). 
1.13. Commenting on the working results of the Forest Depart- 

went which showed a loss (even after making allowances for deft- 
ciencies in accounts), the Public Accounts Committee had stressed 
the necessity for a proper programming of the extraction. quality 
control and adequate supervision at all stages and an organised po- 
!ICY for sales of products in various markets. In this connection the 
Committee observed as under in para 1.13 of their Sevent-- Fourth - 
Report (Fcurth Lok Sabha) ; 

"The Committee ohserw that the working results of thc Dcp-- 
mcnt for 1966-67 as reflected in the accou?ts as recast by "-2  Cost 
Accounts Officer showed a loss of Rs. 62.40 lakhs. The Committee 
would like action to be taken expeditiously to eliminate these loss- 
~s through proper progrnmming of extraction work, more intenswe 
exploitatiori of timber in coupes. ~rndinq of logs, fixing of prices 
on the h s i e  of grades instend of on the average qualitv of logs, and 
:hnn 'chafing' and control over overhead cxpcnses, as suggested by 
Cost Acccmnts OWcer. One ilnportnnt pnint emanating from the 
r ~ s t  Accounts m c e r - 8  exnrnin?tion also dcscrves mention. A subs- 
tantial portion of the losses incurred by the Department arises out 

- nf sale of sawn timber. The Cost Accounts O f i c ~ r  had suagasted 
th* i t  the production m d  sale of sawn timber should be curtajled and 
the Department should concentrate on production and sale of l o p  



The Committee would like this suggestion to be examined for im- 
plementation. If sale of sawn timber is undertaken in mainlana 
markets, t11e Department should ensure that the sales are confine& 
to markets where they have been relatively more remunerative." 

1.14. TB? Department of Agriculture have, in a note dated 5th 
December, 1969? replied as follows: 

"The Cost Accounts Officer's Report has recently been received. 
His suggcs tions regarding proper programming of extraction work. 
more inte~uive exidoitation of timber. grading of logs, fisa!ion of 
prices on the basis of grades instead of on the average qu,ality of 
logs and then 'chasing' and control over the overhead expenses are 
being examined in detail. Action will be taken on these points, 
wherever rnonsidered necessary." 

"While it is agreed that a substantial portion of the losses, in- 
curred by the Department arises out of sale of the sawn timber, ns 
pointed out by the Cost Accounts Officer. most of these losses are 
due to the present accounting system which takes into account thc 
royalty on logs, chargeable at the rate ,applicable to M/s. 

-the erstwhile North Andaman Licensee, and heavy in- 
direct overhead charges-a major portion of which consists of inte- 
rest on a huge amount payable by M's which has 
been treated as Capital-at-charge. 

These points are already engaging the attention of the Govern- 
ment and action will be taken in this regard in the Light of the re- 
commendations of the Cost Accounts Officer. 

The suggestion to curtail production of sawn timber is under 
examination. However, despatch of sawn timber to the mainland 
for sale has been considerably reduced." 

The Cost Accounts OPBcer has in his final report made the fol- 
lowing observations on the various aspects of the working of the 
Department touched upon in the Seventy-Fourth Report: 

(i) Ertrac twn Programme: 

"That area to be extrated, the species of trees to be extracted in 
that area and the particular trees that are to be felled in th- S p  
cies are decided keeping in view the technical requimmn* of 
forestry. Even as per the existing working plans which do not P + 

vide for the maximum area, the quantity that can be extracted raterY 



year is about 1.35 ]lakhs tons (60,000 tons in South and Middle Anda- 
man and 75,000 tons in North Andamans). The existing capacity of 
the department in the shape of men and equipments is only for ex- 
tracting about 60,000 tons per year. If the maximum area is not 
extracted, the trees m,ay become over-mature resulting in wastage 
of timber (k. national wealth). Apart from preventing wastage 
of timber, a higher quantity of extraction per year will also reduce 
the cost per ton of timber, on the principle of 'economy of scale' 
as the overheads will not increase in direct proportion to the quan- 
tity extracted. Therefore the qaximum area of extraction should 
be fixed keeping in view the technical requirements of forestry and 
the department should gradually increase its capacity in the shape 
ot men and material so as to reach this maximum." 

"'l'he trccs fellcd in the forest are logged a t  the site of extraction 
ana only those logs with a minimum midgirth of 120 crns in the case 
of hardwood and 90 crns in the case of softwood are at present trans- 
ported out of the forest and sold and the rest of the logs are left in 
the forests. These minimum girth limits are apparently taken from 
the IS1 specifications of plylogs and match logs respectively. The 
process of production of plywood and match sticks are different 
from the process of production of sawn timber from the logs and 
the former process requires a higher girth of logs than the latter. 
The Andaman timber includmg the species which are normally used 
for producing plywood and matches arc also used for prnducing 
sawn timber. In the d i n l a n d .  I had an occasion to collect some 
information i n  the Govcrnmcnt Saw Mlll at Siliguri (West Bengal) 
and I found that they are accepting logs upto a minimum midgirth 
of 70 crns. The existing minimum miclgirth specification for exploi- 
tation of Andaman timhrr. thcrtforc. apparently results in the wast- 
age of commcrcial timber." 

rlon. O i )  Need for clu.alit?j control and superz. i. ' 

"A scientific system of jirr.tiin&: the logs coupled with a system 
i ~ f  marking them with idcntlfirntion numbers and watching t l~eir  
ultimate receipt in the destination point by means of a control regis- 
ter will help to pin point the ctclnys i n  transit and the consequential 
loss in value." 

"Unless a system of marking each log with identification num- 
bers at the site of extraction itself is introduced rigorously and the 
receipt of the logs number-wise is watched at the tinal point and 

' tallied. the wastages cannot be avoided fully. A system of marking 
is in vogue a t  present but the marks disappear in the course of tran- 
sit and hew markings are made at the intermediate depots and there 



is no control register to trace the final disposal of ea'th log eS marked 
in the forest site." 

"The spoilage ( ~ . e .  deterioration in quality) occurs in the terri- 
?rial divisions mainly because of the delay in transit ahd the me- 
thod of transport in vogue. Here again, it is not possible to ascer- 
tain the extent of such deterioration as the logs are not graded. firid 
the logs been  graded quality-wise at the forest site and again re- 
graded at the final point of disposal (at the mils or at  the sale 
p in t s )  the extent of deierioration in quality would automatically 
come to notice." 

"At present, the department do not even know what time a par- 
ticular log took to reach the final point of disposal from the time 
it was extracted. Onc log might reach witlun a month whereas 
another might take an year. The logs arc h>:ldleJ in bulk :it differ- 
ent points (vzz. the extracticn site, the camp depot, the ghat depot 
and the export depot) and there is no fool-proof system of senclinq 
off the logs at these points on the basis of 'first came first srnl.' 
They are just dumped at ihtse 2oints and sent on when transpn~t 
is available. It is possiblc that the logs In the bottom of the dump 
remain there indefinitely while the later arrivals are sent out. 

".l.ne deterioration arises also due to defective storage and trans- 
port. The logs stay for a longer time at the ghat and export depots 
than at camps and forest si!cs. The logs arc transported from the 
ghat depots to export depots by raftinq them together and tow~ng 
them by motor boats. The hardwood logs sink in  water whereas 
the softwood floats. So hardwoods and soft\vood: have to be rafted 
together to make rafters and the hardnood 1f)gs which are Insre in 
number have to wait a long time 21 !hc ghat depots awaiting avail- 
ability of softwoods. The logs arp kept ne:rr the water mmth  and 
are immersed in water most of the day due to tides. They are also 
exposed to the atmosphere, rain and sun. These factors contribute 
to their deterioration.. . . . I .  .estimate% the quantitv towed by motor 
boats at about 12,000 tons during the year 1966-67 i.e. only about 
30:; of the logs requiring water transport. 17 motor boats were uti- 
lised for towing this 113000 tons involving a direct expenditure of 
about Rs. 6 lakhs on them i.e. about Rs. 50'- per ton. For transport- 
ing 30,000 tons of logs to Port Blair, only 8 water crafts (Incl'udinb 
3 L.C.Ts.) were utilised involving a direct expenditure of about 
Rs. 8 lakhs i.e. about Rs. 271- per ton. Th'e distance from ghat de- 
pots to Port Blair is much longer than to the export depots, Sap+ 
roughhly 3 times longer. Transport by towing is therefdm 6 time* 
costly as transport by loading the logs in the water craftr,n 
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(iii) Need for organised sales poiicy. 

'"TWe ~13cihg policy for local sale of logs results in underselling 
gosd 3uality logs." 

"At present the logs exported to the mainland are generally sold 
there By auction. Tne followlrig a:e the rrlain disadvantages of sales 
by auction: 

(i) The logs are sold in stacks and so the purchasers do not 
have the choice of selection. They have to bid for the 
stack as a whole even if  they do not require a particular 
log or logs in the stack. 

(ii) The auctions are held only on about 10 or 12 days in s Scar 
and the quantities auctioned are small and also varies from 
one auction to another. There is therefore no regularity 
of supply and the purchasers cannot depend on this su2ply 
for their regular needs. They cannot plan their xtivities 
taking into account these supplies." 

"The prudent way of selling the logs in the mainland is therefore 
to offer the& fogs IFo- sale at prices Hxed for different categories and 
different grades within thr category on the basis of the market trends 
using the cost of production for minor adjustments of the sale prices 
and also for deciding which grades and category are advantageous- 
ly marketable." 

/ 

(iii) Non-gurjan plylogs, gurjan plylogs, match logs as well as  
sawn timber sold in the local markets are "underpriced.. . 

Non-Gurjan and Gurjan Plylogs sold to certain factories in 
Calcutta were also low priced as compared with prices thrown up 
by auctions. The Department could not have got optimum prices in 
auctiona because it was itself selling to a few parties at a lower rate. 
In other words, i t  was acting as its own competitor in bringing down 
the auction prices. 

I& . . . it is decided for other considerations that the sale ?rice at 
A n d a m  should be cheaper, it should also be decided how far i t  
Yhould be cheaper. At present there is no such policy decision de- 
fining the extent of concession to the Andaman consumers. Prices 
fixed in the dim past are continued year after year (except for rn 
ad-hoc Sacl.wue of 88 pm cent in 1sdsSg) justifyfag tbetn on the 
ground that th'ey ~k higher than what are fetched in the maMan& 
leas )ref@ and otkek *xpenJes incurred on siteh meinlan'd aalks." 



iiv) In regard to sale of sawn timber in mainland markets, 
"Madras market fetches a better price for sawn timber but 
no attempts have been made to send more sawn timber to 
Madras. It is argued on the contrary that Madras cannot 
absorb more sawn timber as the potential is limited; no 
assessment of the potential has ever .been made with the 
result that the department does not know how much can 
be sold there and whether it is already sending ellough 
quantity even to meet the limited demand. In fact, no 
market research is being done either In X1;:dras or in 
Calcutta to find out the preferences of the market, the 
total quantity that can be sold or the prices that can be 
reasonably expected." 

1.15. The Committee have already stressed the need for proper pro- 
gramming of the work of extraction of timber in the Andamans. They 
trust that, in the light of the findings of the Cost Accounts OBcer, 
action would be taken to ensure that the maximum area is covered in 
the course of extraction and that 'mid-girkh' specificatiom for pur- 
poses of extraction are realistically drawn up, in the light of practicev 
in the mainland. so that there is no wastage of commercial timber. 

1.16. The Cost Accounts Officer ha5 also drawn attention to the 
inadequacies of its existing system of grading of logs and the defee- 
tive storage and transport arrangements which have contributed to 
wastages on a fairly large scale. Certain observations made by the 
Cast Accounts m c e r  would bear repetition: "At present the Depart- 
ment does not even know what time a particular log took to reach 
the final point of disposal from the time it was extracted. One log 
might reach within a month whereas another might take an year. 
The logs are handled at different point5 ( ~ i z . .  the extraction site, the 
camp depot. the ghat depot and the export depot) and there is no 
fool-proof system of sending off the logs at these points on the bash 
of 'first came first sent'. They are just dumped at  these -8 and 
sent on when transport is available." The Committee consider this 
to be an unatisfactorg state of affairs and worild like to imp-s on 
Governnaent the need to evolve s scientific. procedure f o r  
storage and transport of logs and for adequate supervision at a11 the* 
stages. 

1.17. No less important is the need to organhe efaciently the 
operatiom of the Department, both in the mainland and 1 0 4  mar- 
kets. The Cost Arcwnts Officer has pointed cylt that t h e n  k a&r- 



prichg of logs and that auction is not necessarily the best way of seG 
h g  the logs in the msinland. In regard to sawn timber, he has 
pWmd out that, owing to failure of the Department to gather ade- 
quote market htellig~flce, adequate quantities are not canalid to 
marliteb capable of yielding better returns. The Cowittee would 
like Government to have proper surveys carried out and lay down 
guidelines to be followed by the Department in the matter of pricing, 
method of sales and choice of markets and varieties of logs to be sold 
therein. 

Working of Chatham Saw Mill-Paras 1.23-1.24 (S. Nos. 7 and 8) 

1.18. Commenting on the working of the Chatham Saw Mill a t  
Port Blair, the Public Accounts Committee made the following obser- 
vations in paras 1.23-1.24 of their Seventy-Fourth Report (Fourth 
Lok Sabha): 

"1.23. The Committee are not happy about the performance of the 
Government-run saw mill at Chatl~am. The wastage in the mill 
which was 55'';, in 1966-6'7 increased to 585; in 1967-68. The Cost 
Accounts Officer who examined the working of the mill came to the 
conc*:usion that 'the mill should be able to give a better outturn by 
more efficient operation' and that effective supervision at  higher levels 
would substantially help to reduce wastage. The Cost Accounts 
Officer had also pointed out that '0.27 ton out of every ton of log fed 
into the mill has physically disappeared. The Committee would like 
Government to take, in the light of these findings, concerted steps to 
minfmise wastage and leakage." 

'2.24. A more important point bearing on the working of the Saw 
Mill arises out of the findings of the Cost Accounts Officer referred 
to it1 an earlier section of the Report that i t  is intrinsically unecono- 
mic for the Department to go in for the production and sale of sawn 
timber. The Comn~ittee would therefore like Government to consi- 
der how far  the scale of operations of the mills could be rationolised 
and also whether the machinery in use in the mills should pot be 
moclernised to improve productivity." 

1.19. In their reply to these observations, the Depnrtrnent of Agri- 
cultlire have stated in a note dated 5th December, 1969: 

"As indicated in reply to para 1.12, the final report of the Cwt 
Accounts OMcer was received in this Ministry very recently and it 

7 is under active examination. The Public Accounts Committee's re- 
marb requiring Government to take concerted steps to minidm 
3112 (ai!) -2. 



wastage and leakage would certainly be borne in mind by this Depart- 
ment and suitable action would be taken wherever necessary. How- 
ever, it may be added with regard to the observation of the Cost 
Accounts Officer that '0.27 tons out of every ton of log fed into the 
mill has physically disappeared' is perhaps based on the difference 
of volume between the Quarter Girth Formula or  the Hoppus Rule 
of M:easurement of the British Timber Trade with the true volume 
considering the log a perfect cylinder. The ratio between the two is 
4-3.11116 which works out to 0.27 per ton. The Quarter Girth Formu- 
la is adopted in all timber trades because of the reason that no log 
is truly perfect and cylinderical on account of inherent taper and 
other defects such as flutes, ridges. etc. So. for conversion pur2oses 
the Quarter Girth Formula is always applied so as to compensate the 
inherent defects in timber. 

"As stated in reply to para 1.23. the report of the Cost Accounts 
W c e r  is under esamination. The Department has taken note of the 
recommendations of the Committee requiring the Government to con- 
sider rationalisation of the operations of the saw mills and moderni- 
sation of mil1 machinery. The position is being reviewed carefully 
and necessary action will be taken." 

1.20. The Committee observe from the Report of the Cost Accounts 
Officer, the following observation in regard to the wastage in the 
mills: 

"The increasing wastage in the mills as revealed in the accounts 
are casually being attributed year after year to the inferior quality 
of the logs without ever attemgting to review how far this is due to 
other factors such as inefficiency and wastage." 

1.21. In regard to pilferages in the Chatham mill, the Cost 
Accounts Officer estimated that "about 15";. of the timber fed to the 
mill has been lost due to pilferage and theft. The pilferage and theft 
may be either in the logs themselves, or more possibly in the sawn 
timber; it is not likely that fuel or saw dust is stolen ae these have 
little or no value. It is not uncommon to see labourers walking away 
with one or two pieces of timber in their hands at the close of each 
shift in spite of watchmen at the gates relieving them of their b u d e n  
at times. The pieces carried were perhsps fuel for their use and not 
sawn timber and such pilferages may perhaps munt  to much. 
There may be other avenues of lass, more blatant thou@ b *- 
ble " 
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1.22. The Cost Accounts OfRcer added: 

"These pilferages and thefts have not been brought to light due 
to wrong accounting and manipulation in accounts. The wrong 
accounting arises because of the assumption that the end products 
would be equal to the intake though in actual fact it should be more 
as  explained above. The manipulation in the accounts consists of 
exhibiting the qusntities of some of the end products in such a man- 
ner that they add up to the total intake instead of exhibiting them 
on the basis of actual measurements." 

"What is surprising is that the quantity accounts have been tally- 
ing every year in such a manner as to indicate that 1 ton of log pro- 
duced exactly 1 ton of sawn timber and bye-products whereas the 
later figure should be more because of the difference in the modes of 
measurements of logs and sawn timber'bye-products. The estimates 
of saw dust and the approximlte formula adopted for conversion of 
cords into tons could never be so accurate as totally exactly year 
after year with the intake especially when the intake itself has been 
measured by a different method. This proves conclusively that these 
figures are manipulated without regard to actual facts." 

1.23. Dealing with the question o f  spoilage due to inefficient ope- 
ration.., the Cost .kcounts Oficer stated: 

"Another reason may be the intrinsic defects in some of the machi- 
nery r,sed, the circular saw, by its very nature of functioning, spoils 
a larger proportion of timber than the band saw. This circular saw 
is an outmoded and obsolete machinery and I understand that it is 
not in use anywhere else. The S~liguri Saw Mills were having 3 simt- 
lar circular saw but they condemned it a few years back because 
of its obsolescence. It is desirable to condemn the circular saw mill 
at Andamans also as its continued use results in huge loses. Sawing 
with the bsnd saw alone will reduce the wastage to some extent. But 
the mairl improvement in the wastage position can and will be nchiev- 
ed only by better sawing and better supervision.'" 

1 24. Pointing out that "the spoilage in the Government Saw Mill, 
Siliguri is only about 3OC';, of their intake as against 50% to 
60 pcr cent in the Andaman Mills" the Cost Accounts Officer has 
pointed out that there was need for better supervision over operation. 

1,s. Tbe Committee arc distressed to lsarn from the report of the 
Cost Ae~sunte Oltker that "about 15 per cent of the timber fed into 
the (Chatbmm) mill" is knt "dm to Merage urd tbsbt". It is .ho 
ulriortaaate that %em pilfeqps and tbefts have not bten brougbt 
t o ~ d w t o ~ ~ t i n g ~ l a r r n l p r r k t i o n o f . c e a u p t d ' . T l e  



matter calls for detailed and thorough investigation by Government 
to determine the extent of pilferages during the last few years in the 
mills (both at Chatham and Betapur), the loopholes in .supervision 
and accounting that made such pilferages possible and responsibility 
for such slackness in accounting and supervision. In the meantime 
security measures will hare to be tightened to prevent loss through 
pilferage. 

1.26. Apart from pilferages, the operations of the mills would a p  
pear to have been affected by outmoded techniques of sawing and 
lack of adequate supervision. The Cost Accounts Ollicer has pointed 
out that wastages in the Andaman Mills amounted to 50 per cent to 
60 per cent of illtake as against 30 per cent in Government Saw-Mill, 
Siliguri and that this "casually being attributed year after year to the 
inferior quality of logs without ever attempting a review as to how 
far it is due to..  . .other factors." The Committee hope that Govern- 
ment would take immediate steps to tone up supervision at the ope- 
rational levels and rationalise thc scale of operations by adopting 
better methods and installing up-to-date equipment. 



RECOMMENDATIONS/OBSERVATIONS THAT HAVE BEEN AC- 
CEPTED BY GOVERNMENT 

Recommendation 

The Committee are concerned over the persistent shortfall in 
shipment of timber extracted by the Forest Department in Anda- 
mans. During the four years ending 1967-68, the shipment fell short 
of the annual targets fixed by about 25 per cent to 56 per cent. The 
short-falls occurred despite the sealing down of the targets for s h i p  
ment from 42,400 tons to 34,000 tons. It is apparent that the shipping 
requirements of the islands for timber traffic are not being fully met. 
In consequence, the timber extracted had to be either sawn locally 
or just allowed to deteriorate, resulting in substantial losses to the 
Department. The Committee would like Government to take the 
following steps to remedy the situation:- 

(i) The requirements of the islands for additional ships should 
be carefully assessed and steps taken to augment the fleet 
for transport of timber. Government should in this con- 
nection take up with the Coastal Conference the question 
of improving the position in regard to availability of ships 
to the Islands. If necessary, the question of acquisition of 
additional ships by the Shipping Corporation may also be 
considered. 

(ii) Thc existing shipping space available should be fully and 
adequately used and tlw frequency of trips should be im- 
proved by taking concerted action to minimise delays in 
loading and unloading operations. Any substantis1 im- 
provement in this regard would no doubt depend on pro- 
vision of improved harbour facilities at Port Blair. The 
Committee note that the connected works are under way 
and hope that thry will be completed as scheduled. 

(ili) The scope for masids ing local consumption of timber 
should be explored and Government should take steps to 



accelerate schemes for the setting up of wood-based indue- 
tries in the islands. Such a step would also help to foster 
the economic development of the islands. 

[Sr. No. 1 of 74th Report (Fourth Lok Sabha) 1. 
Action taken 

The steps suggested by the Public Accounts Committee to remedy 
the situation of shipment of timber have been noted. It may, how- 
ever, be mentioned that since 1967-68, the shipping position has con- 
siderably improved as briefly indicated below: 

(i) A Timber Carrier having bale capacity of about 1,400 tons 
of timber was purchased by the Shipping Corporation of 
India and has been commissioned on the Andaman run 
since February. 1968. This ship has made already 5 trips 
upto August during the current financial year. Further, 
the Shipping Corporation has converted the Passenger- 
cum-Cargo station vessel. namely. M. V. Nicobar, into a 
cargo carrier. This ship is also utilised to transport timber 
from the Island to the mainland in addition to the other 
cargo. The suggestion of the Public Accounts Committee 
for acquisition of additional ships by the Shipping Corpora- 
tion of India has been taken note of by any necessary action 
will be taken as and when considered necessary. 

(ii) As regards. Public Accounts Committees suggestion that 
the existing shipping space available should be fully and 
adequately used and the frequency of trips should be im- 
proved by taking concerted action to minimise delay in 
loading and unloading operations, it is mentioned that. as 
recommended by the Committee, action has been taken 
for provision of improved harbour facilities at Port 
Blair. The work on improvement of Haddo jetty in Port 
Blair is going on in full swing and is likely to be com- 
pleted by the end of 1971. Improvement of Chatham jetty 
at Port Blair is also under consideration. 

Further to ensure quick turn-round of the ships, it has been 
decided in consultation with the Shipping Corporation of 
India to provide 6 numbers of 100-ton capacity lighters to 
be utilised for loading and unloading of the cargoes at 
Calcutta Port. This measure has already increased the 
rate of discharge of cargo at Calcutta Port. 



(iii) The suggestion of the Public Accounts Committee regard- 
ing the scope for maximising local consumption of timber 
has also engaged attention of the Government. Thrw 
plywood factor iemne in South Andaman and two in 
Middle Andarnan, have already been set up during the past 
few years. Besides, one matchwood factory is also work- 
ing at Port Blair. The question of setting up of wood-based 
industries in other areas is also under examination. 

(Ministry of Food, Agriculture, C. D. & Cooperation (Department of 
Agriculture) Letter No. 8/6/69-FII, dated 4-12-1969]. 

Action takes 

The Committee's observations, cover a period of four years end- 
ing 1967-68. Until 1967-68, only m.v. 'Andarnan' and m.v. 'Nicobar' 
were plying on this service, as passenger-cumcargo vessels, man- 
aged by the Shipping Corporation. Based on the recommendations 
of the Andaman Shipping Committee. an additional passenger-cum- 
cargo vessel, t.s.s. 'State of Bombay' was introduced in this service 
by the Corporation from June 1967. In order to cater effectively to 
the needs of cargo traffic, m.v. 'Nicobar', a passenger-cumcargo 
vessel was converted into a cargo vessel and this vessel started ply- 
ing as a cargo vessel from January 1968. In order to meet the spe- 
cial needs of timber log shipments from the Andaman Islands to the 
mainland, a special timber carrier M.V. 'Shompen' was acquired and 
was put into service from February 1968. After the introduction 
of the above additional vessels, the position has considerably im- 
proved. 

2. The adequacy or otherwise of the existing shipping space in 
the sector for the transport of timber was examined carefully in 
consultation with the Andaman and Nicobar Administration. The 
targeted extraction nf timber in the islands during 1969-70 has been 
fixed at 57,000 tons. Out of this, the quantity available for export 
during the year will be about 15,000 tons. The Andaman Adminis- 
tration have reported that for the transportation of this quantity, 
they would be able to manage with the existing vessel 
M. V. Shompen'. An$ programme for additional extraction 
of timber is tide up with the resettlement policy during the remain- 
ing period of the Fourth Five Year Plan, which is under considera- 
tion of the Government of India. As soon as a decision in this re- 
gard has been reached, the provision of additional vessels if requid  
will be conaidered. 1 



As regards the observation of the Committee contained in sub- 
para (ii) that the existing shipping space available should be fully 
and adequately used and the frequency of trips should be improved, 
It  may be mentioned that this question was also considered in detail 
at the meeting held in this Ministry on 18th December, 1968. The 
view was reiterated that the fulfilment of this objective was depen- 
dant on the provisions of improved harbour facilities at  Port Blair. 
I t  was decided at this meeting that there should be two fully equ ip  
ped permanent jetties for the vessels operating between the main- 
land and Port Blair. These should have all the necessary handling 
facilities like cranes, trollies. etc. to expedite the loading and un- 
loading operations. It was further decided that apart from the 
Haddo Jetty, under construction, the existing temporary Chatham 
Jetty should be converted into a pucca jetty and equipped for ser- 
ving the needs of cargo and passenger vessels plying in this sector. 

The position with regard to the harbour facilities (alongside) 
proposed to be provided in Port Blair is as fo1iows:- 

(i) Haddo Port Whar.f 

The construction of this wharf which is 1200 ft. long, out of which 
600 ft. will be for commercial use, has already been taken up by the 
Military Engineering Service and is likely to be completed by 
1970-72. The foreshore works such as sheds. water supply and also 
installation of cranes, fork lifts and other equipment wil! be execut- 
ed by the Chief Engineer, Andaman Laccadive Harbour Works. He 
has already initiated action in this regard and all the foreshore 
works will be completed by 1971-72. 

fii) Construction of Permanent Jetty at  Chatham 

This scheme has been prepared in two parts. The first part cost- 
ing Rs. 9.88 lakhs has been sanctioned and the work is being taken 
in hand. The second part estimated to cost Rs. 64.86 lakhs is the 
main construction of permanent Jetty at Chatham. This estimate is 
now under financial scrutiny. The work will be taken in hand as 
soon as the estimate is sanctioned. The scheme is planned to be 
completed by 1972. 

(iii) A wharf in Phoenix Bay to take alongside the inter-island 
ferry ships has been planned. The estimate is being examined by 
the Chief Engineer, Andaman Laccadive Harbour Works. The work 

! is expected to be completed by 1972-73. 



The provision of an addition berth in Port Blan, preferential 
berthing facilities at Calcutta, provision .of additional barges and 
adequate labour at Port Blair, arrangements for bundling sawn 
timber, etc. would considerably help in the full utilisation of the 
existing shipping facilities and improving the frequency of trips. 

pinistry of Shipping and Transport ;%ansport Wing) O.M. SY- 
35(8)/59, dated 27-11-1969]. 



CHAPTER 111 
61ECOMMENDATIONS/OBSERVATIONS WHICH THE COMMIT- 
TEE DO NOT DESIRE TO PURSUE IN VIEW OF THE REPLIES 

OF GOVERNMENT 
Recommendation 

In para 2.22 of their Fifty-fourth Report (Third Lok Sabha) the 
Committee had expressed di!ssatisfaction at  the slow progress in the 
settlement of disputes arising out of the contracts with North An- 
daman licensee. The Committee regret to observe that two out of 
three arbitration cases in this regard are still to be finalised. The 
Committee observe from the information furnished to them that due 
to "procedural difficulties" final arrangements for the appointment 
of arbitrators are still to be made in these cases. A Committee of 
Secretaries which was appointed pursuant to the recommendations 
of the Public Accounts Committee to review the working of these 
contracts came to the conclusion that "it is not desirable to continue 
spending public funds on prolonged litigation and arbitration pro- 
ceedings." Besides. in the arbitration case, which has been decided. 
Gcvernment's claim against the licensee for royalty on short-falls 
has not been sustained. As this is the main issue under arbitration 
in the remaining cases also, the Committee would like Government 
to examine whether it would be worthwhile to continue the pro- 
ceedings in this regard any further. 

[Sr. No. 4 of 74th Report (Fourth Lok Sabha)]. 

Action taken 

The Public Accounts Committee has observed that the Govern- 
ment should examine whether it would he worthwhile to continue 
the proceedings in the two pending arbitration cases. They have 
observed that in the first arbitration case which has been decided, 
Government's claim against the licensee for royalty on short-falls 
has not been sustained. In the second and third arbitration cases 
also this is the main issue. So in view of the decision in the first 
arbitration case disallowing Government's claim in regard to short- 
falls on royalty and the observations of the Secretaries Committee 
that "it is not desirable to continue spending public funds on pro- 
longed litigation and arbitration proceedings" the Committee has 
made these observations. In this connection, it may be pointed out 
that Clause 33 of the North Andaman Agreement of Licence dated 
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31st August, 1951 provides for settlement of disputes, differen- 
ces, etc. arhing between the parties on account of breach or non-ob- 
servance of any of the conditions, terms, convenants, etc. of 
the Agreement by arbitration. Disputes and differences have 
arisen from time to time and certain disputes were referred to arbi- 
tration. The Ministry of Law whose advice was sought in this re- 
gard have expressed the opinion that "the award in the First Arbi- 
tration Case is an unreasoned award. One of the main claims of 
the Government 'was in respect of royalty on short-falls. This was 
disallowed by the Arbitrators. However, being an unreasoned 
ahard, the reasons for rejecting the claim are not known. The 
Second Arbitration Case for the period 1961-62 to 1962-63 and the 
Third Arbitration Case for the period 1963-64 (1st April, 1963 to 31st 
March, 1964) are pending before the arbitrators. Shri J. K. Narayan 
and nominee of ?z?.::-ACompany. The Company delayed ap- 
pointment of its Arbitrator and Shri J. K. Narayan was consequent- 
ly appointed as Sole Arbitrator with effect from 26th December, 
1968. The Company. however, went in an appeal to the Calcutta 
High Court challenging appointment of the Sole Arbitrator and, 
therefore. Shri Narayan's appointment as Sole Arbitrator was ren- 
dered ineffective. The case was, however. pursued from Govern- 
ment of India's side and the Calcutta High Court in its judgment of 
3rd October, 1969 called upon the Company to  appoint its Arbitrator 
within a fortnight of the judgment. The Company has in its letter 
of 13th October, 1969 intimated the appointment of Shri Rebati 
Raman Chaudhur~ as its Arbitrator. Now that both the Arbitrators 
are in position, the arbitration proceedings in both the cases are now 
expected to be processed shortly In the first arbitration case there 
are claims and counter-claims by the Government and the party Tn 
the second and third arbitration cases also the same is the position. 
The main claims cd the Government and the Company are that in 
the Second Arbitration Case. Government's claim is of the order of 
Rs. 10.90 lakhs and th'at of the Companv of Rs. 8944 lakhs Again, 
in the I k k d  Arbitration Case. the Compnng has filed a claim for 
Rs. 39.53 lakhs. The Government's claim has yet to be filed and the 
claim is estimated to the tune of Rs. 53.51 lakhs. The question 3s 
whether it is worthwhile to continue these two arbitration cases. 
Disputes and differences have to be settled bv arbitration under 
clause 33. The contract has been cancelled on 21st Febnlary. 1968. 
Still, the disputes which had already arisen can be settled only by 
arbitration In view of clause 33. The Andhgs in the First Arbitra- 
tion C~se will not operate as tea judicata nor will the arbitrators be 

I entitled to look into them. The Second and Third Arbitratian Cases 



are fresh cases and the position of these cases will depend on evi- 
dence produced before the arbitrators in these cases. Further a e  
decision in the First Arbitration Case is an unreasoned award and 
we do not know for what reasons the claim in respect of royalty on 
short-falls was disallowed. The fact that the claim in this regard 
was rejected by the arbitrators in the First Arbitration Case will 
not necessarily mean that the Arbitrators in the Second and Third 
Arbitration Cases will also disallow the claim. The decision will 
depend on the strength of the Government's claim and the evidence 
that can be adduced to suppxt  the claim. All the records of the 
case are with the Counsels in charge of the arbitration cases. Apart 
from this, Government has also to consider the technical procedural 
aspects of not continuing the arbitrations. The reference has becn 
made jointly by the parties concerned. The Gdvernment has put 
in the claims and the Company has put in counter-claims. Without 
effecting the settlement one way or the other it will not be possible 
for the Government to unilaterally withdraw from the reference. If 
we withdraw our claim the Company will certainly prosecute its 
counter-claim further. This will not at all be advantageous to the 
Government. There is perhaps also no chance of the Company 
agreeing to withdraw its counter-claim if Government withdraws 
its claim. There is also probably no chance of the Company agree- 
ing in settlement in regard to the Government's claims. The total 
claim of the Government in the Second Arbitration Case is Rs. 100.90 
and out of this the short-fall. on royalty is only Rs. 97.35 lakhs 
Similarlv the total claim of the Government in the Third Arbitra- 
tion Case is estimated to he Rs. 53.51 lakhs and the claim on account of 
short-falls is Rs 48.82 lakhs. If Gnrernrnrnt does not prncecd with 
the arbitration cases then al! these claims will be lost. This is also 
a matter to be considered. W ~ t h  respect to thc observations of the 
Committee of Secretaries. it m-iv bc pointed out that the observa- 
tions of the Committee are n?-TIP in the  context of the desirability 
of cancelling the contract. JY!l:ct :ipnctar; to have becn stated is if 
the cnntract is continued till it5 vspiry ' I J -  r4nuz: of time and h8vinR 
regard to the way in which the party has hcen performing, we  will 
hare to SO in for arbitration every year in regard to the disputes arjs- 
ing out of breach by the party. Secondlv the forest wealth will 
not be exploited and all that the Govcrn~ncqt will get is a series of 
litigation? before the arbitratws In t h ~ c  rontext, the Committee 
considered the possihi!itp and dosirahilitv of cancelling the contract. 
Once the contract is canceller! then the matter could be settled sub- 
ject to the Cr~mpany's going in for Wigation and Government will 
have to go in for arbitrs4;m only in rcsnect of the disputes till the 
date of cancellation. This again does not overlook the fact that if 
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the party challenges the cancellation the legality of the cancellation 
will alsc have to be settled by arbitration. , This is the stand we have 
taken in the case filed by the Company while challenging the can- 
cellation. It  may also be pointed out that in terms of clauses 6 and 
7 of the Agreement, the Government is entitled to short-falls on 
royalties. If we give up the claim by not prosecuting the matter in 
arbitration we will be losing the claim for all time. The fact that 
in the First Arbitration Case Government's claim on account of 
short-falls on royalty was rejected by the arbitrators would 
not alone be any justification for not prosecuting the claims after 
1961. Incidentally, it may also be mentioned that the Company had 
filed a suit on 13th June, 1968 for the Josses of profit aIIeged to have 
been suffered by thc Company on account' of wrongful, improper 
and illegal intcrfcrence caused by the Union of India by imposing 
on the Company thc Dclencc of India Rules, etc. In the affidavit- 
in-opposition filed by the Union of India, it has been stated iater 
d a .  that the matters in d i s p t c  raised by the Company in the suit 
are wholly covered by the Arbitration Clause No. 33 under the 
Agreement of Licence. In other words. the proceed:ngs in the said 
suit filed by the Company have been stayed under the arbitration 
Clause No. 33. The only remedy open to Government to resolve the 
disputes and differences arising from the Agreement of Licence for 
the period. prior to the cancellation of the Agreement. viz. ending 
21st December, 1968 is. therefore, bv way of arbitration and. there- 
fare, the arbitration proceedings may have to be processed." 

fDeptt. of Agriculture Letter No. 8-6/69, F-11, dated 4-12-69]. 

Recommendation 

The Committee would also like disciplinary proceedings to be 
speedily initiated against officials who have been found by the 
Committee of Secretaries to be responsible for various lapses in 
connection with the drafting nf the agreements executed with the 
licensee. 

f?Sr. No. 6 of 74th Report (Fourth Lok Sabha)] 
Action taken 

The case for initiating disciplinary proceedings against o s c i a b  
concerned had been considered by Government in consdtation with 
the Central Vigilance Commissioner. It was ultfmtely decided that 
no action was possible against the amcers cancerned at  this distance 
of time and the Government decided to close the case. 
(Ministry of Food, Agriculture. Communitv Developmnt and Co- 

( nperatfon (Dtptt. of Agriculture) Letter No. M l W  F-11, drtd 
4-12-1969.] . 



CHAPTER IV 

RECOMMENDATIONS/OBSERVATIONS REPLIES TO WHICH 
HAVE NOT BEEN ACCEPTED BY THE COMMITTEE AND 

WHICH REQUIRE REITERATION 

Recommendation 

The Committee observe that according to the Report of the Cost 
Accounts Officer the proforma accounts of the Forest Department 
as at  present prepared are an 'unscientific jumble' of figures on 
which 'no dependable decision on any worthwhilc policy matters 
could safely be based'. The Committee note that 'the Cost Accounts 
Officer is now engaged in the work of rationalising these accounts. 
The Committee desire that early action should be taken in this res- 
pect, in consultation with Audit. Whilc overhauling the accounts, 
the following points mentioned in the preliminary report of the Cost 
Accounts Officer should receive special attention- 

(i) The correct determination of capital employed; 

(ii) The correct computation of depreciation on assets; 

(iii) A scientific basis for the allocation of general overheads 
amongst the various activities of the Department; 

(iv) The determination of correct rates of royalty on timber 
extracted by the Department. The practice adopted in 
this regard in saw mills on the mainland should also be 
ascertained. 

[Sr. No. 2 of 74th Report (Fourth Lok Sabha)]. 
* 

Action taken 

The final report of the Cost Accounts Officer was received in this 
Ministry towards the end of October, 1969. A copy of this report is 
also enclosed as desired by the Convenor, Action Taken Sub-Com- 
mittee of the Public Accounts Committee. At the outset, i t  is ob- 
served from this report that the rationalisation suggested by the 
Cost Accounts Officer indicating revised system of accounts, is 
major departure from the existing system of accounts which hgS 



been prescribed by the Audit. The approval of the Audit viz. C o w  
tkller and Auditor General of India, would, therefore, be necessary 
before the procedure suggested by the Cost Accounts Ofacer is 
adopted in the Andaman Forest Department. 

The points suggested by the Public Accounts Committee requir- 
ing special attention would certainly be given due consideration and' 
necessary action taken in consultation with the authorities concern- 
ed, viz., the Ministry of Finance and the Comptroller and Auditor 
General of India. 

Pepartment of Agriculture Letter No. 8-6/69, F-11, dated 412-1969].. 

Recommendation 

The Committee observe that the working results of the Depart- 
ment for 1966-67 as reflected in the Accounts as recast by the Cost 
Accounts Officer showed a loss of Rs. 62.40 lakhs. The Committee 
would like action to be taken expeditiously to eliminate these issues 
through proper programmling of extraction work, more intensive 
exploitation of timber in coupes. grading of logs, fixing of prices on 
the basis of grades instead of on the average quality of logs, and 
then "chasing" and control over overhead expenses, as suggested 
by dost Accounts Officer. One important point emanating from the 
Cost Accounts Officer's examination also deserves mention. A 
substantial portion of the losses incurred by the Department arises 
out of sale of sawn timber. The Cost Accounts Ofiicer had suggest- 
ed that the production and sale of sawn timber should be curtailed' 
and the Department should concentrate on production and sale of 
logs. The Committee would like this suggestion to be examined for 
implementation. If sale of sawn timber is undertaken in mainland- 
markets, the Department should ensure that the sales are confined 
to markets where they have been relatively more remunerative. 

[Sr. No, 3 of 74th Report (Fourth Lok Sabha)]. 

Action taken 

The Cost Accounts OPRcer's Report has recently been received. 
His suggestions regarding proper programming of extraction work, 
more intensive exploration of timber, grading of logs, fixation of 
price8 on the basis of grades instead of on the average quality of 

' kgs, and then 'Chasing' and control over the overhead expenses are- 
bring examined in detail. Action will be taken on these points,. 
wZImwer considered necessary. 



While it is agreed that a substantial portion of the losses, incur- 
red by the Department arises out of sale of the sawn timber, as 
pointed out by the Cost Accounts Officer, most of these losses are 
due to the present accounting system which takes into account the 
royalty on logs, chargeable at the rate applicable to M/s,.I-T--. 
& Co. the ertwhile North Andaman Licensee, and heavy indirect 
overhead charges a major portion of which consists of interest on a 
huge amount pavable by M/s. + --- >and Co., which has been 
treated as Capital-at-charge. 

These points are already engaging the attention of the Govern- 
ment and action will be taken in this regard in the light of the E- 
commendations of the Cost Accounts Officer. 

The suggestion to curtail production of sawn timber is under 
examination. However, despatch of sawn timber to the mainland 
for sale has been considerably reduced. 

[Deptt. of Agriculture Letter No. 8-6/69, F-11, dated 4-12-1969]. 

The Committee are not happy about the performance of m e  Gov- 
ernment run saw mill at Chatham. The wastage in the mills which 
was 55 per cent in 1966-67 increased to 58 per cent in 1967-68. The 
'Cost Accounts Officer who examined the working of the Mill came 
to the conclusion that "the mill should be able to give a better out- 
turn by m r e  efficient operation" and that effective supervision at 
higher levels would substantially help to reduce wastage. The Cost 
Accounts Officer had also pointed out that "0.27" ton out of every 
tan of log fed into the mill has physically disappeared. The Com- 
mittee would like Government to take, in the light of these findings, 
concerted steps to minimise wastage and leakage. 

[Sr. No. 7 of 74th Report (Fourth Lok Sabha)]. 

Action taken 

As indicated in reply to para 1.12, the final report of the Cost 
Accounts OfRcer was received in this Ministry very recently ond 
i i  is under active examination. The Public Accounts ~ornmittSe's 
remarks requiring Government to take concerkd step6 
t o  rrninimise wastage and leakage would certainly be born in nrind 



by this Department and suitable action would be taken wherever 
necessary. However, it may be added with regard to the observa- 
tion of the Cost Ac-ounts OBcer that "0.27 tons out of every ton 
of log fed into the mill has physically disappeared" is perhaps based 
a Che difference of volume! between the Quarter Grtb Formula or 

. the Hoppus Rule of Measurement of the British Timber Trade with 
the true vo.ume considering the log a perfect cylinder. The ratio 
between the two is 4:3.1410 which works out to 0.27 per ton. The 
Quarter Girth Formula is adopted in all timber trades because of 
the reason chat no log is truly perfect and cylinderical on account 
of inherent taper and other defects such as flutes, ridges, etc. So, 
for convers.on purposes the Quarter Girth Formula is always ap- 
plied so as to compensate the inherent defects in timber. 

[Deptt. of Agriculture Letter No. 8-6/69, F-11, dated 4-12-19691 

Recommendation 

A more rnportant point bearing on the working of the saw mill 
arises out c f the findings of the Cost Accounts OWcer referred to 
in an earlier section of the Report that it is intrinsically uneconomic 
for the Department to go in for the production and sale of sawn 
timber. The Comm~ttee would. therefore, like Government to con- 
sider how far the scale of operations of the mills could be rationalis- 
ed and also whether the machinery in use in the mills should not 
be modernised to improve productivity. 

[Sr. No. 8 of 74th Report (Fourth Lok Sabha)]. 

Action taken 

As stated in replv to para 1.23. the report of the Cost Accounts 
M c e r  is under examination. The Department has taken note of 
the recornendations of the Committee requiring the Government 
to consider rationalisation of the operations of the saw mills and 
modernisation of mill machinery. The position is being reviewed 
carefully and necessary action will be taken. 

[Deptt. of Agriculture Letter No. 8-6/69, F-11. dated 4-12-1969]. 



CHAPTER v 
RECOMMENDATIONS/OBSERVATIONS IN RESPECT OF WHICH 

GOVERNMENT HAVE FURNISHED INTERIM REPLIES 

The Committee note from the information furnished to them that 
a sum of Rs. 19.41 lakhs (out of 9 claim. amounting to Rs. 2.24 crores 
referred to the arbitrator) is due for realisation from the licensee as 
a result of the findings of the arbitrator in one of the three cases. 
They would like to be informed of the steps taken to realise this sum 
from the licensee. 

[Sr. No. 5 of 74th Report (Fourth Lok Sabha)]! 

Action takcn 

The First Arbitration Case for the period 1952-61 was decided 
and the joint Arb~trators made on 18th March, 1967 an award in 
favour of Government for the sum of Rs. 19.41 lakhs bcing the arrears 
of royalty and other d u t ~  The said award was duly filed in the 
High Court at Calcutta to make it a rule of Caurt. In the meantime, 
the Company moved an application to set asidc the said award which 
was dismissed wit!l costs by the Calcutta Hig!] Court on 29th April, 
1969; and a decree w?s passed in trrms of the said award. The Com- 
pany has again preferred an appeal against the said judgment and 
decree; but as there is no stay of thc exccutian of the decree, steps 
are under way for its execution Thc Ministry of Law and the Coun- 
cils incharge of this case, whose advice is being sought from time t~ 
time in this regard, have exprewd the opinion that, for realisation 
of the decretal dues, the Government should proceed as fo1lowcs:- 

(i) Gover~lment should first forfeit and utilise the security 
deposit of Rs. 10 lakhs furnished by the Company; 

(ii) Thereaftw, the Government should appropriate the inter- 
est accrued on the security deposit and adjust the same 
against thc balance of the decretal dues; 

(iii) For the balance of the dccrctal ducs, the Government 
should make an application to the High Court for transfer 



of the decree for execution in a competent court in Anda- 
mans against movable and immovable properties of the 
company situated there; 

(tv) If all the above courses still leave a part of the decretal 
dues unsatisfied, the Government can thereafter take steps 
under the Companies Act to have the company liquidated. 

Accordingly, the Cornpimy has been served with notice that the 
President of India appropriates the security of-Rs. 10 lakhs (Rupees 
Ten Lakhs) only towards pro-tanto satisfaction of the amount of 
decree. for Rs. 19,41,299.17P made by the Calcutta High Court in the 
First Arbitration Case. 

[Deptt. 01' Agriculture Lett,;r No, 8-6/69, F-11, dated 4-12-1969]. 

NEW DELI~I; 
January 21, 1 9 a  
dugha 4, -1891 (S) . 

ATAL BIHARI VAJPAYEE, 
Chairman, 

Public Accounts Conm::tee. 



APPENDIX 
(Summary of Conclrr . ionslHeccmda~wtls)  - - -- 

Sl. NO. Para Ministry Concerted Recommstldations 
I 2 3 4 

-- - - 
I 1 9  Deptt of Agriculture In paragraph 1.12 of their Seventy-Fourth Report (Fourth 

Lok Sabha), the Committee had stressed the need for rationalising 
the system of accounts adopted by the Forest Department, Andamans. 
In that connection, the Committee had drawn attention to the sug- 
gestions made in a preliminary report prepared by a Cost Accounts 
Officer, who had been asked to go into these accounts and suggest im- 
provements therein. The Committee now observe from the final re- 
port of the Cost Accounts Officer that, while these accounts give a lot 
of "superfluous details", they do not provide "essential" data required 
for management control. The Committee would like Government 
now to consider. in consultation with the Comptroller and Auditor 
General, how best the accounts can be rationalised to serve as an em- 
ci:r.t r.i23:--+-+ --+------ tnrr! tc ~ ! l o t ! r  pn5fncm3~~e, in tkc light of the sug- 
gestions made in the Cost Accounts Officer's report. The points meh- 
tioned in para t.12 of the Committee's Seventy-Fourth Report (Fourth 
Lok Sabha) merit special attention in this connection. 

The Committee would like particularly to invite the atten- 
tion of Government to the observations of the Cost Accounts Weer 
that the present method of computing royalty on timber acts as a 
"built-in disincentive which discourages improvements in the work- 



ing of the Department." Apparently, the rates of royalty are based 
on sale prices fetched "by a negligibly small prqmfioli of rags ex- 
tracted" and do not take adequate note of differen* in the qaality & 
various species of tlmber. The unrealistic rates of royalty, b;y a- 
nifying losses on sales, have not only made it diss'i¶vant&pous to mar- 
ket certain categories of logs, but also removed any incentive for the 
Department to organise their sales more efficiently b as to fetch bet- 
ter prices for the Iogs sold. 

The Committee are distressed to note this lack of profit con- 
sciousness in the Forest Department. 

The Committee trust that in the light of the findhgs of the 
Cost Accounts Officer, Government will realise the urgency of the 
need to simplify and rationalise the existing system of accounting in - 
the Forest Department, Andamans. 

The Committee have already stressed the need for proper pro- 
gramirhy d ille wull i  u l  exliacliun of timber in the Andarnans. T h e  
trust that. in the light of the findings of the Cost Accounts CMlcer, 
action would be taken to ensure that the maximum area is covered in 
the .course of extraction and that 'mid-girth' specifications for pur- 
poses of extraction are realistically drawn up, in the light of practices 
In the mainland, so that there is no wastage of commercial timber. 

6 1.16 . .-do- The Cost Accounts Omcer has also drawn attention to the 
inadequacies of the existing system of grading of logs and the defec- 
tive storage and transport arrangements which have contributed to 

. --  - - - - -- --- - u p  



Depn. of Agriculture wastages on a fairly large scale. Certain observations made by the 
Cost ~ccounts  Officer would bear repetition: "At present the Depart- 
ment does not even know what time a particular log took to reach 
the Anal point of disposal from the time it was extracted. One log 
might reach within a month whereas another might take an year. 
The logs are handled at different points (viz., the extraction site, the 
camp depot, the ghat depot and the export depot) and there is no 
fool-proof system of sending off the logs at these points on the basis 
of 'first came first sent' They are just dumped at these points and 
sent on when transport is available." The Committee consider this 
to be an unsatisfactory state of affairs and would like to impress on 
Government the need to evolve a scientific procedure for grading, 
storage and transport of logs and for adequate supervision at all these 
stages. 

No less important is the need to organise efficiently the sales 
operations of the Department. both in the mainland and local mar- 
kets. The Cost Accounts Officer has pointed out that there is under- 
pricing of logs and that auction is not necessarily the best way of sel- 
ling the logs in the mainland. In regard to sawn timber, he has 
pointed out that, owing to failure of the Department to gather ade- 
quate market intelligence, adequate quantities are not canaUsed tck 
markets capable of yielding better returns. The Committee waul? * 



like Government to have proper surveys carried out and lay dsftm 
guidlines to be followed by the Department in the matter of pricina;, 
method of sales and choice of markets and varieties of logs to be sold 
therein 

The Committee are distressed to learn from the report of the 
Cost Accounts Officer that "about 15 per cent of the timber fed into 
the (Chatham) mill" is lost "due to pilferage and theft". It is also 
unfortunate that "these pilferages and thefts have not been brought 
to light due to wrong accounting and manipulation of accounts". The 
matter calls for detailed and thorough investigation by Government 
to determine the extent of pilferages during the last few years in the 
mills (both at Chatham and Betapur), the loopholes in supervision 
and accounting that made such pilferages possible and responsibility % 
for such slackness in accounting and supervision. In the meantime 
security measures will have to be tightened to prevent loss through 
pilferage. 

Apart from pilferages, the operations of the mills would ap- 
pear to have been affected by outmoded techniques of sawing and 
lack of adequate supervision. The Cost Accounts Ofecer has pointed 
out that wastages in the Andaman Mills amounted to SO per cent to 
60 per cent of intake as against 30 per cent in Government Saw-Mill, 
Siliguri and that this "casually being attributed year after year to the 
inferior quality of logs without ever attempting a review as to how 



Dqtt. of Agriculture far it is due to. .  .other factors." The Committee hope that Govern 
rnent would take immediate steps to tone up supervision at the ope- 
rational levels and rationalise the scale of operations ~y adopting 
better methods and installing up-to-date equipment. 




