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INTRODUCTION

I, the Chairman of the Public Accounts Committee as authorised by
the Committee, do present on their behalf this Seventy-eight Report on
Paragraph 36 of the Report of the Comptroller and Auditor General of
India for the year 1979-80, Union Government (Defence Services) relating
to working of Military Farms.

2. The Report of the Comptroller and Auditor Gencral of India for
the ycar 1979-80, Union Government (Defence Services) was laid on the
Table of the House on 28 April, 1981. The Committee examined the audit
paragraph on the subject at their sitting held on 28 September, 1981. The
Committce considered and finalised the Report at thzir sitting held on 3

March, 1982. Minutes of thesc sittings of the Committee form Part IT*
of the Report.

3. Considering the vastly changed situation in the milk sector since
Independence as well as the re-location of troops, the Committee have asked
the Ministry to examine scriously the possibility of handling over the Military
Farms Organisation to the cooperatives of ex-Servicemen which may be set
up on the pattern of the Anand Dairy.

4. The Committee have found that the financial results of working
of the Military Farms do not represent the true picture in as much as the
profits shown in the accounts arc based on artificially inflated rates of free
issues of milk to troops and hospitals which account for 95 per cent of the
total issucs. These also include large amounts qf interest earned by the
Military Farms on Gov:ram:nt banking account. Further, bulk of the
profits are carnzd by the farm Dzpots which only purchase milk from outside
agencies for supply to troops angd their families. The Committee have desired
that the whole set up of Military Farms should be reviewed at a high level
in the light of their findings.

5. For reference facility and convenience, the observations and re-
commendations of thc Committee have been printed in thick type in the body
of the Report and have also been reproduced in a consolidated form in
Appendix II to the Report.

6. The Committee place on rccord their appreciation of the assistance
rendered to them in the matter by the Office of the Comptroller and Auditor
General of India.

7. The Committee would also like to express their thanks to the Officers

of the Ministry of Defence for the cooperation extended by them in giving
information to the Committee.

New DELHI; SATISH AGARWAL
March R, 1982 Chairman

Public Accounts Cowvmittee
Phalguna 17, 1903(S)

(v)



RFPORT

Paragraph 36 ;>f C & A G's Report Union Government (Defence Services),
1979-80 on which this Report is based, is reproduced in Appendix 1

I. Historical Background

1 1. In the latter half of the 19th Century a large number of British
troops and their families were inducted in India. The responsibility of
providing rations to these people was vested with the Master General of
Supplies. Milk and milk products which were importart articles of diet
for them were being arranged from local sources. The incidence of diseases
among the British troops and their families was found to be high «nd t_hls
was attributed to poor quality of milk supplied by them. This situation
forced the military establishment to start a dairy of its own ir 1889 at
Allahabad. The successful functioning of this farm led to the establishment
of more farms in many other Cantonments.

1.2. Military Farms are today the only Government organisation in
India in the field of animal husbandry and dairy farming where both pro-
duction and processing of milk are carried out. At present, there are 82
Military Farms having 7,592 cattle located in 26 cattle-holding farms and
5 young stock farms spread over all parts of the country.

11. Organisational set up and functions

2.L Mili{ary Farms are primarily responsible for supply of milk and
milk products to the troops and dry fodder to Army animals. Their charter

of duties also provides for production of egas, poultry and vegetables wher-
ever econonical.

2.2. Basically, Military Farms are cost effective, production orisnted
and commercially functioning organisation, maintaining profit and loss
accounts. The department forms a part of the ‘Q’ services and comes
under the direct control of the Quarter-Master General at Army. Head-
quarters. Tt is headed by a Brigadier designated as Director ,of Military
Farms st Army Hqrs. Director, Military Farms exercises financial and
technical control over the Military Farms through Deputy Directors located

at all the five Command Hgrs. namely, Pune, Calcutta, Simla, Lucknow
and Udhampur.

2.3. Command-wise distribution of the permanent Military Farms
other ad hoc military farms and depots is as under :

Command No.of No.of No.of No.of Adhoc
milk pro  young non-cattle- hay/baling farms/
duction  stock - holding  farms depots
farms farms farms/

depots

Southern 7 2 13 1

Fastern 1 10 .- 2

Western 5 1 2 ..

Central 11 2 10 4 1

Northern 2 6 2 .

*6 5 41 7 3

*Ad-hoc militay farms at Pithoragarh is not included.
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2.4. The Military Farms (excluding Non-cattle Holding Faims) are
occupying a total of 13161 .4 hect land. Out of this, 4138.1 hect. is vnder
cultivation, 7692 .1 hect. under grass land, 1216.8 hect. under roads /building
and only 114.311 hect. is uncultivated as this is uncultivable.

IIF—Work ing Results

(a) Production of milk :

3.1. The number of mikch cattle both in milk and dry, maintained at
military farmsduring each of the years 1975-76 to 1981 82 isgiven below:

Number of cattle
Year in Num-
Buffaloes Cows ber of
cattle

1975-76 3,128 6,642 9,590 ..
1976-77 2,210 6,645 8,855 135
1977-78 1,937 6,738 8,675 180
1978-79 1,889 6,578 8,467 208
1979-80 1,522 6,590 8,112 355
1980-81 . 1,305 6,617 7,922 190
1981-82 1,271 6,321 7,592

Total Reduction

330

3.2. The Audit Para pcints out that the reduction in the numbcr of
milch cattle was in pursuance of the policy of gracual elimipation of bufizlo
stock. The Military Faims carried cut a detailed study of milking perfor-
mances and cost of production of buffalo milk in 1966-67 and came to the
conclusion that maintenance of buffaloes was uncconcmical. The study
team constituted by the Army Hqrs. in 1978 only repeated the carlict finding
of 1966-67 that maintenance of bllﬂ‘alOes was uneconomical and accerdt ng]y
recommended that they maybe disposed of.

The Ministry of Defence, have in this connection stated

“Military Farms having realised the hereditary limitations in
bringing improvement in buffaloes took the ¢ecision in 1966 to reduce
the buffalo herd and to increase the strength of the crossbred cows

. gradually. This policy has resulted in the recucticp of buffaloes and
increase in the cross bred cows. This can be scen from the following
figures: -

Year Buffaloes Cows
196667 . . . . . . . . . . . 6872 3654

1980-81 . . » . . . . . . . . 1305 6617

Militarv Farms now have a very selected nucleus herd of buffaloes.
The average lactation vield of buffalces whick was 1600 kgs. in 1966-67
has reached 2082 kgs.in1977-78. We are now left with 1305 buffaloes.
TkLis is a prized herd and it is not desirable to completely eliminate it
in the larger national interest. The present lactation yield of tuflalces
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is the highest in the country when compared witk any organised herd
of such alarge strength. Buffaloes are still the mainstay of the farmers
in the rural areas and Military Farms can contrib ute a lot by providing
pedigree bulls produced from these buffaloes and supply to the National
Dairy Development Board and State Governments for breeding to
bripg about the genetic improvement in buffaloes, Moreover, the
yield of 2080 kgs. in buffaloes is considered economical and compares
well with the average lactation yield of cross bred cows of 3500 kgs.
when assessed on the basis of fat Percentaged Buffalo milk contains
on a average 6.59% butter fat as against cows milk containing cnly
49, butter fat. About 600 bufaloes are required for production of
fresh concentrated milk for supply to troops in high altitude. Consi-
dering all these factors it wasdeciced in Senior Military Farms Cficers
Conference held in March 1981 to maintain a high pecigree selected
herd of 1500 buffaloes.” .

3.3. Asked about reasoes for appointing another Study Team to go
into the matterin 1978, the Ministry of Defence have stated :

“The Study Team appointed in 1978 was not specifically meant
for studying the economics of buffalo milk producticn as compared to
cow milk. This Study Team bad been ordered by C.0.A S. for strea-
mlining the fupctioning of Military Farms and had commented on the
same lines as per cur findings of previovrs study of 1966-67 as men-
tioned above.

The study with regard to economic viability of tvflalces vis-a-vis
cows was an internal exercise end was rot ¢nfru<tcd to ény particv'aa
Studv Group. The fles which led to this Cccisicn have since teen
weeded out.”

3.4. The cattle performances in Military Farms over a period frcm
1974-75 to 1979-80 are given telow:

Year No. of Milk pro- Produc-
, animals  tion per tion

per day per day  per cattle

per day

(Litres) (Litres)
1974-75 . . . . . . . . . 10143 58019 5.7
1975-76 . . . . . . . . . 9590 62970 6.6
1976-77 . . . . . . . . . 8855 63499 7.2
1977-718 . . . . . . . . . 8675 62655 7.2
1978-79 . . . . . . . . . 8467 56789 6.7
197980 . . . . . . . . . 8112 58063 7.2
1980-81* . . . . . . . . . 7922 57452 7.3

*Not Vetted in Audit.



It will be observed from the above that there has been progiessive

"increase in the production of milk upto 1976-77. The reduction in

overall average of milk yield during 1978-79 was due to the following
reasons:

(i) Labour unrest;—There was labour unrest in Western Com-
mand during 1977-78 in Military Farms, Ambala and Jvliun-
dur which had continued to affect upto 1978-79. 1t is a well
known fact that even a slight change in the caily routine of
the cattle management affects the perf ormapces. During the
strike period, the animals were not milked by the Gowallas
and the unskilled persens had to be engaged for milking of
animalc. This not only disturted the timings of milking as

also dislocated the schedule but of watering and feeding. The
peak cf the labour unrest was from July 77 to Nov, 77 which

is the breeding seascn of buffaloes in particular and cows in
general. This affected the heat cycle of animals and resulted
in larger number of not-in-calf animals during 1978 79 and
1979-80. Consequently there was recuction in numter of
animals in milk. This affected the overall milk production
very adversely.

(i) Reorganistion of buffalo hcrd :—With the implementation of
the policy of reduction in buffalo hcrd, small herds were
held at many farms. This posed breeding, rearing an¢ acd-
minjstrative problems. To solve these problems bufialo
herd was reorganised. Out ¢f 26 cattle Lolding farms at
present buffaloes are located in 5 farms only.  Tc achicve
the objective the buffaloeshad to bte transferrcd ficm ope farm
to another. This lead to change in agreclimatic conditiors
and also stress and Strain during the journcy pericé. The
buffaloes took time to rehabilitate at new staticrs. The
performances were adversely affected in 1676-75.

(iii) Decline infertility and increase in ihe percepage of diy cnimals:

—The dicclecation of the animals due te transfer and labeur
unrest affected the fertility of the herd. This resulted in
increase in the dry percentage and decrease in the number
of animals in milk resulting mto Jess overall average of the
milk production.

With improvement in labour relations and acclamatisaticn of
animals transferred to other places the overall average in 1979-80
improved and came to the level of 1977-78 . :

3.5. Asked what action had been taken to increase production of milk
in the Military Farms, the Ministry of Defence have stated:

“Military Farms are catering for the milk requirement of the troops
in the stations and their satellite towns. Due to change in locations
of the troops as a result of the 1947, 1962, 1965 and 1971 operations
and the strategic requirements for the future, majority of the troops
are now located in Northern, North Eastern and Rajasthan Sectors.
It has not been possible to establish new cattle holding farms in these
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strategic areas primarily due to non-availability of land and lack of
capital funds. After 1947, no new cattle holding farms have been
established. Only ad-hoc cattle holding farms at Panagarh, Pithora-
garh and cattle section at Srinagar on ad-hoc basis have been sanctioned.
The farms located in old cantonments maintain cattle to meet the milk
demand of the troops. It is only during the lean production period
when small quantity of milk is purchased to supplement the production.
At 26 stations where cattle holding farms are functioning they are
meeting 959, of requirement by their own production and purchase
only 59 of the requirement. In Eastern Sector we have a small- ad
hoc farm. We are producing only 3.31 lakh litres of milk and the re-
quirement of 69.60 lakh litres is met by purchases. In Northern
Command out of total requirement of 86.53 lakh litres we are pro-
ducing only 0.4 lakh litres. 959% milk requirement in these two
Commands is met by purchased milk.

The following actions have been taken to increase the milk pro-
duction:—

(a) Grouping of selected economical buffalo herd. This will
result in better management and breeding and higher milk
production. -

(b) Forward crossing of 5/8 cross bred cows. The milk produc-
tion increases with the incrcase of the exotic blood. The
5/8 cross bred cows contain 52 to 56° exotic blood. When
these will be forward crossed with exotic bulls, the progeny
will have 769, to 789 exotic blood. With the increase in
exotic breed upto 78 "/ “the milk potential of a cross bred cow
will increase. The progeny will start maturing in 1984-85
and the improvement will be visible after 1984-85.

(c) To increase the strength of cross bred cows by 1009, rearing
of female calves produced from exotic sire have been ordered.

(d) Technology of insemination with frozen semen has been

- introduced. This will allow the use of semen of high pedi-

gree bulls and will improve the genetic potential of the pro-
geny.

(e) Very detailed instructions in respect of cattle management
have been issued which-rover feeding, breeding, culling,
rearing and control of ¢ms Stas

Depending upon the availability sof fand, establishment of cattle
holding farms in Eastern Command is under active consideration of
the Governmcnt.”

3.6. The Committee desired to know how liaison was:maintained by

the Dircctorate of Military Farms with the National Dalry Development
Board and the State Governments in the matter of improving the breed of

cattle and augmenting milk production. The Ministry of Defence have
stated:

“A close liaison is maintained by the Dte. of Military Farms with
Civil Sector as under:

(a) By attending the seminars and workshops arranged by th:
National Dairy Development Board, the National Dairy
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Research Institute, Karnal, the Indian Council of Agricul-
tural Research and other. organisations connected with

dairying.
(b) Military Farms Officers are Members of various Committees
of ISI and ICAR.

(c) Participation in All India Cattle shows where MF Officers are
also Members of cattle judging team.

(d) By direct communication with various institutions in sharing
the experience in the field of dairying.

(e) Collaboration with National Institutes in progeny testing
programmes and semen exchange programme.

(f) By offering surplus male and female stock to State Animal
Husbandry Departments.

(g) By making the data available for study on various aspects of
modern organised dairy farming.”

(b) Capacity utilisation vis-a-vis demand satisfaction

3.7. The following table shows the total production of raw milk in the
Military farms and the quantity purchased from trade during each of the
years 1975-76 to 1980-81 :

10 (in kilolitres)
Year Home Purchased  Total
production from
trade
1975-76 . . . . . . . ... 22,983 21,758 44,739
1976;77 . . . . . . . . . 23,159 22,389 45,548
197778 . - . . . . . . . . 22,869 23,602 45,47 1
1978-79 . . . . . . . . . 20,728 23,471 44,199
1979-80 . . ) . : . . . . 21,194 23,753 44,947
198081 . . .. ... . . 20970 25331 45301
U T i

IR

3.8. An analysis of perdentage of satisfaction of the demand for fresh
milk to troops/hespitals during the’ years 1977-78 and 1978-79 given in the
Audit paragraph reveals that as against 42.29 and 40.6%, of the total de-
mand during 1977-78 and 1978-79 having been met through home produc-
tion, the demand met through local purchase was of the order of 57.89 in
1977-78 and 59.49, in 1978-79. This includes local purchase of milk even
in the cattle holding farms to the extent of 8.1%, in 1977-78 and 8.4% in
1978-79. It is thus seen that the cattle holding military farms are meeting
only 2/5th of the total milk demand.

3.9. During evidence the Committee, therefore, enquired about the
reasons for not being able to improve upon this situation.
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The representative of the Ministry of Defence stated:

“Military farms were set up many years ago, based on the
strength of troops at that time. Since then, the force level has in-
creased considerably. At present considerable forces are located
in Northern and Eastern India, where military farms do not exist.
Most of our military farms are located in Western, Central and
Southern Commands. In these areas (North and East) land is
not available for establishing new farms and therefore, bulk of the
mitk is purchased. By and large, in stations having  Military
Farms 80—85%;, and somewhere 909, milk is produced and given to
troops. We can possibly increase that. But in the flush season we
will have a surplus and an economic market is not available at that
time. Consequently, this variation is kept. Bulk purchasesare done in
those areas where the milite ry farms do not exist and it is not possible

" to open new farms. We have been trying to get land in Assam,
North Bengal etc., but uptil now we have nct succeeded. Similarly,
“land is notavailable in Jammu and Kashmir for this purpose.”

3.10. The Secretary, Ministry of Deferce added:

“I'said in the beginning that the existing farms are a legacy of the
past. No new farms except those three which I have mentioned have
been created after 1947. The deployment of troops has undergone

. a change in between. We have not taken a view that we should go
in for 100 per cent production of milk in the military farms. What
you say is quite right that if it can be done it should be done.. But
no group has yet gone into this question to decide whether we should
have 100 per cent market operations, which is one view, or we should
have 100 per cent production in the military farms. This question
has not been gone into.”

3.11. Referring to the impression given to a Study Group of the Pub-
lic Accounts Committee which has visited Military Farm, Meerut in Octo-
ber, 1981 that the Farm was operating 2t about 50 to 60 per cent of its
inst2lled capicity, the Committce enquired about the position regarding
the overall capacity utilisation in the Military Farms, how it could be in-
creased and what was the extent to which the Department was in a posi-
tion to meet the requirements of the Armed Forces within the present
resources. The Director, Military Farms stated:

“At Meerut, our production is related to the demand of the
loc:1 Station. If the demand is ‘X’, we produced normzlly that
much quantity only. Now, with the various operational require-
ments, the strength of ecch station is not constant. Therefore, we
keep that much stock norm-1ly which is sufficient to meet the require-
ments of the Station, during the winter months t6 the full extent and a
little short fa ki during the summer. In Meerut, due to varying require-
ments, we are at present only producing 50 to 60 per cent of the capa-
city which will be fully utilised. But there is scope to produce 40
to 50 per cent more in Meerut. In cattle farms where we have our
own accommodation, etc. we can increase 20 to 25 per cent., but
the question will come during the winter season, when we produce
extra milk and we cannot consume the same, there will be problems



8

But the point is unless we have a sufficient quantity of milk for our
requirements, it will be very uneconomical and it will not be cost-
effective to start higher production. That is the constraint. Other-
wise, we can increase 20 to 25 per cent for all the cattle holding farms.”

3.12: Regardirg feasibility of supplying milk to nearby areas and
cantonments which do not have their own farms, the Quarter Master
General, Ministry of Defence stated in evidence:

“We tried to supply milk to Roorkee, for instance. But the
~cost of transporting it poses a problem. The cost of transport in
open vehicles is fairly high. In summer months the milk gets spoiled.
Perforce we had to discontinue this arrangement. Sometimes
vou have breckdown of vehicles engaged in the work. All these
things create problems. So, we discontinued this practice.”

3.13. Another representative of the Ministry of Defence stated:

“We examined this possibility with regard to our Meerut
farm. 1In fact, one of the terms of the 1974 Study Group was to con-
sider the possibility of having centralised dairies at bigger stations
and supplying milk etc. to the nearby stations. In that connection,
the Meerut Complex was studied and the possibility of supplying
milk to Delhi, Roorkee and Dehra Dun as 21so to Hindon Air Force
Station was examined. This scheme was studied time and again,
but due to financial constraints, it could not see the light of day.”

3.14. To a question how the requirements of Delhi cantonment
were being met, the witness stated that they were purchasing milk from
the Dclhi Milk Scheme.

3.15. The Study Group of thc PAC which has visited Meerut were
also informed that a scheme for prepsring milk powder at a central loca-
tion from the surplus milk in the Military Farms had been submitted to
Government some years back but the proposal did not materialise. The
Committec wanted to know the reasons why the proposal could not be
accepted and whether any further efforts had been. made in this
direction. The Ministry of Defence have stated:

“Military Farm, Meerut has the capacity to accommodate
1600 heads of cattle whereas the anjmals presently held are only 487
due to limited demand of milk in the station. During 1974, the possi-
bility of setting up 2 milk powder plant at Military Farm Meerut
was considered and M/s. Larson & Tubro were approached to sub-
mit the estimates. Since the cost of the plant was approximately
Rs. 80 lakhs ex-works Bombay, the proposal could not be pursued
on account of colossal capital expenditure involved.

et

The total capacity to hold the animals in all the Military Farms
comes to 14000 heads of animals as against a total number of 7592
presently held.”

3.16. Asked during evidence whether Government would plan afresh
to go in for such a plant, the Defence Secretary deposed:

“Certainly.”
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3.17 The Committee desired to know the daily requirements of
liquid milk at major centres of consumption and other products like butter
and whole milk powder. The Committee also enquired whether with a
larger orginisation in these centres. Military Farms could also meet the
- requirements of families of civilians in Defence services. In a note, the
Ministry of Defence have stated:

“The major centres of consumption of milk and daily produce
are s under:

(a) Northern Command : Jammu

(b) Western Command ¢ Jullundur and Ambala

(c) Central Command : Meerut and Lucknow

(d) Southern Command : Bangalore, Pune and
Secunderabad

(e) Eastern Command : Tezpur/Missamari  and
Siliguri

*Statement showing daily present requirement of milk and milk products and the
anticipated requirement is given below

SI. Name of the Trade per day ' Anticipated trade if milk also
No. Centre/Farm supplied to Civilian employees -
Milk Butter Whole
Milk Mitk Butter Whole
powder milk
Tonnes powder
Litres Kg. Litres Keg. Tonnes
1. Jammu . . 7500 20 250 9000 40 250
2. Jullundur . . 3300 25 3 3500 30 3
3. Ambala . . 7500 25 7 9030 30 7
4. Meerut . . 3100 10 6 3500 15 6
5. Lucknow . . 4000 15 6 4500 20 6
6. Secunderabad . 6900 35 8 8000 40 8
7. Bangalore . . 6000 35 7 6500 35 7
8. Pune . . . 7100 65 10 8000 70 10
9. Tezpur/Missamari 2800 3 200 3500 5 200
10. Siliguri/Bengdubi 7500 15 250 9000 20 250
*Not Vetted in Audit.

Military Farms are in a position to meet the requirements of the
troops and the fumilies of the jawans and the officersand also the civilians in
the Defence Services at these stations provided the facilities as mentioned
against each farm are provided:

(2) MF Jammu—At present only a dairy -section is functioning.
Military Farm is supplying about 7500 litres of milk per day by
procuring it locally and processing it to the required specification.
MF jammu also supplies 20 eg. of butter daily. It is anticipated
that if the requirement of the families is also met the daily trade
will be 9000 litres of milk and 40 kg. of butter per day. The present
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‘amngemcnt of procurement through contractors is not consider-
ed satisfactory. The milk brought by the contractors is. from far
flungareas located in Punjahand Haryana. Faor the assured supply
of milk production under hygienic conditions, it is desirable to
have a cattle holding farm and to produce our own mifk. |
shall requxre to house about 1100 cattle with their followers - and

- shayl require 150 hectares of land. The appsoximete investment
of the capital willbe around Rs. 60lahhs including the cost of
land to be acquired. A scheme for establishment of cattleholdmg
farm at Jammu was submitted to the Govt. whlch is still under
considera tion.

(by Military Farms Jullunder, Ambala, Meerut and Lucknow—No
difficulty will be expericnced in meeting the full requirement.

. () MF Secunderabad—This farm at present is supplying 6900 litres
of milk and 35 Kg. of butter per day. If the requirements of the
familics are also included the daily frede will be about 8000 litres
of milk and 40 kg. of butter. About 400 more cattle will have to

" be inducted at this farm. The cost for the accommbdation will
be about Rs. 7.2 lakhs.

" (d) MF Bangatore—This farm is supplving ncar-cbout 5900 litres

‘of milk per day. If the requirement of families of civilians is also
included the daily trace will be 2bout 6500 litres of milk and
35 kg. of butter. 200 cattle will have to be inducted at this farm.
The capital requirement to provide accommodation to cattle
will be Rs. 3.6 lakhs.

(€) MF Pune—At present the Military Farm is supplying 7100 litres
of milk znd 65 kg. of butter. It is anticipated that if the require-
ment of civilizns employed in Defence is also met the farm will
have to produce about 8000 litres of milk and 70 kg. of butter.
The Kirkee/Pimpri/Manjri complex which are conveniently loca ted
can meet this requirement. The y~ung stock farm Manjri in that
cvent will have to be converted into a milk producing farm. No
capital expenditure will be required for cattle accommodation
but for the provision of irrigation a sum of Rs. 10 lakhs will
be required.

(f) Military Farms Tezpur/Missamari—The present trade is about
2800 litres of milk and ::bout three kg. of butter. If the require-
ment of families is also met the Military Furms will he ve to provide
3500 litres of milk and 5 kg. of butter per day. At present recon-
stituted milk prepzred out of skimmed milk powder/butter oil/
white butter/ghee is being issued. This milk is not liked by the
troops. This is a milk scarcity area and even the fresh cow/buff
milk is not available. To produce 3500 litres of milk und 5 kg.
of butter the farm will have to maiintain 450 cattle. 80 zcres of
Defence land is available at Missamzri. For the construction of
cattle and residentizl accommodation and provisioning of new
dairy building and Plant and Machinery a sum of about Rs. 40
lakhs is required.
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(g) Siliguri/Bengdubi—Siliguri/Bengdubi is main farm. Military Farm
Depots Damdim, Gangtpk, Hashimara, Kalimpong and Binaguri
are functioning under it. The present trade is about 7500 litres of
milk and 15 kg. of butter for the entire complex. If the require-
ment of families is also included the trade will be approximately
9000 litres of milk, and 20 Kg. butter daily. Siliguri is a milk
deficit area. Contracts for supply of milk were concluded with
HIMUL for Damdim, Hashimara, Kalimpong and Binaguri from
31 Oct.“81 to 30 Sep., 82. The milk scheme have backed out from
their contractual obligation under the plea that they have to
meet the demand of civil population. To maintain the supplies
reconstituted milk prepared out of skimmed Milk powder and
cream is being issued.

This is not considered a satisfactory arrangement. For
this production of 9000 litres milk 1000 Cross-breed cows are
required. Three hundred hectares of defence land is available.
A sum of Rs. 30 lakhs will be required. There is no cattle-holding
farm in this region. A scheme to have a pilot cattle farm of
80 cross-breed cows on ad hoc basis is under consideration with
Qovernment. The ad hoc farm will enable to study the produc-
tion and reproduction behaviour of the cross-breed cows. A
sum of Rs. 76000.00 will be required for the ad hoc farm.

- If the capital mentioned above against each and every farm is made
available the cattle holding farm can be established at Jammu, Tezpur
and Missamari complex and also self sufficiency can be achieved for milk
supply at Pune. As already brought out, the scheme for establishment
of MF Jammu already under consideration by the Govt. The scheme for
establishment of cattle-holding farm at Tezpur/Missamari complex is
under preparation.

The Army at present is procuring about 800 tonnes of skimmed milk
powder, 2700 tonnes whole milk powder »nd 350 tonnes of butter annuzlly.
We can produce about 1000 tonnes of SMP, 500 tonnes of butter or 1000
tonnes of whole milk powder and 125 tonnes of butter by establishing a
milk products factory at Meerut and maint-ining 4000 additions1 cross-
breed cows at Meerut, Agra, Beoreilly, Lucknow. Sitapur and Purk-zi.
The scheme will require a c2pita1 investment of 1.75 crores of rupees. Out
of this 1.4 crores will be required for provisioning of dairy ol"nt and mzchi-
nery, milk tonkers for the transportation of milk from these farms to Meerut.
The cost of production of resultant products is expected to be as under :

St T
Product : co peR:-g.
Butter . . . . . . ) . . . . . . 28
Whole Milk Powder . . ] ) ) . ; . . . 25
SMP (Skimmed Milk Powder) . . . . . . . . . 21

The current market price of these items is as under :
Price per kg.
Rs.

Prodcct
Butter . . . . . . . . . . 31 to 33
Whole milk powder . . . . . . . . . 30 to 35
SMP (Skimmed Milk Powder) . . . . . . . 23 to 26

28 LSS/81—2
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Taking the average saving of Rs. 2 per Kg. for butter and Rs. 3 per
kg. of milk powder the total saving will coms to Rs. 40 lakhs annually
and the entire investmant will bz recovered within a period of 5 years.

(c) Pricing of milk
(i) Rates for milk -supplied free to the troops—

3.18. Referring to the audit observation that the profit of the Military
Farms arises mainly from inflited rates charged for milk supplied free to
the troops. the Committee enquired whether the system of pricing had since

been reviewed. In a note furnished in July 1981, the Ministry of Defence
stated :

“We do not agree with the observations of the Comptroller
and Auditor General of India that the profit earned by Military Farms
arises miinly from inflited rates charged for milk supplied free to
the troops. The procedure for fixation of free issue and sale rates
of milk and milk products has been laid down in Army HQrs letter
No. 71812/Q/MF-3/Q!(A) dated 28 Dec., 1965. According to this
letter the sile rates are fixed on the basis of local milk scheme rates
of the equivalent quality of milk. At stations where Milk Schemes
do not function the basis is local market rate. The procedure fol-
lowed was arrived =t by prolonged and thread-bare deliberations
between the Army He-~dquarters, Controller Gener:l of Defence
Accounts, Director of Aundit, Defence Services. Under this system the
rates are fixed by a Station Board of Officers consisting of :--

(2) Presiding Officer - Lt. Col.

(b) Members (i) Rep. of Army Service Corps,
(i) Local Audit Officer,
(iii) Rep. of Military Farms.

These rates become applictble only after they are countersigned by
Station/Sub-Area Comminder. The msjor consumers of the free issue milk
are reprgsznted by the representative of Army Service Corps and the Station/
Sub-Area Comm-~nder. The Controller General of Defence Accounts is re-
presented by the Local Audit Officer. Except the representotive of Military
Farms all other m2mbers are themselves customers. To keep the interest of
the consumers in view, they verify the rates from the market thoroughly. At
the Station where milk schemz rates from the basis for fixation of rates the
farms are at a great disadvantage as all milk schemes are running under
heavy losses and are subsidised by the State Exchequer.

As regnrds the fixation of sale rates as per quality of the milk supplied,
it is a universal principle and is substantiated from the sale rates prevalent
in Delhi:--

(a) Sale rate of toned milk testing 39, BF and 8.5%;
SNF supplied by Delhi Milk Scheme Rs. 1.80 per
litre
(b) Sale rate of reconstituted Homogenised milk of

Mother Dairy testing 4.5% BF and 8.59, SNF Rs. 2.20 per
litre
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(c) Sale rate of cow milk supplied by Mother Dairy ~ Rs. 2.70 per lit.
(d) Sale rate of buff milk supplied by Mother Dairy Rs. 3.20 per lit.

Military Farms milk is of better qualiy. The rates are fixed keeping in
view of the quality of milk supplied by Military Farms. The System of pri-
cing has been reviewed and orders with regard to the revised procedure are
likely to be jssued soon.”"

In a further note on the subject, the Ministry have informed the Commi-
ttee that the revised procedure for the fixation of sale issue rates of milk and

dairy produce have since been issued...... The main features of the new
procedure are as under :—

(a) The standard rate of the blended milk which used to be worked out
at 7/10 per cent of the buff milk will now be worked out on the
cost of buff milk and the actual quantity of skimmed milk powder
used for the generation of blended milk.

(b) In case of any station registering abnormal increase in the market
rate of milk and other dairy products, rates over and above the limit
of 209, of the market rate of corresponding period of the previous
year will be fixed to protect the interest of State in respect of such
stations only and if the situation warrants, revision boards will be
held.

(c) The actual pasteurisation and delivery charges as per latest audited
figures will be levied. However, at the stations where the basis of
the fixation of sale rates are the milk scheme rates including the
pasteurisation and the delivery charges, no pasteurisation charges
will be levied. As regards the delivery charges, these will be the
actual audited figures less the expenditure on delivery incurred by
the milk schemes. However, at the stations where the milk schemes
do not furnish/maintain separate statistics of delivery charges,

actual delivery charges as per latest audited account will be
charged.

(d) As regards payment customers they need not pay the delivery
charges if the milk is collected from the Military Farms/Depots
itself and not delivered at their doors.

3.20 In reply to a further question, the Ministry have informed the

Committee that the matter had been under consideration since September,
1974.

3.21 Commenting further on the observations made in the Audit
Para that the free issue rates of milk fixed under the existing pricing policy
were high compared t o the cost of production and average purchase rates,
the Ministry of Defence have stated :

“It will be seen from the statement below that the profit (the differ-
ence between the issue rate and the cost of production/cost of procure-
ment including pasteurisation charges) varies from 5.8% to 8.2%.
While the actual percentage of profit that should be charged over and
above the cost can be the subject matter of rationalisation, whether profit
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should be charged at all particularly. ia respect of froe issues of troops,
is a matter of policy. If the Military Farms are expected to function
on commercial lines, it might not be quite correct to argue that
the issue rates of milk should be at actual cost incurred. The Director
of Military Farms would legitimately argue that but for the existence
of the Military Farms, Government would have incurred costs om the
froe issue of milk to troops at more or less the same level. Moreover,
the debit for the free issue of milk to troops as well as the.credit for the
sales by Military Farms of such milk are both reflected in the Defence
Services Estimates. It is not, as if, by fixing the sales rate of free

_ issues on the basis of market rate, a third party is being benefited. As
a policy, it is, threrefore, to be decided whether Military Farms should
be allowed to charge profit element in the prices for the free issue of
milk to troops or not. However, it is admitted that in the present pro-
cedure of fixation of sales rate, there is a subjective element (Station
Board procedure referred to above), which could be eliminated by
rationalisation of the procedure for fixing the sales rate, for example,
by laying down a definite percentage over the cost of production/cost
of procurement includiag pasteurisation charges. This will, however,
have to be limited to the free rates. Extension. of principle of fixed
percentage of profit over cost for payment issue rates will obviously
lead to mal-practices, particularly where the rates in the market are
higher than the rates at which milk is sold by Military Farms.”

*Statistics 1¢di ted to tyres of milk precuced/rurche:cd end cvert ge sale rate.

(Figures in lakh litres)

St ; Financial Years
No. 1o ofmik 1975776 197677 197778 197879
Rs. Rs. Rs. Rs.

1. Cow Mik
(a) Quantity produced . . . . 191.32 196.30 197.13 180.14
(b) Cost of Production. . . . . 1.72 1.69 1.84 1.91
(c) Quantity purchased . . . 56.33 60.17 69.52 73.52
(d) Average rate of purchase . . . 1.62 1.64 1.63 1.69

(e) Average sale rate including pasteuri-
sation and delivery at 22 paise per
litre . . . . . 2.37 2.38 2.41 2.48
2. Buff Mflk '
(a) Quantity produced . . . . 38.52 35.29 31.56 27.14
~ (b) Cost of Production . . . . 2.55 2.73 2.85 1.04
(¢) Quantity purchased . . . 161.22 163.54 166.51 161.19
(d) Average rate of purchase . . . 2.40 2.28 2.28 2.32
" (e) **Average sale rate . . . 2.37 2.38 2.41 2.48

(f) Average rate of purchased milk whea
brought on part with equivalent qua-
lity of farm prodwu??d mui‘lk. 7g;tter
fat of farm prod - milk is 72%, a8
compared 10.6.0%, of purchased milk 2.88 2.73 2.73 2.78

*Approx. 97% of purchased buff milk has been used for praparation of standard/blended
milk and only approx. 3% issued to payment customers.
. #*Not Vetted in Audit,




&5

. . 3.22 The Committee enqgirired About the average cost of production
of buffalo milk in the military farms and how it compared with the rates
charged by the Government Milk Schemes/private traders at the respective
places. The information furnished by the Ministry of Defence is given below:

*‘No milk scheme supplies buff milk to its customers at stations where
Muilitary Farms produce buff milk. To our knowledge mo milk scheme
1s supplying buff milk except the Mother Dairy in Delli which selis full
cream milk to its customers. It is understood that the Mother Dairy
has also stopped selling of full cream buff milk for the last three mronths.
Therefore, comparison of the ¢ost of production of buff mitk and sale
rates of milk schemes cannot be made. As regards private traders the
milk is a cammodity where aduiteration is very rampan by the private
traders. Moreover, there are various grades of buffato milk which are
sold in the market. In view of the above, we can only furnish the
figures of the cost of production and the market rate of the buff milk

as ascertained by the Board of Officers which works out as under for the
year 1979-80 :

Sl Name of Military Farm Produc- Average Rate Aveﬁ&e Rate
No. where buff milk produced tioncost BF test charged BFtest calcula-
by Military Farms of buff  home by pri- ted for
milk per produced vate farm
litre buff traders quality
milk per lit. milk
of buff
milk
Rs. % Rs. % Rs.
1. Deolali . . . . .64 6.9 3.25 6.0 3.74
2. Pimpri/Kirkee . . . 5.32 6.2 2.65 6.0 2.74
3. Belgaum . . . . 2.35 7.0 N.A. — —
4. Secunderabad . . . 2.87 6.8 3.00 6.0 3.0
5. Panagar . . . . 372 6.8 2.80 6.0 3.17
6. Ambala . . . . 3.52 6.5 2.50 6.0 2.71
7. Firozpur . . . . 2.77 6.5 2.05 6.0 2.22
8. Jabalpur . . . . 3.27 7.3 2.80 6.0 3.41
9. Lucknow . . . . 2.67 6.6 2.54 6.0 2.79

(it) Subsidy on issue of milk to paying consumers

3.23 The quantity of milk issued to the customers on payment, the cost
realised and the subsidy adjusted as credit in trading account during the last
three years as furnished by the Ministry of Defence is given below :

1977-78  1978-79  1979-80
Rs.

Rs. Rs.
(a) Milk issued to payment customers . . . 31,8),172 23,60,605 24,783,133
(b) Cost realised Rs. . . . . . 73,31,560 70,72,793 61,66,730
() Subsidy adjusted as eredit in trading Accounts ., . 662,620 5,36323 401,693

From the above it will be observed that amount of subsidy has reduced
progressively and over a period of three years it has declined by 409;.

|
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3.24 The Committee enquired about the reasons for fixing low pay-
ment issue rates of buffalo milk in some of the areas. In a note, the Ministry
have stated : |

“It cannot be categorically said that the loss on payment issues.
is due to fixation of low payment issue rates of buffalo milk in some of
the areas. There have been losses also on the sale of cow milk to
payment customers at certain farms. The losses are due to less rea-
lisation by sale of buffalo-cow milk to payment customers than the
cost of production of milk. The sale rates at-Military Farms are fixed
by a Station Board of Officers on the basis of the milk scheme rate or
the local market rate prevalent at the Stations. Subsidy to payment
customers is not a unique phenomenon in Military Farms. Subsidy
to payment customers is given by all the State run milk schemes and
they lose heavily on the sale of milk. National Commission on Agri-
culture in para 29.3.72 have observed that ‘in case of milk schemes,
sponsored by the Government, the consumers’ price is mostly admi-
nistered so that it is kept as low as possible and is often much lower
than the prevailing market price. As a result, it is difficult to pay
remunerative price to the producers and thereby induce more produ-
ction and procurement. As the Government milk schemes suffer finan-
cial loss, the deficits are met from the State exchequer. The loss in
case of Government milk schemes is running in some cases to Rs. 2 to
Rs. 3 crores per annum.” The Delhi Milk Scheme during the year
1979-80 suffered at loss of Rs. 1.5 crores. However, in the previous
year the loss was about Rs. 8 crores.

It will be noticed from the figures given by the Comptroller and
Auditor General of India that the quantity of milk issued to payment
customers has been gradually declining, and the amount of subsidy
adjusted as credit has also come down during the last 4 years. In
1975-76, 4048 kilo litres of milk was issued and the Military Farms
adjusted Rs. 8.51 lakhs as subsidy to payment customers. In 1978-79,
2960 kilo litres of milk was issued to payment customers and only
Rs. 5.31 lakhs were adjusted as subisidy.”

3.25 The Committee enquired whether Government had examined the
question of revising these rates so as to cover the cost of production. In
reply, the Ministry have stated:

“The basis of the fixation of sale issue rates as has been brought
out earlier.......... is the Government milk scheme rates or the local
market rate. Cost of prcduction is not the basis. Therefore, the
question of recovery of the cost of production from the consumers does
not arise.”
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(iii)" Losses on account of issue of butter

3.26 Explaining the reasons for losses on account of issue of butter, the
Ministry have stated :

“The reason for losses on account of sale of butter is its high cost of
production. This cost of production has not been realistically worked
out.......... Butter is a by product when separation of milk is una-
voidable for feeding to calves. The butter is not an item of ration to
troops, but finds its place in the scale of hospital diet. As such Mili-

tary Farms do not manufacture butter for sale to the payment cus-
tomers.

Military Farms meet the milk ration requirement of troops by
issue of cow milk, standard milk and blended milk. As a commercial
organisation and also to minimise the expenditure on meeting the milk
requirement of the troops, Military Farms have to choose the type of
milk which is least costly to the State and is profitable. With the
continuous rise in price of skimmed milk powder it has been found
that the issue of standard milk is more economical as compared with the
blended milk. In preparation of the standard milk some quantity of
buff milk has to be separated and the separated milk so obtained
is added to the remaining buff milk to bring it to the laid down speci-
fication of 3.7°, butter fat. The cream so obtained after separation
of buff milk has to be converted into butter.

In hospital diet only cows and standard milk are provided. Where
cows milk is not available, standard milk has to be prepared and issued.
The reason for higher cost of production of butter is that erroneously
the cost of fresh skimmed milk has been fixed low by DDsMF Comma-
nds. This is evident from the table given below:

Table showing purchase cost and the cost fixed by DDsMF Commands
Jor separated milk produced by Farms per litre

1975-76

1976-77 1977-78 1978-79
Rs. Rs. Rs. Rs.
FPurchase cost . . . . . . 0.89 1.0l 0.95 0.96
C ost of farm produced separated milk . 0.76 0.86 0.85 0.87

It will be observed that on an average the cost fixed by the sepa-
rated milk produced by farms is 10 paise less than the purchase cost
of the separated milk. This has led to the higher cost of production of
cream and consequent rise in the cost of production of butter. The
sale of butter should not be studied in isolation. It is a by product of
the seperation of milk required for feeding to the calves and also for
the preparation of standard milk. If the whole operation of prepa-
1aticn of sterdard milk and butter and its sale is taken as one, it
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results into the savings to the State. This can be seen from the follo-
wing table :

Saving to the State by issue of standard milk in place of blended milk and
dispasal of the fat as butter

Year Sale of Costof Costof Saving Lossin  Net sav-
standard produc- produc- dueto sale of ings in
milk in  tion of tion of sale of butter in lakhs
lakh standard blended standard lakhs Rs.

. litres milk per milk per milk in (5—6)
litre litre lieu of
blended
milk in
lakh Rs.
2x (4—3)

1 2 3 4 5 6 7
1975-76 . . . 72.35 1.84 2.09 18.09 10.68 7.42
1976-77 . . . 94.69 1.37 2.10 21.78 8.15 13.63
1977-718 . . . .82.82 1.87 2.09 18.22 7.47 10.75
1978-79 . . . 168.53 1.93 2.13 33.70 6.01 27.69

Instructions have been issued to DDsMF Commands to fix the
rate of separated milk realistically and on the basis of market rate.”

3.27 In order to reduce losses, the Army Headquarters had issued instru-
ctions in January, 1977 to restrict payment issues of butter. In reply to a
question why such instructions were not issued earlier than January, 1977
although the Military Farms were incurring losses in trading in butter for
the last many years, the Ministry of Defence have stated :

“There is saving to the State in issue of standard milk and the
sale of butter when clubbed together. Therefore, it was not conside-
red necessary to issue orders for restricting the sale of butter. What-
ever quantity of butter is prepared as a result of the separation of milk
for feeding to calves and for the preparation of standard milk for
Military Hospital, has to be disposed off. Instructions to restrict the
sale of butter were issued to put a stop to the sale of butter at stations
where it was not a by product of the separation of milk for feeding to
calves or preparation of standard milk.”

3.28 To a question. Why sale rates were fixed less than the cost of pro-
duction of butter and what action had been taken to reduce losses on this
account, the Ministry of Defence have replied:

“The cost of production has no relevance to the fixation of sale
rates of milk, cream and butter........ There are no losses if the
preparation of the standard milk and the sale of butter are taken as
one operation. This has been illustrated m table given above in Para
3.26. The whole procedure for the fixation of sale rates is under
review and is in the final stages. 1t has been proposed that the sale
rates of cream, butter and ghee will be the same as the sale rate of local
milk scheme/cooperative dairy/sale rate of the products supplied by the
standard firms.”
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3.29 As military farms are stated to be a commercial organisation, the
Committee wanted to know what machinery existed within the organisation
$0 monitor the working of various farms and to ensure that full recoveries
were made from the consumers of the farms products. In reply the Ministry
of Defence have stated:

“As brought out earlier, the basis of fixation of sale issue rates of
- milk and its products is the local milk scheme rate. At stations where
local milk schemes do not function, the basis is the local market rate.
These local milk rates are ascertained by a Board of Officers as per
procedure laid down in Army Hqrs. letter No. A/71812/Q/MF-3/Q1(A)
dated 28 Dec., 65. The milk schemes are invariably running in losses
i.e. their sale rates are fixed much lower than the cost of production
and also the local market rates. When these rates form the basis of the
fixation of sale issue rates at Military Farms, the Military Farms are
at a disadvantage and this situation at some places leads to losses.
The consumers are charged the rate fixed by the Station Board of
Officers.

The profit and loss of the farms as well as the cost of production
of milk and its products is worked out annually. The sale rates of
these items are fixed in advance every six months by Station Board of
Officers and Military Farms have no say. Therefore, it is not possi-
ble to make full recoveries from the consumers as per cost of produ-
ction. The commercial undertakings both in private and public
sectors do not earn profit on each and every item they produce. There
may be certain items on which even the private enterprises may lose.
The financial viability of an undertaking has to be judged by the over-
all profit and loss. Therefore, that the Military Farms have incurred
losses in sale of butter, this may not be taken as a reflection of their
efficiency. Further, the sale of butter should not be studied in isola-
tion. It is a by-product of the separation of milk required for feeding
to the calves and also for the preparation of milk. If the whole ope-
ration of preparation of standard milk and butter and its sale is taken
as one, it results into saving to State.”

3.30 Asked why in case of butter, the principle of fixing the sale rate on
the basis of sale rate of local milk scheme/local market rate was not being
followed, the Ministry of Defence clarified :

“The Board of Officers while recommending the sale rates ascer-
tain the local market rate or the milk scheme rate independently. In
the market butter of various grades is being 'sold. Therefore, it can not
be stated that sale rates fixed by the Board of Officers are not as per
the local market rate. However, as brought out earlier, the Board is
constituted mainly of the consumers and therefore, it cannot be abso-
lutely ruled out that they do not keep their interest in view while
fixing the sale rates. However, detailed instructions regarding fixation
of sale rates of cream, butter and ghee are being issued shortly.”

3.31 The Expert Accounting Committee for Military Farms in its
Report (November, 1962) had observed as follows :

“The Committee has gone into the problem of price structure
of dairy produce, and is of definite opinion that the practice of fixing
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of sale rates for free issues of milk has outlived its utility. No well-
defined formula or procedure can be laid down for rational fixation
of sale rates. The principle followed in pre-war preriod for fixing
sale rates at levels that would just cover the working expenses, was
understandable to some extent. But subsequently, this point was
lost sight of. During the post-partition period the high sale rates of
blended milk gave an unrealistic and wrong picture regarding the
working efficiency of the Military Farms. Although the farms were
making huge profits, no relief was given to the consumers in the shape
of reduced rates. The cost of production of pure milk at the Military
Farms was very high and out of all proportion to the local market
rates. The Military Farms used the whole milk for production of
reconstituted or blended milk through mixture of SH powder and
water, whose cost was 40 9} less than the whole or purc milk. How-
ever, the sale rates adopted for pricing issues of the blended milk were
much higher thin even the loczl market rates for pure/whole milk.
In some cases, thc whole buff milk was just purchased from the
local market and issued to troops after blending ; reducing its cost by
407;. The issues were, however, priced at pre-determined rates,
which were generally higher than the local market rates of pure/whole
milk. It can, therefore, be concluded that the profits shown by the
Military Farms were mainly due to the issue of blended milk......

The main purpose of fixing sale rates of dairy produce and pro-
form1 profitand loss accounts are to evaluate the working efficiency of
the Military Farms. As already explained, the rates arbitrarily fixed
on high side without close relation to market rate can inflate the profits.
They are, therefore, hardly the correct criteria for assessment of the
efficiency of the Military Farms.”

3.32 The Expert Accounting Committee, therefore, recommended
that the present system of fixing arbitrary sale rates of dairy produce for
free issue should bz abolished. The efficiency of the farms should be jud-
ged from the cost of production of milk and to this end a system of cost
production accounting should be adopted.

3.33 The Study Group on streamlining of Military Farms set up had
in its report (December 1978) observed inter alia :

“Though treated as ‘Quasi Commercial’ Organisation for the
purposes of accounting and profitability, Military Farms are essentially
a Service Organisation’ meant to conduct a specific role for the Defence
Services. The Commercial aspect thus could not be termed even a
secondary objective of the Military Farms, the primary being of an
‘““Essential Service’. The fixation of sale rates has come under ad-
verse criticism of both administrative and audit authorities.

The present system for preparation of aceounts and the concept
of ‘Quasi-commercial’ concern has given rise to elaborate system of
accounts with stress on profitability. The system of accounts is
very cumbersome. The stress on profitability has in turn given rise
to unrealistic fixation of sale rates of milk and other products. In
addition, credit on account of interest on Government Account ‘C’
(remittances for farms on sale proceeds during the year) is also taken
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into account to prop up the profit though a minor amount on account
of interest on capital provided by Government (Account ‘A’) is set
off against this. During the last two years i.e. 1976-77 and 1977-78,
against a net profit of Rs. 144 .43 lakhs and Rs. 150.40 lakhs, a sum
of Rs. 81.88 lakhs and Rs. 93.80 lakhs respectively are on account
-of interest of remittances by Military Farms.

The fixation of §ale rates .has no relation to the actual cost of pro-
duction as the same is done with a view to showing profits in the farms
as also to cover the losses of other sections.

It may be seen from the above that the profits are accumulated by
taking credit in the accounts on account 6f interest on Govt. Account
‘C’ as also by fixation of free issues rates on unrealistic basis. The
net effect of all this is that while the Defence Services are over-charged
by fixation of free issues rates at higher rates and charging on Gouvt.

ccount ‘C’. the net profit is also debited to the Defence Budget
...... If the suggestion to issue milk to the Defence Services at the
production cost is accepted, the present system of accounting can
also be simplified resulting in saving in manpower and obtaining a
truer picture............ The RVC Reorganisation Committee
1958 and Expert Accounts Committec 1962 have also recommended
dissolution of ‘free issue rates’. The recommendations did not find
favour with DFA(Q) as he thought that cost consciousness of the
Military Farms as production oriented unit will be lost sight of and
the production cost will increase. The Study Team does not share
these views of the DFA(Q). In any case with the winding up of many
cattle holding farms as projected, as also the recommendations to
review their existence, if found uneconomical and inefficient, is a subs-

tantial argument for scrubbing and substituting the present system
of accounting.”

(d) Financial Results of working

3.34 Referring to the Audit observations that bulk of the net profit
shown by the Military Farms is on account of interest receipts and that the
increasc in the net profit inclusive of interest (Rs. 13.10 lakhs) over these
four years was due to increase in interest receipts (Rs. 39.70 lakhs), the
Committee enquired what steps were being taken to improve the working

results of the Military Farms. The Ministry of Defence have in reply
stated as follows :

“It is not correct that the net profit is due to the interest receipts
only. The Comptroller and Auditor General of India while assessing
the profit has taken into account the interest earned by the Military
Farms in banking account but have ignored the interest which Mili-
tary Farms paid on fixed assets. The factual position is as under :
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197576  1976-77 1977-78  1978-79 1979-80*
(Rs. in lakhs)

® Gowt. capital at close of the
year . . . . 990.97 1006.73 1025.12 991.60 1048.62

(ii) Fixed assets . . . 664.83 714.05 769.94 784.81 779.72

(iii)) Net profit inclusive of in-
terest on Govt. banking
Alc. less interest paid by
Military Farms on fixed

assets 126.64 144.43 150.43 165.74 160.11
(iv) Interest paid by Military
Farms on fixed assets . - 26.16 30.44 33.16 36.38 36.75

(v) Net profit inclusive of in-
terest received on Gouwt.
banking Ajc. plus interest
paid by Military Farms on

Govt. capital Account . 152.80 N4.87 183.59 202.12 196.86
(vi) Interest earned on' Govt.
banking Account . . 69.83 81.80 93.80 109.53 128.62

*Not vetted in Audit.

The above table shows that the real increase in profits earned by Mili-
tary Farms over a period of 4 years i.e. 1975-76 to 1978-79 is Rs. 49.32
lakhs against the increase in interest earned on Govt. banking
ascount amounting to Rs. 39.70 lakhs. The Military Farms paid
Rs. 10.22 lakhs more interest on fixed assets over a period of 4 years.”

3.36 It is seen from the Appropriation Accounts 1979-80 that out of
profit of Rs. 165.74 lakhs during 1978-79, Rs. 109.53 lakhs (66.10 per cent)
represent credit on account of interest charged on Government Account
‘C’. Out of the net profit of Rs. 160.11 lakhs during the year 1979-80,
Rs. 128.62 lakhs (80.33 per cent) represent credit on account of interest
charged on Government Account ‘C’. The credit of interest on Govern-
ment Account ‘C’ increased during 1979-80 by Rs. 19.09 lakhs (Rs. 128.62
Takhs—Rs. 109.53 lakhs) as compared to the preceding year, while the net
profit during that year has gone down by Rs. 5.63 lakhs, which is indicative
of the fact that the farms had continued to suffer more loss during that year.

The Secretary, Ministry of Defence had the following to state in this
regard during evidence

“T would just like to mention two things. In paragraph 2.3 of
the Audit Para, Working results have been indicated. There it has
been shown that the net profit excluding interest for the year 1978-79
was Rs..56.21 lakhs. If you see paragraph 4 of page 109, this is sub-
sidy on issue of milk to buying consumers. It is only 5 paise or 10
paise subsidy that is given. There, the figure given for the year 1978-79 ™
is only Rs. 5.36 lakhs. If one were to deduct this amount, still there
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would be a net profit of about Rs. 50 lakhs. Supposing we are fol-
lowing full commercial accounts, if we had held the money in the
bank, we would have earned interest. This is the accounting system
which has been set up. Even taking into account, the interest, there
is still a net profit.” There is an accounting system which has been
laid down, and this goes back to 1965. There was an Accounting
Committee to look into what the system should be. Instructions
were issued. The system continues even now. Of course, difference
of opinion can be there as to what should be the best method of ac-
counting, what should be adopted. Whether it is to be treated as
service organisation or commercial or quasi-commercial organisa-
tion. There are two types—one where the cattle is kept within the
farms, another where milk is purchased from outside. The price is
determined by local committees, within the parameters of their opera-
tions. Even if you eliminate the interest part, there is a profit
element as thrown up in the accounts regarding the operation of the
whole scheme. There can be difference of opinion ®n method of
accounting.”

3.28 In a further note explaining the accounting system followed by
the Military farms and how it differed from the normal pattern of
commercial accounting, the Ministry of Defence have stated :

“Military Farms are functioning as quasi-commercial organisa-
tion. While working out the cost of production of milk all direct
and indirect expenditures are accounted for. The indirect expendi-
ture includes the overhead charges at Army HQrs, Command HQrs,
Military Veterinary Hospital charges, the Audit charges, Military
Farms School & Research Centre and the superannuation charges
of the staff. The accounting system in Military Farms differs from
the normal pattern of commercial accounting in that whereas the com-
mercial organisation meets their requirement of stores and other ser-
vices from the open market on a competitive basis so as to ensure that
the funds of the organisation are put to the optimum possible use to
achieve greater efficiency and maximum profits, in the case of Military
Farms, all stores and services have to be procured through Govt.
agencies irrespective of any consideration of economy and market
rates. Military Farms although a commercial organisation are meant
to only cater for the requirements of troops which in itself is fluctua-
ting due to operational requirement, move of troops and exercises—
thereby it is not able to fully exploit its resources. Whereas all the
norms and controls applicable to commercial organisations are imposed
on Military Farms organisation, yet the flexibility and functioning
which is applicable to the commercial organisation is not available
to the Military Farms. In commercial organisation the rates of the
finished products are fixed by the producers, keeping in view the
market whereas in case of Military Farms the sale rates of milk and
other dairy produce are fixed by the consumers on the basis of the
local milk scheme rates or the market rates. The milk schemes, there-
fore, invariably run in loss and their losses are borne by States.

. The Cdmmercial system of accounting in Military Farms was
introduced with effect from 1 April, 1912. This provided for the
maintenance of collective accounts of all sections of the Military
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~Farms in the general heads of the expenditure and receipts. Only
one statement of trading and profit and loss account for the farms as
a whole was prepared at the close of the year. The Expert Accounting
Committee recommended the maintenance of separate trading account
for all the sections of the Military Farms namely cultivation, fodder,
cattleyard, and dairy. This system was introduced to judge the work-
Ing efficiency of every section and also to work out the cost of produc-
tion of green fodder, dry fodder, milk and pasteurisation respectively
to enable the administration to analyse the working of the different
sections and to streamline their functioning, if required. The Expert
Accounting Committee also recommended that interest on Govt.
Capital Account ‘A’ and Govt. Banking Account (Govt. Account ‘C’)
should not be charged. These recommendations were accepted by
the Govt. However, the Comptroller and Auditor General did not
favour the abolition of charges of interest on Govt. Capital Account
‘A’ and Govt. Banking Account (Govt. Account ‘C’). '

In this respect the extract from note 94 from the DADS recorded
on file No. A./06696/Q/MF-3 is reproduced below: '

“The question of not charging interest on Govt Account ‘A’
and ‘C’ and its exclusion altogether from the proforma accounts
of Military Farms was referred to the Comptroller and Auditor
General for his approval. The Comptroller and Auditor General
has remarked that the decision not to charge interest on Capital
in the proforma account would appear to be a deviation from the
usual procedure followed by other Departments, preparing the
proforma accounts of Commercial Undertakings. He has also
observed that the fact that the interest is not being adjusted in
the accounts but is being done on proforma would not justify
its exclusion altogether from the proforma accounts.”

The preparation of separate trading accounts of all the sections
has since been introduced and the cost of production of green fodder
and dry fodder and milk and all types of pasteurised milk supplied by
Military Farms is now worked out.

Govt. Banking Accounts shows all the day-to-day expenditure
and receipts. The revenue expenditure is entered on the credit side
and all the remittances in the treasury in the shape of cash, book trans-
fer receipts excluding the amount of capital transfer are shown on the
debit side. In other words, this account depicts the total indebtedness
to the Govt. and vice-versa in current revenue banking account. In
case there is credit balance the farms pay interest to the Govt. and if
there is debit balance the Military Farms earn interest.

Military Farms are maintaining only proforma account. All the
cash receipts are debited to the treasury and no separate account is
kept in the bank. All the interest receipts and the payments are cal-
culated on proferma basis.”

3.39 The Audit para has further pointed out that a major portion
of the net profit during the years 1976-77 to 1978-79 was being obtained from
farm depots which were purchasing and supplying milk. Of the total profit
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earned by the Dairy section amounting to Rs. 127.19 lakhs in 1976-77 ,Rs.
132.59 lakhs in 1977-78 and Rs. 135.28 lakhs in 1978-79, the non-cattle
holding farms accounted for a profit of Rs. 84.19 lakhs, Rs. 94.54 lakhs
and Rs. 64.57 lakhs respectively. In a note on the subject, the Ministry
of Defence have stated as follows:

“The working of cattle-holding farms is quite different as com-
pared with non-cattle holding farms. Whereas the former is a pro-
duction unit involving heavy investment of Capital on land, buildings,
livestock, tube-wells, tractors and implements for the production of
milk, the latter is only a dairy section dealing with processing and dis-
tribution of milk. During 1978-79, cattle holding farms paid
Rs. 27 .12 lakhs as interest on Govt. Capital Account and received Rs.
52.41 lakhs as interest on Govt. banking account. The non-cattle
holding farms paid Rs. 7.33 lakhs as interest on Govt. Account ‘A’
and received Rs. 56.19 lakhs as interest on Govt. banking account.
It will thus be observed that during 1978-79 cattle holding farms earned
a net interest of Rs. 25 lakhs as against Rs. 49 lakhs earned by non-
cattle holding farms. Cattle-holding farms being a production unit,
the total expenditure on establishment was Rs. 190.33 lakhs against
Rs. 63.21 lakhs on non-cattie holding farms. It will thus be observed
that increase in profits earned by non-cattle holding farms is due to
less expenditure on payment of interest on Govt. capital account and
establishment/wages.”

3 40 The balance sheet of the military farms as contained in the Ap-
propriation Accounts of the Defence Services for the year 1979-8) indicates
that net value of fixed assets was Rs. 7.79 crores out of wtich livestock was
valued at Rs. 2.21 crores and land, buildings and machinery were valued at
Rs. 5.58 crores. Besides, stock/stores in hand amounted to Rs. 3 crores.
The Committee pointed out during evidence that the infrastructure appeared
to be much mere heavy then what was warranted. The Committee enquired
whether any comparative study had been made about the accounting system
follcwed by the Military Farms vis-a-vis the system adopted by the Amul
Dairy. The Secrectary, Ministry of Defence stated :

“No comparative study has been made about the method adopted
by the Military farms and how it comperes with the method adopted
by the Anand people. The two systems are entircly different.
Th:y have got a fragmented system and we have got an integrated
system. Their operation is  distributed over a large number of
people where the costs are lower. As far as the military farms are
concerned, there is a vertical integrated sysiein. Evervthing telongs
to the military farm. There is a cost cf investment, there is 3 cost
of supervision, a cost of maintenance, etc. It is more than the cost
incurred by the Anand people, under a cooperative method.”

3.41 Asked to state whether the pattern of vertical integration was not
more onerous and cumbersome, the Additional Financial Adviser stated that
the infrastructure was necessary. The Secretary, Mnistry of Defence adced:

“Sir, the present infra-structure can support much larger numter of
cattle but there are limjtations. We do not need so many cattle at the
particular stations.”
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- .3.42.  Asked whether attempt had ever been made to achieve economigs
of scale, the Defence Secretary stated that he had not studied the whole
pattern and added : ‘

“As I said the pattern of accounting is the normal commercial
pattern of accounting. My submission is that with this level of assets
you can certainly support a much larger programme. This is just a
p‘ima facie opinion”. '

3.43 The Committee enquired whether any cost benefit study had
been made by the QMG’s Branch or the Ministry of Defence with regard to
theliwc?rking of the Military Farms. The Secretary, Ministry of Defence
replied:

“My submission about this question will be that what is really
needed is to look into the welfare aspects, manageent aspects as well
as accounting system. Because, with the present accounting system
it will be useful to have a management study as suggested by the Hon.
Member. A view will have to be taken what kind of accounting system
should be followed. There are, as I said, so many differences of opinion
on the subject. Everybody has a different view on this. It is time
that somebody went into this.”

3.44 Inreply to a further question whether any study had been made in
respect of the product-mix so as to make these farms economically more
sound and viable, the Secretary, Ministry of Defence stated:

“These aspects have not been gone into.......... In respect of
product-mix they have gone into it in some other areas. Some effort
has been made to optimise the production in terms of crop pattern
but certzinly not in terms of cost effectiveness which you mean.”

3.45 In a further note* on the subject, the Ministry of Defence have
stated :

“No forma! cost benefit study has been ordered and carried out.
However, the Military Farms Directorate which carried out a cost
benefit analysis of the economics of the milk production at 12 cattle-
holdings farms, recommended for closure by the Study Group in 1978.
Military Farms Directorate came to the conclusion that the Govern-
ment will have to spend Rs. 5} lakhs extra if the milk was procured
from the milk schemes afier closing cattle farms.”

(e) Contribution of Military Farms

3.46 The Committee enquired in what manner the Military Farms
had contributed to the cattle management programmes undertaken in the
Civil Sector vis-g-vis similar programme undertaken by the Amul Dairy.
In a written note, the Ministry of Defence have stated :

“Military Farms is the only organisation in the country who have
the experience of over 10 decades in modern dairy cattle management,
Fz1l out of our experience in cattle mangement have led to adopiion
of improved dairy praciices by leading institutions and cattle breeders

*Not vetted in Audit.
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in the country. Our functioning paved the way for establishment of

- National Dairy Research Inst«tute in India and Anand Dairy, and led
to the creation of the post of imperial dairy expert in India. The first
incumbent of this post was Mr. William Smith of Military Farms
(Asstt. Director of Military Dairy, Southern Sector, Poona from 1909-
21) who guided work relating to dairy industry in the country from 1921
to 1932. Both National Dairy Research Institute complexes at Bang-
lore and Karnal are erswthile Military Farms handed over to civil for
starting these premier National Institutions in 1923. Similarly, Vety.
College Mathura has been an erstwhile farm.

Age of maturity of our animals is the lowest recorded. Military
Farms have thus paved the way towards improvement in this direction.
Queries are made from us on this subject and management practices
adopted by us in this direction are being incorporated in the national
programme.

Military Farms adopted a very selective breeding policy. The
aim was to combine merits of exotic breeds with those of indigenous
breeds. The bulls with a very bigh potential were associated in our
breeding programmes. As a result of this, lactation yield of cross-
bred cows has shown significant improvement i.e. as against 2376
litres in 1970-71 we have now achieved a level of 3485 litres in 1979-
80. In many countries where dairy development had made significant
progress such as Denmark, United Kingdom, New Zealand and
U.S.A. the average annual milk production per cow is 3000 to 4000
litres/Kgs. Military Farms can be justly proud to match leading
countries in this regard.

As against this, the national average annual milk yield per cow
is only of theorder of 157 kg. (reproduced from the report of the
National Commission on Agriculture 1976—para 28.1.4 at page 2,
Vol. 7)

Military Farms have contributed substantially towards creating
general awareness of the tremendous potential that cross-bred cows
have. By participating in All India Livestock Shows, the farmers
have had access to information pertaining to Military Farms and have
a close look at our prized animals. At practically all annual livestock
shows, organised by the Ministry of Agr. and Irrigation, our cows
have bagged the coveted price of ‘highest milk yielder’ of
the show. Subscquent to the livestock shows, we receive numerous
queries from enterprising farmers seeking advice on as to how better
results can be achieved.

‘Military Farms have contributed towards preserving superior germ
plasm of indigenous milch breeds. A nucleus of sahiwal breed is
maintained at Military Farm Meerut. Male calves produced are being
utilised in the national progeny testing programmes for improvement
of genetic potential of this breed.

Military Farms have provided an ideal training ground for various
research scholars and breeders. Based on the authentic data maintained
at Military Farms, 72 scholars have obtained their Post Garduate/
Dociorate Degrees in last 7 years. The thesis submitted by these

28 LSS/81—3
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scholars have greatly helped in formulating the national policies with
-regard to cattle breeding and management programmes. All Farms
. are regularly running short courses for Service Personnel due for
. release from the Service.

Military Farms are also manning tcchnical training programme at
Gorkha Rehabilitation Training Unit, Raiwala. Tlese ex-servicemen
aré contributing towards adopting improved dairy practices in their

_ respective areas after their retirement.” o

. 3.47 Asked how the milk performance of cows and buffaloes main-
tained by the Military Farms compared with the performances of the animals
of the Amul Dairy, the Ministry of Defence have stated :

_ “Amul Dairy is a federation formed by various Cooperative Socie-
ties of farmers in Gujarat. It is primarily a milk producers’ cooperit-
tive. Each farmer has a few head< of cattle and no authentic data is
centrally available as can be the case with institutionalised farms. Every
farmer is @t liberty to adopt his own minagemeait practices asconve-
ninent to him. Certain inputs in terms of feed, vet. coverand market-
ing of the produce are centrally provided. It is, therefore, not possi-
ble to draw comparison in respect of Military Farms vis-a-vis the Amul
Dairy. It may not be outof place to mention that the farmers in
Gujarat are primarily rearing buff and not XB cows.

, -The question of ccmparing the performence” of Military Farm
' animals with those of Amul Dairv does not arise. However Military
Farm animals have not only been leading in milk yields in the country
but their yields compare very favourably with the most advanced dairy
- nations like Denmark, New.Zealed, U.K. and U.S.A. as brought out
in National Commission on Agriculture Report of 1976 page 2 para
-28.1.4. Tohave earned this distinction inspite of unfavourable enviro-
ronment of tropical climate speaks of our excellence in cattle manage-
ment practices , :

- The policy 'doc‘ument prepared by NDDB on ‘‘Breeding and
feeding for ntilk production on Op. Flood II is primarily based on the
experience gained in cattle management at Military Farms.”

(f) Long Term Policy - ‘

3.48 Referring to the fact that no Military Farmshave been established
after 1947, the Committee enquired whether Government had drawn upany
long term policy for setting up Military Farms in other places taking into
consideration the experience gained so far and the economics of working
of the military farms on a departmental basis and if so, what were the propo-
sals in this regard during the Sixth Plan. The Secretary, Ministry of Defence
deposed : |

Ceraan, there had been lot of changes in the domestic scene also.
A number of milk producing or procuring organisations have come
up. There has not been any considered decision taken ahout what
has to be the policy for supply of milk to the defence services as such.
There was a Committee set up in 1978 and they went intor the question
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of streamlining the Military Farms. They have considered various
aspects and their recommendation was that Military Farms should
continue to bz part of the miiitary organisation.” ‘

"7 349 'The Committee pointed out that a number of Committees'Study
Groups$ hdd been appointed in the past to examine various aspects of the
working of the Military Farms.  Organisation and th= Nz tional Commission
on Agriculture had also gone.into the matterand made its recommendations.
Asked why Government had still not come to a firm conclusion about the
fyture of the Military Farms in the context of the prevailing circumstances,
the Defcace S:zcretary stated in evidence : S

“Each review throws a number of points. But there is no lchangc.
.in: the basic structure.” - -

3.50 Asked further, whether Government wanted the present concept
to continue, the witness replied : R

“It is continuing. Various people have different ideas how 1t
should be done. There is no comprehensive organisation which has
. gone into this question. That is a matter of history which has happe-
ned which I cannot deny. No body has suggested that it should be
changed.” ‘

- Another representative of the Ministry of Defence stated :

“If the Military Farms are closed, that quantity of milk which is

- produced and supplied to the troaps there, will not be available. The

demand in the market will go up to that extent and will affect prices.

"'[;h‘e trexders will know that self-reliance has gone from the Military
arms.”

- 3.51 To a specific question whether Government wanted to continue
all the Military Farms, anima) farms, fodder farms, etc. as part of the defence
effort or wanted to run them as co-operatives of ex-servicemen, the Defence
Secretaty explained : _

“I feel that it is time that we should takea view whether considering
the developments that have taken place in the milk availability and milk
production programme it is worth-while to continue to erganise it in
the way it is organised or whether there could be some other forms of
organisation or taking the extreme case, they should all be closed down.

‘This whole range of possibilities is open. In a comprehensive body
where experts who have been included in it have given their fullest
consideration to this matter or not is the question. I must also men-
,tion that from the military side there is a very strong opinion that this
should be continued bécause this would facilitate them to make
‘available to them quality milk. h

Considering the developments that have taken place in the milk
sector in the last twenty years or so, there is need far a re-thinking or
revaluation or reconsideration of the whole concept of milk farms to
find out whether there is need to continue this as such or not and
‘whether it has to be run in this form or it should be run on co-operative
basis. This needs a detailed study.”
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(g) ~Streamlining the set up of Military Farms
(1) National Comissimon on Agriculture, 1976

_ . 3.52 Referring to the recommendations made by the National Com -
mission on Agriculture, 1976 in regard: o the working of Military Farms, the
Defence Secretary stated in evidence :

“The Naticnal Commission on Agriculture have also made a
number of recommendations. In fact, they have praised the working
of military farms to some extent. They said that the experience and
good results obtained by the adoption of improved dairy management
practices in the farms should be made use of.”

3.53 Some of the recommendations/observations of the National
Commission on Agriculture for improving productivity through better cattle
‘management subsequently furnished by the Ministry of Defence alongwith
their comments, are given below :

(a) The Military Farms Directorate should examine their present
cross-breeding policy in consultation with the leading animal
breeding specialists in the country and lay down a definite long
range programme.

(b) The Military Farms Directorate should group the crossbred stock
in the Military Farms according to their genetic make-up and take
up studies on their comparative performance and acceptability
in different agro-climatic regions.

(c) The Union Ministry of Agriculture and Irrigation and ICAR
should activity collaborate with the cross-breeding programmes in
the military dairy farms and extend expert advice and financial
support for their breeding experiments.

(d) The experience gained in the adoption of improved dairy manage-
ment practices at the military farms should be mzde use of in the
production of purebred exotic bulls. One of the ‘militory farms
baving facilities for housing and fodder production should beear-
marked for developing a purebred exotic cattle breeding farm.

(e) Superior female calves born in the military dairy farms should be
reared at their youngstock faims.

We have been reviewing our breeding policy from time to time. In
a study which was conducted by the Experts in the recent-past, it has been
decided that 5/8 grade of cows shall be forward crossed. The Nationalaim
now is to evolve 2 d~ iry breeding of our own with exotic inheritance. This is
a considered view of the experts in this field. Asa result of this recommengda-
tion, a project for evolving of a breed was formulated in consultation with the
experts and ~lso with the Plnning Commission. This project is to be under-
taken at Military F-rm Meerut. The case is still under examination by
Ministry of Agriculture and Irrigation.

It is not practicnlly fe~sible to locate herds at different stations based

on their exotic inheritince blood group. This kind of recommendation
would involve continuous transfers in and out from different farms. However,
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statistical analysis of all grades of cross bred cows held in Military
Farms has been done in a very exhaustive manner. This data has been made
available and has also been published in the shape of research papers.

As already brought out above, a project for evolving of breed is under
examination by the Ministry of Agricultureand Irrigation and necessary

expertise and finaacial support for this proposal should be forthcoming
from that Ministry.

In so far as establishment of pure bred exotic cattle breeding farms is
concerned, Military Farms can certainly take up this responsibility. Neces-
sary initiative to this effect must come from the Ministry of Agriculture and
Irrigation who are primarily responsible for implementing the recommenda-
tion of National Commission on Agriculture and financicl support for such
activities, which are in the national interest, must come from that Ministry.

We have adequate capacity to rear superior female calves at each main
farm/young stock farm should there be a firm demand from the civil sector.”

(ii) Study Group on streamlining of Military Farms set up (Dec.’ 78).

3.54 Relevant extracts from a Note furnished by the Ministry of De-
fence regarding some of the important recommendations made by the Study
Group appointed in December 1978 to study the streamlining of Military
Farms together with Government’s decision thereon are reproduced below :

“(a) Closing down of 12 cattle holding farmns.

This recommendation was examined in depth. We are inclined
to accept closure of cattle section at MF Kirkee and MF Kanpur. At
all other stations. we have established the economic viability of the
existing set up. Decision on this recommendation has been examined

at the highest level and pended till out-come of Public Accounts Com-
mittee Report is known. )

(b) Closing of Young Stock Farm Manjri, Bir Dhantauri and Agriculture
Farm at Purkazi & Sitapur.

We are not agreeable to this recommendation except in respect of
MF Sitapur. Manjri and Purkaziare to be converted into milk produc-
tion farms. Military Farm Bir Dhantauri is already functioning as
young stock farm and we have definite need for this young stock farm

to cater to the needs of rearing young stock in respect of cattle holding
farms of Western Command.

(c) Change in the status of Military Farms from the present quasi-
commercial to that of a service.

We have not agreed to this recommendation. This issue has also
been examined earlier by the Study Group, which was ordered by the
Government in 1974 and similar recommendation had been made

Military Farms can only justify their existence solely on their
financial viability so that supply of milk ex-Military Farms to troops

is economical to the State vis a vis the supply from milk schemes/
trade.
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(d) Certain changes in the organisation of Military Farms .. :.

This recommendation of the Study Group has not been ted
Apart from other reasons the proposed organisation is lxkely to re-
sult in extra expenditure of Rs. 2.65 lakhs per annum. Entire organi-
sational set up and rationalisation of rank structure has been cxaml-
ned and a paper submitted. P 4

Certain recommendations have already been implemented a$
an off sheet of cadre review which was approved by the Government
in the recent past. Other recommendations proposed for rationali-
sation of rank structure are under examination by the Service Hgq.

(e) Fixing the scale of veterinary cover

This proposal was not accepted. Existing scales of Veterinary
Officers is considered economical and adequate and 1t was agreed
that status quo in this regard be maintained.

(f) Provisioning of chilling plant|insulated vehicles for 11 and 12 In-
Jantry Divisional Sectors

Provisioning of chilling plant and insulated vehicles would have
added to the over-head cost. In both the Div. Sectors, Milk is availa-
ble and there is no problem involved in regard to this. Chilling plants
are already held at Jodhpur and Kota.

(g) Procurement and supply of fresh milk by a single agency instead
of presently both Military Farm and ASC being responsible for
the same

After the deliberations it was felt that the status quo be main-
tained. Military Farms could not have undertaken supply of milk
at station now covered by ASC without corresponding increase in
their establishment.

Miscellancous Matters (i) Lift Irrigation Scheme

3.55 Audit have pointed out that the lift irrigation scheme for Manjri

Military Farm for which sanction had been accorded by the Ministry of
Defence in 1972 at a cost of over Rs. 3 lakhs has been working at 50%

efficiency due to defects in the works executed by the contractor.

3.56 Asked about the delay of more than 4 years and 8 months in

setting up the Staff Court of Inquiry after receiving the report of the Techni-
cal Board in January, 1976, the Ministry have stated :

“Government sanction for the funds amounting to Rs. 3,08,714/-
was obtained on 5 June 1974 for provisioning of a lift irrigation scheme
at MF Manjri. The project was commissioned during Dec. 1975 and
during the trial run its low efficiency was noticed. The Technical
Board of Officers could finalise their findings by May 1977. Based
on their findings the case for initiating disciplinary action against
S/Shri A.P. Singhal the then Assistant Agriculture Engineer and S.G
Joshi the then Officer Incharge, Military Farm Manjri remained under
consideration of the Govt. As the findings of the Technical Board
of Officers were inadequate to proceed further, orders for holding a
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.court of inquiry were issued on 21st August, 1980. From the above
1t will be seen that the matter has been under consideration without
any delay after getting the final report of the Technical Board.”

3.57 The court of inquiry blamed S/Shri A.P.Singhal and Manager
S.G. Joshi for negligence in performance of their duty in which below speci-
fication materials from M/s Arun Enterprises were accepted resulting in an
Inefficient, uneconomical and incompleted project. The case is under
examination for initiating disciplinary action against the above officials.

The Audit Para also states that a Board of Offices has been ap -
pointed to find out ways and means to improve the efficiency of lift
irrigation in the farm. Asked why it had taken so long for the Di-
rectorate to initiate action in the matter, the Ministry have stated
that though the project was commissioned during Dec. 1975, the
contractor had gone to the civil court during Feb., 1976 and preferred
certain claims against the Govt. Therefore matter had become sub.
Judice and no action could be taken till legal advice was obtained.
After the formalities have been completed as per advice of the legal
Adviser, orders were issued for holding siting-cum-costing board of
officers on 17 June 1980 for recommending the complete details for
removal of the defects and the agency who should carry out these works.

(i) Gobar Gas Plants

3.58 The Committee enquired whether the Ministry of Dezfence had
considered the feasibility of setting up Gobar Gas Plants in the Military
Farms for meeting the energy requirements to the extent possible. Th:
Ministry have stated :

“Feasibility with regard to the establishment of Gobar Gas
plants at Military Farms has been examined in the past. A Gobar
" Gas plant was installed and tried at Military Farm Meerut during
1961. This plant did not work satisfactorily inspite of best efforts
and requisite technical know-how available at that time.

Large sized Gobar Gas plants have a limited scope at Military
Farms where energy requirements for workshop, cattleyard, sick live,

- boiler and so on are of a much larger magnitude. However, gas
plants of smaller capacity for a very limited use have been installed
at Military Farms like Kirkee, Bangalore and Meerut. These have
very restricted use. Of late, the technology for energy utilisation has
advance significantly. In consultation with the Department of Science
and Technology we are examining the feasibility of establishing large
sized gobar gas plants which could cater to our energy requirements

- and save the conventional sources of energy like coal and electricity.”

- 3.59 The Military Farms are a legacy of the British period. They were
set up to meet the requirements of milk products for the British troops and
their families. The first farm was established in 1889 at Allahabad. As of
today, there are 82 such farms of which 26 are cattle holding farms, 5 Young
stock farms, 41 non-cattle holding farms/depots, 7 hay/baling farms and 3
ad-hoc farms/depots. The Military farms Organisation is the only de-
partCentally managed government organisation in the field of animal husbandry
and dairy farming responsible both for production and processing of milk for
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supply to the troops, their families and to the military hospitals. They also
supply dry fodder to the army animals.

<3.60 The Committee find that the cattle holding farms with a total
number of 8467 heads of cattle (1889 buffaloes and 6578 cows) were able to
meet only 2/5th of the total demand in 1978-79. It is noteworthy that due
to change in location of the troops as a result of the 1947, 1962, 1965 and
1971 operations, there has been a sea-change in the location of troops rendering
the cattle holding farms quite irrelevant to the present day requirements.
As much as 959, of milk requirement in the Northern and Eastern Commands
is now being met through purchase from other agencies. For the Military
farms in the country, the demand met through local purchase was of the order
of 57.8%, in 1977-78 and 5949 in 1978-79.

3.61 Since Independence, the country has made rapid strides in the
field of animal husbandry and dairy development particularly under Operation
Flood 1 and now Operation Flood II. The Military farms have no doubt
made a significant and pioneering contribution in the matter of introduction of
modern cattle management techniques which has also been acknowledged
by the National Commission on Agriculture.

3.62 The Committee have been given to understand that no new farms
have been established since 1947. Non-availability of land is stated to be a
serious handicap in the expansion programme. The Study Group appointed
by the Ministry of Defence to suggest ways and means for strcamlining the
military farms set up, in their Report submitted in December, 1978 recommended
closure of 12 cattle holding farms in the Southern, Western and Central Com-
mands as sufficient milk was available locally. Government have not so far
taken a final decision in the matter although they arc inclined to accept closure

of the cattle sections at Kirkee and Kanpur.

3.63 The Committee further observe that against a total capacity of
14.000 heads of cattle available in all the military farms, the actual number of
cattle presently held is 7592. Thus the capacity utilisation is 52.87, only. It
was stated in evidence that the capacity could be stepped up by 20-25% but it
had to be deliberately restricted to the level of actual requirements as there was
no outlet for the surplus milk. The Committee cannot therefore escape the
conclusien that it is futile to expect economics of scale in the present situation.
The Secretary, Ministry of Defence admitted in evidence that a vertically
integrated set up like the present one could be hardly cost effective.

3.64 In view of the foregoing and taking particular note of the develop-
ments that have taken place in the milk sector during the last 20 vears or so,
the Committee are of the view that there is need for a rethinking with regard
to the whole concept of military farms. The Committee would therefore like
the Ministry of Defence to examine seriously the possibility of handing over the
military farms organisation to the cooperatives of ex-servicemen which may
be set up on the pattern of Anand Dairy.

3.65 A large number of service personnel are drawn from the rural
areas. Given their farming background and their experience of disciplined
team work in the army, there is every reason to believe that this is an area where
thelr services can be gainfully employed after their release from active sesvice.
The Committee therefore recommend that necessary details should be worked
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out without loss of time for implementing the above suggestion on a phased
basis. ‘he expert guidance and assistance of the Indian Dairy Corporation
may be obtained in organising the cooperatives and in making suitable arrange-
ments for supply of milk products to the troops. In areas where supply of milk
is the responsibility of the Army Service Corps (ASC), the existing arrange-

ments may continue.

3.66. The Committee observe that the net profit earned by the Military
farms duaring 1977-78, 1978-79 and 1979-80 was of the order of Rs. 183.59
lakhs, Rs. 202.12 lakhs and Rs. 196.86 lakhs respectively. Of this, the interest
earned on Government Banking Account was of the order of Rs. 93.80 lakhs,
Rs. 109.53 lakhs and Rs. 128.62 lakhs respectively.

3.67. It is further obscrved from the balance sheets of the Military
farms that bulk of the net profit during the years 1977-78 to 1979-80 is accoun-
ted for by the military farms/depots which are responsible only for purchasing
and supplying milk. Thus, out of total profits of thc Dairy Section amounting
to Rs. 132.59 lakhs in 1977-78 , Rs. 135.28 lakhs in 1978-79 and Rs. *132.05
lakhs in 1979-80, the non-cattle holding farms accounted for a profit of Rs. 94.54
lakhs, Rs. 64.57 lakhs and Rs. 102.85* lakhs respectively.

3.68. The Committee find from the Appropriation Accounts, 1979-80
that there was a loss of Rs. 2.69 lakhs during 1978-79 and Rs. 1.95 lakhs in
1979-80 on account of difference between actual cost of production/processing
of milk on the one hand and the price charged to the payment consumers on
the other. The subsidv adjusted as credit in the trading account in regard to
milk issued to payment consumers, amounted to Rs. 6.62 lakhs in 1977-78,
Rs. 5.36 lakhs in 1978-79 and Rs. 4.02 lakhs in 1979-80. The amount is far
in excess of the concession of 10 paisec and 5 paise per litre admissible to JCOs,
ORs and officers respectively—the reason being fixation of low payment issue

rates for buff milk. ~

3.69. The Committez farther find that the procedure for fixation of
free issue and sale rates of milk and milk products was laid down in December,
196S. According to this, the sale rates are fixed on the basis of local milk
scheme rates of the equivalent quality of milk. At stations where milk schemes
do not function. the basis is the local market rate. The Study Group appointed
by the Ministry in 1974 had pointed out that the sale rates were fixed higher
than the local market rates due to better quality and specification of farm
produced milk supplied by the military farms and then increasing them further
by 22 paise per litre to cover pasteurisation and delivery charges.

3.70. According to Audit, the profit of the Military farms is mainly
attributable to the inflated rates charged for milk supplied free to the troops.
The Expert Accounting Committee for Military farms i its report (November,
1962) had also observed that the rates for free issue to troops arbitrarily fixed
on the high side without close relation to market rates could inflate the profits
and were therefore hardly the correct criteria for assessment of the efficiency
of the Military farms. The Expert Accounting Committee, therefore, recom-
mended abolition of the system of fixing sale rates of dairy produce for free

issue.

*Not vottea in Audit.
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3.71. The Study Grouvp on streamlining the Milltarv farms set up
( December 1978) reiterated the earlier findings. It observed inter alia :

"““The fixation of sale rates has no relation to the actual cost of pro-
duction as the same is done with a view to showing profits in the farms as

also to cover the losses of other sections.......... The profits are accumula-
ted by taking credit in the accounts.......... interest on Government
Account C. as also by fixation of free issue ratos on unrealistic
basis.”

3.72. The Ministry have informed the Committee that the question
whether profit should be charged at all, particularly in respect of free issve to
troops, is a matter of policy. However, it is admitted that in the pyesent
procedure of fixation of sale rate, ‘there is a subjective element.. .
which could be eliminated by rationalisation...... for example, by laymg down
a definite percentage over the cost of production/cost of procurement including
pasteurisation charges. This will however have to be limited to the free issue
~ rates. Fixation of principle of fixed percentage of profit over cost for pay-

ment issue rates will ebviously lead to malpractices particularly where the rates
in the market are higher than the rates at which milk is sold by Military farins.”

3.73. The Committee have been further given to understand that the
system of pricing has since been reviewed and a revised procedure laid down
whereby the standard rate of blended milk which used to be worked out at
7109, of the buffalo milk, will now be worked out on the cost of such milk
and actual quantity of skimmed milk powder used for preparation of blended
milk. It has also been decided that where there is an abnormal increase in the
market rate, the rates over and above the limit of 20 per cent of the market rate
during corresponding period of the previous year, will be fixed to protect the
interest of the State and Revision Boards will be held, if necessary. It has been
further decided that the actual pasteurisation and delivery charges would be
recovered from the consumers.

3.74. 1t is unfortunate that as a quasi-commercial organisation, the
Military farms should have failed to recover the actual cost of production of
milk from payment consumers thereby incurring losses. It has taken as many
as seven years to take a decision in the matter. The Committee expect that such
losses will be avoided in future. :

3.75. The Committee further observe that losses on trading of butter
amounted to Rs. 6 .01 lakhs in 1978-79 and Rs. 6 .85 Iakhs in 1979-80. These
are attributed to the higher cost of production of butter which in turn is on
account of erroneously fixing the cost of skimmed milk at a level lower than the
purchase cost—the difference being about 11 paise per litre. Instructions are
now stated to have been issued to fix the rate of separated milk realistlcallv and
on the basis of market rate.

3.76. 1t is further observed that the Military farms incurred a loss of Rs.
1.38 lakhs in 1978-79 and Rs.1.43 lakhs in 1979-80 on trading of ghee.

3.77. The Committee desire that the sale rates of cream, butter and ghee
should be fixed taking into consideration the sale rates of the local milk schemes
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or the rates charged by standard firms in places where such milk schemes

do mot exist and that there should be no question of any loss on this account in
future.

-

3.78. From the foregoing, the Committee are led to the conclusion that the.
financial results of working of the Military farms do not really represent a
truc picture. The profits shown in the accounts are based on artificially in-
flated rates of free issues of milk to troops and hospitals which account for 95
per cent of the total issues. These also include large amounts of interest
earned by the Military farms on Government Banking Account though the
amount paid as interest on capital provided by Government, is also taken into
accomat. Further, bulk of the profits are earned by the farm depots which

only parchase milk from outside agencies for supply to troops and their fami-
lies.

3.79. Considering further that the Military farms do not have to pay amy
land revenuc or agricultural tax on capitalised land, that they have an assured
and captive market and that they have easy access to Government resources for
their capital requirements, the profits earned by the Military Farms are more
apparent than real. The question as to how the Military farms can be made
more profitable and how the accounting system should be re-structured so as to
give a realistic picture of their functioning, is linked with the question of the
very continuance of these farms as a departmental organisation in regard to which
the Committee have expressed their views in the earlier paragraphs. The
Committee desire that the whole set up of Military farms should be reviewed
in all its aspects by Government at a high level in the light of the reco-
mmendations made by the Committee and an early decision taken in the
matter. The Committee would like to be kept apprised of the same.

3.80. The Committee observe that a lift irrigation scheme was commi-
ssioned in Military Farm, Manjari during December, 1975. During the trial
run, the plant which was installed by a contractor was found to contain several
defects and the works were incomplete. Even though the Technical Board of
Officers had given its findings in May 1977 it took more than three years for
the Ministry to issue orders for holding a Court of Enquiry in the matter so as
to fix responsibility on the defaulting officials. It is unfortunate that the
case is still under examination and disciplinary action has yet to be taken. The
Committee deprecate the inordinate delay in finalising the case and desire that

conclusive action in the matter should now be taken without further loss of
time.

3.81. The Committee understand that a Gobar Gas Plant was installed and
tried at Military Farm, Meerut during 1961 but it did not work satisfactorily.
Since the technology for energy utilisation in this field has now advanced signi-
ficantly and a large number of gobar gas plants are functioning satisfactorily
clsewhere, the Committee recommend that the Ministry of Defence should
take up the matter with the Department of Science and Technology so that
Gobar Gas Plants can be set up in the Military Farms under a time bound

programme for catering to the energy requirements of these farms to the extent
possible. .
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. 3.82. The Audit paragraph contains a number of other observations with
regard to various activities undertaken by the Military farms such as fodder
cultivation, deterioration .incrop yields in the Military farm at Purkazi, con-
centrate scheme to increase milk yield etc. The Committee expect that appro-
priate action would be taken to rectify the shortcomings pointed out by Audit.

* The Committee desire that a close watch may be kept on the performance of
the various farms particularly those which have been showing losses so as to
improve their functioning and financial viability.

) SATISH AGARWAL
NEw DELHI: Chairman

March 8, 1982 Public Accounts Committec.

" Phalguna 17, 1903 (S)
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| APPENDIX 1
WORKING OF MILITARY FARMS

: Addit Paragraph

1. Introduction.—The primary function of Military farms is to suppy
(1) ‘hygienic pasteurised milk and other dairy products to troops and Milt-
ary hospitals as per authorised scales and (2) dry fodder for farm and Army
apimals. At some stations, the Military farms maintain their own milch
cattle and also own agricultural land for raising fodder; the deficiencies-in
farm production of milk and dry fodder are met by purchases from the market.
At other stations, where there are no cattle holding Military farms, the milk
requirements are met entirely by purchases from the market. Milk is processed
and delivered to the units in the farms’ own vehicles.

At stations, where Military farms are not able to supply milk, the Army
Service Corps (ASC) arranges supply of milk by entering into regular con-
tracts. Where no fresh milk can be issued either by Military farms or by the
ASC, tinned milk or milk powder is issued. ‘ ,

Military farms are administered by the Directorate of Military Farms
DMF) at the Army Headquarters (HQ) and each Command HQ has a
eputy Director, who is responsible for the efficient running of the farms
within that Command. As on 3ist March 1979 there were 44 Military
farms (24 cattleholding, 5 young stock and 15 non-cattle holding depots).

2. Performance appraisal

2.1 Production of milk.—The number of adult miich cattle both in

milk and dry maintained at Military farms during 1975-76 to 1978-79 were
as under :

Year Number of cattle Total Reducticn  Percentege
~~~~~~~~~~ . in number  of reduc-
Buffaloes Cows of cattle tion
197576 . . . 3,128 6,462 9,590 .. o
1976-77 . . . 2,210 6,645 8,855 735 7.66
1977-78 . . . 1,937 6,738 8,675 180 2.03
1978-79 . . . 1,889 6,578 8,467 208 2.39

The reduction in the number of milch cattle was in pursuance of the
policy of gradual elimination of buffalo stock. A team constituted by the
Army HQ observed (December 1978) that maintenance of buffaloes at the
Military farms was uneconomical and accordingly recommended that they
be disposed of.

41
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The production of raw milk in the farms during 1975-76 to 1978-79
was 22,983 kilolitres (kls.) (1975-76), 23,159 kls. (1976-77), 22,869 kls.
(1977-78) and 20,728 kis. (1978-79). Despite reduction of 735 (7.66 per
cent) milch cattle during 1976-77, production of milk increased in that year
by 176 kls. (0.76 per cent). The decrease in production of milk during
1977-78 was attributed to reduction in the number of milch cattle and during
1978-79 it was partly due to lower overall average milk yield of 7.07 kgs.
as compared to 7.60 kgs. during 1977-78. The Ministry of Defence stated
(October 1980) that reduction in milk production in 1978-79 was mainly
due to labour trouble in one Command, reorganisation of buffalo herd
and decline in the fertility and increase in the percentage of dry animals.

As against the above production the quantity of milk purchased from
trade was 21,756 kis. (1975-76), 22,389 kls. (1976-77), 23,602 kls. (1977-78)
and 23,471 kls. (1978-79).

2.2 An analysis of percentage of satisfaction of the demand for fresh
milk to troops/hospitals during 1977-78 and 1978-79 is given below :

Percentage of milk
Supplied by demand satisfied

1977-78 1978-79

A. Cattle holding farms:

(i) Home production . . . . . . 42.20 40.61
(i) Local purchase . . . . . . 8.10 8.39
B. Non-attle holding farms Local purchase . . . - 49.70 51.00
TotAL . . . . . . . . . 100.00 100.00

The cattle holding Military farms are, thus meeting only about two
fifths of the total milk demand.

2.3 Working results.—The working results of the Military farms during
the years 1975-76 to 1978-79 are given below :

1975-76 197677 197778 1978-79
(Rs. in lakhs)

Government capital at the close

of the year . . . . 990.97 1006.73 1025.12 991.60
Fixed assets . . . . 664 .83 714.05 769 .94 784 81
Net profit inclusive of interest ’ ‘

earned on Government banking - . ‘

account . . . . 126.64 144 .43 150.43 . 165.74
Interest earned (included in net

profit) . . . . . 69.83 81.80 93.80 109.53
Net profit excluding interest . 56.81 62.63 56.63 56.21

The above table would show that bulk of the net profit shown by the Military
farms is on account of interest receipts. Further, the increase in the net
profit inclusive of interest (Rs. 39.10 lakhs) over these 4 years was due to
increase in interest receipts, being Rs. 39.70 lakhs.
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2.4 The break-up of the profit of Military farms activity-wise, as given
below, would indicate that a major portion of the net profit for 3 years(from
1976-77 to 1978-79) was being obtained from farm depots which were pur-
chasing and supplying milk :

Activity 1976-77 1977-78 1978-79 Total
(Rs. in lakhs)

Dairy

Cattle holding farms . . . 43.00 38.05 70.71 151.76

MNon-cattle holding farms . . 84.19 94 .54 64.57 243 .30
127.19  132.59 135.28 395.05

Cultivation . . (—)0.72 2.16  (--)0.25 1.19

Fodder . . . . . 17.96 13.98 30.50 62.44

Poultry . . . . ) o 1.70 0.21 1.91

Torar . . . .. 144.43  150.43  165.74 460. 60

3. Pricing of milk.——Under the present system of fixation of rates for
dairy products supplied free to troops/Military hospitals, separaje sale
rates are fixed for each station for a period of 6 months on the recommenda-
tions of a Board of Officers appointed by the Station Commander. These
rates are fixed on the basis of local market rates of similarjquality of milk
likely to prevail during the next 6 months plus a surcharge of 22 paise per
litre on account of pasteurisation and delivery charges. In case of a rising
trend in the prevailing market prices, higher sale rates up to @ maximum of
20 per cent over the market rate of the corresponding season of the preceding
year could be fixed. The rates for paving consumers were to be less by 5
paise and 10 paise per litre for officers and other ranks respectively.

The free issuc rates of milk tixed under the existing pricing policy
are higher compared to the cost of production and average purchase rates
(as 1s evident from the table below). As per the report of the Study
Group (1974). the sale rates were fixed higher because of “escalation™ of
local market/civil milk scheme rates due to better quality and specification of
farm produced milk supplied by the Military furms and then increasing
these further by 22 paise per litre to cover pasteurisation and delivery charges.

Year Quantity of Average cost of

milk issued production*

{0 troops

(in lakhs of

litres) (Rs. per litre)
1975-76 . . 485.20 1.84 to 2.09 2.37
1976-77 . . 486.63 1.84 to 2.10 2.38
1977-78 . . 512.18 1.87 to 2.09 2.4]1
1978-79 . . 493 81 1.93 to » 2.13 2.48

|
l
l

*of cows, standard, blended and homogenised milk.

The profit of the Military farms, thus, arises mainly has a result of the
inflated rates charged for milk supplied free to the troops.
28 LSS/81—4
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4. Subsidy on issue of milk to paying. comsumers.—The overall subsidy
to cover the difference between cost of production and sale realisations in
respect of paying consumers, which was adjusted as credit i the trading
account of dairy section, aggregated Rs. 26.79 lakhs over the period from
1975-76 to 1978-79 as shown in.the following table :

Year Quantity of payment. Ameoeunt of subsidy

issues of milk adjusted as credit
in the Trading
Account
(in kitolitres). (Rs. in kakhs)
1975-76 . . . ) . . . 4,048 8.51
1976-77 . . . . . ) . 3,388 .29
1977-78 . . . . . . ) 3,189 6.63

1978-19 . . . . C e . 2,960 5.36

The main reason for subsidy was fixation of low payment tssue rate
of buffalo milk in some of the areas.

5. Loss on account of pasteurisation and delivery charges.—In } anuary
1975, orders were issued by the Army HQ for levying of a surcharge
of 22 paise per litre of milk (from 1st April 1974) to cover the
pasteurisation and delivery charges. The table given below shows that the
actual pasteurisation and delivery charges of milk during 1975-76 to 1978-79
were higher than the surcharge rate fixed, thus, resulting in a total loss of
Rs. 210.17 lakhs during these years. -

Year Total milk sold Average (actual) Loss suffered
pasteurisation and
delivery charges
(in kiloliters)  (paise per litre)  (Rs. in Lakhs)

1975-76 52,568 31.81 51.57

1976-77 . . . . . 52,413 32.74 56.29
1977-78 . . . . . 54,708 30.60 47.05

1978-79 . . . . . 52,427 32.54 55.26

While a decision was taken (November 1979) to levy actual pasteurisa
tion and delivery charges, orders implementing this decision were yet (Octo-
ber 1980) to be issued.

6. Losses on account of issues ofbutter.—Butter is not an item of ration
to troops but finds place in the scale of hospital diet. In addition, butter
is sold to paying customers. The trading in butter for the period 1975-7¢
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to 1978-79 indicated a total loss of Rs. 32.40 lakhs as indicated in the table
below

b e —— W

Year Quantity of butter Loss on
(in kgs.)
Produced Free Payment Produc- Sale rate Free Payment
issues  issues tion rate (Rs. per issues 1ssues
(Rs. per kg.) - —
kg.) (Rs. in lakhs)
1975-76 . 283,087 108,190 123,032 23.29 18.67 4.57 6.53
1976-77 . 323,684 156,809 118,767 22.33 19.37 2.68 5.32
1977-78 . 249,869 124,312 97,212 22.84 18.47 3.30 4.00
1978-79 . 270,434 153,246 87,236 23.53 21.03 3.42 2.58

13.97 18.43

Loss in trading in butter was mainly duc to the sale rates being fixed
lower than the cost of production with a view to maintaining sale rates in
line with the market rates and attracting customers. In order to reduce

losses, the Army HQ issued instructions in January 1977 to restrict payment
1issues of butter. :

An cxamination by Audit of the free and payment issues of butter
during 1977-78 in Command ‘A’, however, revealed that while the overall
percentage of payment issues to total production of butter was brought down
from 50 to 30 per cont, payment issues in 4 Military farms ranged from 60
to 90 per cent resulting in continued losses.

According to the Ministry (October 1980), butter is a byproduct in the
trading of standard milk and the instructions issued in January 1977 were
intended to restrict the sale of butter at places where it was nota by-product
as a result of sale of standard milk.

7. Concentrate scheme to increase milk yield—With a view to increasing
the milk yield of animals in Military furms, a scheme for issue of concentrate
ration on enhanced scale was approved (December 1975) by the DMF on
a trial basis for 6 months commencing from Ist January 1976. The scheme
was extended from time to time. Considering the increase in milk production
vis-a-vi cost of extra ration, the DMF found (September 1977) the scheme to
be beneficial and accordingly decided to'ddopt the increased scales of retion
for different categories of animals initially for a period of 2 years with effect
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from Ist October 1977. A Command-wise analysis of the average milk
yield per ammal in Mihtary farms is given below :

Mlll\ yleld in litres per ammal

Command 197s- 76 1977-78 1978-79
Buﬁ'aloes (‘ows Buﬁ'aloee Cows Buffaloes Cows
- . . 4.2 7.1 4.8 8.3 4.3 6.9
‘B’ . . . 4.7 7.8 4.3 7.3 3.8 6.6
i . . 4.9 8.4 5.1 9.5 3.7 7.0
‘DT . . . 4.0 .. 3.9 .. 3.6 9.0
‘E’ . .. .. . 9.4 .. 8.5
Alllndla a\crdgc . 4.6 7.8 4.7 8.5 3.9 6.9

It would be seen from the above that generally there had becn a decrease
in the average vicld of milk per animal.

A review of the working of the scheme in 4 Military farms in Com-
mand ‘B’ revealed that during October 1977—March 1979, although 7.75
lakh kgs. of extra concentrate ration was fed to cows and buffaloes: instead
of an increase in milk production of 12.67 lakh litres as expected, there was
shortfall of 10.83 lakh litres involving a loss of Rs. 24.77 lakhs.

According to the Ministry, the loss of Rs. 24.77 lakhs was due to non-
materialisation of expected increase in milk yield in 4 Military farms, as the
performance of cattle depended on their genetic inheritance, agro-climate
conditions, fertility state of the herd. general management and outbreak of
disea ses.

- —

Whnlc reviewing the scheme in April 1978, the DMF hxmself observed
that the farms which had not shown improvement in milk production after
the introduction of new feeding scales. were lacking in cattle management
and that the animals were not getting their authorised ration in such farms.
In his opinion, the possibility of malpractices in these farms could not be
ruled out.

8. Cost of production of milk in Military farms Vis-a-Vis cost of procurc-
ment from trade.—A comparison of the local purchase rate of milk per litre
for the year 1977-78 with the cost of production of milk in Military farms at
14 stations showed that Military farms produced milk at rates ranging from
Rs. 2.42 to Rs. 4.70 per litre (buffalo) and Rs. 1.69 to Rs. 2.25 per litre (cow)
against the corresponding local purchase rates ranging from Rs. 1.70 to Rs.2.61
per litre (buffalo) and Rs. 1.55 to Rs. 1.60 per litre (cow). -

As a result of the study, the Study Group recommended (December
1978) closure of 12 Military cattle holding farms in 3 Commands and their
conversion into Military farm milk depots. None of the 12 Military farms
had been so converted (October 1980). The recommendations of the study
group were stated (October 1980) to be under consideration of the Ministry
of Defence. .
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9. Foader cultivation in Military farms.— An analysis of the cost of
production of green fodder for 1977-78 and 1978-79 in different Commands
is given below : -

‘Command Average cost of
production of green
fodder per 100 kgs.

197778 1978-79

Rs. Rs.
‘A’ . . . . . . . . . . . 5.87 7.93
‘B> . . . . . . . . . . . 4.90 6.63
‘. . . . . . . . . . . 7.80 815
‘D . . . . . . . . . . 5.34 6.65

‘B . . . . . . . . . . . 1.99 5.00

The following points emerge from the above :

—-During 1977-78 the average cost of production of fodder varied from
Rs. 1.99 to Rs. 7.80 (per 100 kgs.) from Command to Command.

—The cost of production of fodder in Commands ‘A’, ‘C" and ‘D’ was
very high.

—The cost of production of fodder during 1978-79 was higher.

The Ministry of Defence stated (February 1981) that the cost of produc-
tion of fodder between farms and also between Commands was bound to vary
and was a common feature in farming.

10. Other points of interest

10.1. Cultivation in a Military farm.— \ review in audit of the statistics
of crop yields during 1975-76 to 1978-79 in a Military firm ‘X" having 230
acres of fertile land with irrigation facilities provided by 12 tube-wells revealed
that compared to the production in 1975-76 the crop yield had gone down
during 1977-78 and 1978-79 as indicated below :

Year Average yicld per hectare
(in kgs.)’
>Mustard Wheat Barley Peas Sugar- Paddy~
cane
1975-76 . . 1,261 3,505 1,077 1,275 11,683 3,730
1976-77 . . . Nocrop 3,289 1,009 1,560 50,615 4,470
1977-78 . . . 652 2,185 n 431 21,063 3,657

1978-79 .

257 2,040 No crop T 138 16,975 3,487



48

. The Ministry stated (October 1980) that the main reasons for deteriora-
tion in crop yields during 1977-78 and 1978-79 were unsatisfactory electric
supply to tube-wells and delay in disposal of sugarcane crop for 1977-78.
The Ministry added that mzasures were being taken to bring changes in the
cropping pattern of the concerned Military farm by introducing new crops,
which required less irrigation or could be cultivated as barani crops. '

10.2 Lift irrigation scheme in a Military farm.—Sanction was accorded
by the Ministry of Defence in December 1972 for provision of lift irrigation
mn a ‘Military farm *Y” at an estimated cost of Rs. 2.23 lakhs (revised to Rs.
3.09 lakhs in June 1974). Tender for the work required was accepted by the
Military farm authorities in November 1973 and the work was awarded 1o a
contractor for completion in 4 months. The solvency certificate furnished by
the contractor indicated that he was un electrical and hardware agent and
supplier.

Five extensions of time up to Junuary 1975 were granted to the contrac-
tor and in March 1975, he intimated his intention to terminate the contract.
Although there were a number of defects and works were incomplete, the
scheme was formally inauguvarated in December 1975. A Technical Board,
which examined the incomplete works in January 1976, pointed cut the
absence of any record regarding the quality of material utilised. An over
payment of Rs. 0.23 lakh made to the contractor, which was established by «
departmsntal board in April 1975, was still (October 1980) to be recovered
from him.

The Military farm authorities stated (Februury 1980) that the scheme
was working at 50 per cent efficiency. Though the project envisu ged additio-
nal irrigation of 51 hectares of land, the irrigated cultivation increased by
only 6 hectares since October 1976.

The Ministry stated (October 1980) thata staff Court of Inquiry would
be held shortly to fix responsibility for the fapses. if any. The Ministry
added that a Board of Officers was also being held to find out ways and
means to improve the efficiency of the hift irrigation.

11. Summing up.—The following are the main points that emerge from
the review :

—Decrease in raw milk production during 1978-79 was in part due to
lower average milk yield compared to the previous year.

—The cattle holding Military farms were meeting only about two-fifths
of the total demand of milk. .

—Bulk of the net profit shown by the Military furms was on account

- of interest earned on Government banking Agcount. Moreover,
the net profit shown by the Military farms mostly &ccrued from farm
depots (which were supplying purchased milk).

—The free issue rates of milk fixed under the existing pricing policy
are much higher than the cost of production and average purchase
rates. The profit, thus, earned by the Military farms was due to the
inflated rates charged for milk supplied to troops.
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—The overall subsidy to cover the difference between cost of production
and sale realisations in respect of paying consumers aggregated
Rs. 26.79 lakhs during 1975-76 to 1978-79.

—Actual pasteurisation and delivery charges during 1975-76 to 1978-79
ranged from 30.Q0 to 32.74 paise per litre as against the rate of 22
paise being levied from 1st April 1974, thereby resulting in losses
aggregating I\(s. 210.17 lakhs during the 4 years.

—The loss in trading in butter (free and payment issues) aggregated
Rs. 32.40 lakhs during 1975-76 to 1978-79 due to the sale rates being
fixed lower than the cost of production.

—There was a shortfall in milk production of 10.83 lakh litres (involving
a loss of Rs. 24.77 lakhs) instead of an increase of 12.67 lakh litres as
anticipated as a result of introduction of concentrate rations in 4
Military farms in one command during October 1977—March 1979.

—The cost of production of milk was higher in Military farms as
compared to the local purchase rate of milk. A study team had
accordingly recommended (December 1978) closure of 12 cattle
holding farms in 3 Commands and their conversion into milk depots.

—In Military farm "X’ with a large area of fertile land and irrigation
facilities, there was unsatisfactory yield of crops during 1977-78 and
1978-79.

[Paragraph 36 of the Report of C&AG of India for the year 1978—80
Union Government (Defence Services)]



 APPENDIX II

STATEMENT OF CONCLUSIONS AND RECOMMENDATIONS,

SI.  Para Ministry/ Conclusion/Recommendaticn

No. No. Department
Concerned
1 2 3 4
1 3.59 Ministry The Military Farmsarea legacy of the British
of period. They were set up to meet the re-

Defence quirements of milk products for the British
troops and their families. The first farm was
established in 1889 at Allahabad. As of today,
there are 82 such farms of which 26 are cattle
holding farms, S Young stock farms, 41 non-
cattle holding farms/depots, 7 hay/baling farms
and 3 aa-hoc farmsidepots. The Military
farms Organisation is the only departmentally
managed government organisation in the field
of animal husbandry and dairy farming res-
ponsible both for production and processing of
milk for supply to the troops, their families and
to the military hospitals. They also supply
dry fodder to the army animals.

S8

3.60 Do. The Committee find that the cattle holding
farms with a total number of 8467 heads of
cattle (1889 buffaloes and 6578 cows) were
able to meet only 2/5th of the total demand in
1978-79. It is noteworthy that due to change
in location of the troops as a result of the 1947,
1962, 1965 and 1971 operations, there has been
a sea-change in the location of troops rendering
the cattle holding farms quite irrelevant to the
present day requirements. As much as 95°; of
milk requirement in the Northern and Eastern
Commands is now being met through purchase
from other agencies. For the Military farms
in the country, the demand met through local
purchase was of the order of 57.8°, in 1977-78
and 59.49 in 1978-79.

50
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4

h

6

3.61

3.63

Ministry
of
Defence

Since Independence, the country has made
rapid strides in the field of animal husbandry
and dairy development particularly under
Operation Flood 1and now Operation Flood 11.
The Military farms have no doubt madea signi-
ficant and pioneering contribution in the matter
of introduction of modern cattle management
techniques which has also been acknowledged
by the National Commission on Agriculture.

The Committee have been given to under-
stand that no new farms have been established
since 1947. Non-availability of land is stated
to be a serious handicap in the expansion pro-
gramme. The Study Group appointed by the
Ministry of Defence to suggest ways and means
for streamlining the Military farms set up, in
their Report submitted in December, 1978
recommended closure of 12 cattle holding farms
in the Southern, Western and Central Com-
mands as sufficient milk was available locally.
Government have not so far taken a final decision
in the matter although they are inclined to
accept closure of the cattle sections at Kirkee
and Kanpur.

The Committee further obwrve thatagainst
a totalcc pacity of 14,000 heads of cattle available
in all the military farms, the actual number of
cattle presently held is 7592. Thus the capacity
utilisation is 52.8% only. It was stated in
evidence that the capacity could be stepped up
by 20—259; but it had to be deliberately restric-
ted to the level of actual requirements as there
was no outlet for the surplus milk. The Committee
cannot therefore escape the conclusion that it
is futile to expect economies of scale in the pre-
sent situation. The Secretary, Ministry of
Defence admitted in eviderce that a vertically
integrated set up like the present one could be
hardly cost effective. -

In view of the foregoing and taking parti-
cular note of the developments that have taken
place in the milk sector during the last 20 years
or so, the Committee are of the view that there
isneed for a rethinking with regard to the whole
concept of military farms. The Committee
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3.65 Ministry

of
Defence
3.66 Do.
3.67 Do

- #Not vetted in Audit.

would therefore like the Ministry of Defence
to examine seriously the possibility of handing
over the military farms organisation to the
cooperatives of ex-servicemen which may be
set up on the pattern of Anand Dairy.

A large number of service personnel are
drawn from the rural areas. Given their farm-
ing background and their expericnce of dis-
ciplined team work in the army, there is every
reason to believe that this is an area where
their services can be gainfully employed after
their releasc from active servicc. The Committee
therefore recommend that necessary details
should be worked out without loss of time for
implementing the above suggestion on a phased
basis. The expert guidance and assistance of
the Indian Dairy Corporaton may be obtained
in orginising the cooperatives and in making
suitable arrangements for supply of milk pro-
ducts to the troops. In areas where supply of
milk is the responsibility of the Army Service
Corps (ASC),” the existing arrangements may
continue.

The Committee observe that the net profit
earned by the Military farms during 1977-7%,
1978-79 and 1979-80 was of the order of Rs. 183.59
lakhs, Rs. 202.12 lakhs and Rs. 196.86 lakhs
respectively. Of this, the interest earned on
Government Banking Account was of the order
of Rs. 93.80 lakhs. Rs 109.53 lakhs and
Rs. 128.62 lakhs respectively.

It is further observed from the balance sheets
of the Military farms that bulk of the net
profit during the years 1977-78 to 1979-80
1s accounted for by the military farms/depots
which are responsible only for purchasing and
supplying milk. Thus, out of total profits of
the Dairy Section amounting to Rs. 132.59
lakhs in 1977-78, Rs. 135.28 lakhs in 1978-79
and Rs. 132.05* lakhs in 1979-80, the non-
cattle holding farms accounted for a profit of
Rs. 94 .54 lakhs, Rs. 64 .57 lakhsand Rs, 102 .85*
lakhs respectively.




10 3.68 Ministry

of
Defence
[ 3.69 o
12 3.70 Do

The Committee find froin the Appropriation
Accounts, 1979-80 that there was a loss of Rs.
2.69 lakhs during 1978-79 and Rs. 1.95 lakhs
in 1979-80 on account of difference between
actual cost of production/processing of milk on
the onc hand and the price charged to the pay-
ment consumers on the other. The subsidy
adjusted as credit in the trading &account
in regard to milk issued to payment consumers.
amounted to Rs. 6.62 lakhs in 1977-78, Rs.
5.36 lakhs in 1978-79 and Rs. 4.02 lakhs in
1979-80. The amount is far in cxcess of the
concession of 10 paise and 5 paise per litre
admissible to JCOs, ORs and officers respecti-
vely the reason being fixation of low payment
issue rates for bufl milk.

The Committee furher find that the pro-
cedure for fixation of free issuc and sale rates of
milk and milk products was laid down in Dec-
ember, 1965. According to this, the sale rates
are fixed on the basis of local milk scheme rates
of the equivalent quality of milk. At stations
where milk schemes do not function, the basis
is the local msrket rate. The Study Group appo-
inted by the Ministry in 1974 had pointed out
that the sale rates were fixed higher than the
local market rates due to better quality and speci-
fication of farm produced milk supplied by the
military farms and then increasing them further
by 22 paise per litre to cover pasteurisation and
delivery charges.

According to Audit, the profit of the Military
farms is mainly attributable to the inflated rates
charged for milk supplied free to the troops.
The Expert Accounting Committee fcr Military
farms in its report (November, 1962) had also
observed that the rates for free issue to troops
arbitrarily fixed on the high side without close
relation to market rates could inflate the profits
and were #herefore hardly the correct criteria
for assessment of the efficiency of the Military
farms. The Expert Accounting Committee,
therefore, recommended abolition of the system
of fixing salc rates of dairy produce for free issue.

X
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13 3.71  Ministry of
Defence

14 3N Do

15 3.73 Do.

would be recovered from the consumers.

4

The Study Group on streamlining the
Military farms set up (December 1978) reiterated
the earlier  findings. It observed inter
alia -

*“The fixation of sale rates has no rela-
tion to the actual cost of production as the
same Iis done with a view to showing profits
in the farms as also to cover the losses of
other sections. . .the profits are accumulated
by taking credit in the accounts...... in-
terest on Government Account *C’ as also
by fixation of free issue rates on unrealistic
basis.”

The Ministry have informed the Commiitee
that the question whether profit should be
charged at all, particularly in respect of free
issue to troops, is a matter of policy. However,
it is admitted that in the present procedure of
fixation of sale rate, “‘there is a subjective ele-
ment. . .. which could be eliminated by rationali-
sation. ...for cxample, by laying down a de-
finite percentage over the ccst of production/
cost of procurement including pasteurisation
charges. This will however have to be limited
to the free issue rates. Fixation of principle of
tixed percentage of profit over cost for payment
issue rates will obviously lead to malpractices
particularly where the rates in the market are
higher than the rates at which milk is sold by
Military farms.”™

The Committee have been further given to
understand that the system of pricing has since
been reviewed and a revised-procedure laid down
where by-the standard rate cf blended milk which
used to be worked out at 7/10%, of the buffalo
milk, will now be worked out on the cost of such
milk and actual quantity of skimmed milk
powder used for preparation of biended milk.
It has also been decided that where there 1s an
abnormal increase in the murket rate, the rates
over and above the limit of 20 per cent of the
market Mte during correspending period of the
previous year, will be fixed to protect the interest
of the State and Revision Boards will be held,
if necessary. It has been further decided that
the actual pasteurisation and delivery charges

P



55

I 2 3 4

16 3.74 Ministry of It is unfortunate thatas a quasi-commerical
Defencc  organisation, the Military farms should have
_ failed to recover the actual cost of production
* of milk from payment consumers thereby incurr-
ing losses. It has taken as many as seven years
totake a decision in the matter.  The Committee
expect that such losses will be avoided in future.

Do. The Commiitee further observe that losses
on trading of butter amounted to Rs. 6,01 lakhs
in 1978-79 and Rs. 6.85 lekhs in 1979-80. These
are attributed to the higher cost of production
of butter which in turn is on account of erron-
eously fixing the cost of skimmed milk ata level
lower than the purchase cost—the difference
being about 11 puisc per litre. Instructions are
now stated to have been issued to fix the rate
of separated milk realistically and on the basis
of market rate.-

I 3.76 Do It is further observed that the Military

farms incurred a loss of Rs. 1.38 lakhs in 1978-79

and Rs. 1,43 lahhs in 1979-80 on trading of

ghee.

19 3.77 Do The Committee  desire . that the
sale rates of cream, butter and ghee should
be fixed tuking into coensideration the sale
rates of the lccal milk schemes or the rates
charged by standard firms in places where such
milk schemes do not exist and that there should
be no question of any loss on this account in
future.

20 378 Do From the foregoing, the Committee are
led to the conclusion that the financial results
ol working of the Military farms do not really
represent @ truc picture. The profits shown In
the accounts are based on artificially inflated
rates of free issues of milk to troops and hospi-
tals  which account for 95 per cent of the total
issues. These also include large amounts of
interest earned by the Militarv  farms  on
Government Banking Account though the
amount paid as interest on capital provided
by Government, is also taken into account.
Further, bulk of the profits arc earned by the
farm depots which only purchase milk from out-
side agencies for supply to troops and their
famlhes

17 3.7

N
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3.79 Ministry

of
Defence

Do

Do
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Considering further that the Military farms
do not have to pay any land revenue or agricul-
tural tax on capitalised land, that they have
an assured and captive market and that they
have easy access to Government resources
for their capital/requirements, the profits earned
by the Military farms are more apparent than
real. The fuestion as to how the Military farms
can be made nore profitable and how the
accounting system should be re-structured so
as to give a realistic picture of their functioning,
is linked with the question of the very con-
tinnance of these farms as a departmental organ-
isation in regard to which the Committee have
expressed their views in the earlfer paragraphs. -
The Committee desire that the whole set up
of Military farms should be reviewed in all
its aspects by Government at a high level in
the light of the recommendations made by the
Committee and an early decision taken in the
matter. The Committee would like to be kept
apprised of the same.

The Committee observe that a lift irrigation
scheme was commissioned in Military Farm.
Manjari during December, 1975. During the
trial run, the plant which was installed by a
contractor was found to contain several defects
and the works were incomplete. Even though
the Technical Board of Officers had given its
findings in May 1977 it took more than three
vears for the Ministry to issue orders for holding
a Court of Enquiry in the matter so as to fix
responsibility on the defaulting officials. Tt
is unfortunate that the case is still under exami-
nation and disciplinary action has yet to -be
taken. The Committee deprecate the inordinate
delav  in finalising the -~ case and
desire that conclusive action in the matter
should now be taken without further loss of
time.

The Committee understand that a Gobar
Gas Plant was installed and tried at Military
Farm, Meerut during 1961 but it did not work
satisfactorily. Since the technology for energy
utilisation in this field has now advanced signi-
ficantly and a latge number of gobar gas plants
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1 2. 3 4

are functioning satisfactorily elsewhere, the
Committee recommend that the Ministry of
Defence should take up the matter with the

«~ Department of Science and Technology so
that Gobar Gas Plants can be set up in the
Military farms under a time bound programme
for catering to the energy requirements of
these farms to the extent possible.

24 3.82 Ministry The Audit paragraph contains a number of
of ‘ other observations with regard to various
Defence activities undertaken by the Military farms

such as fodder cultivation, deterioration
in crop yields in the Military Farm at Purkaz,
concentrate scheme to increase milk yield etc.
The Committee expect that appropriate action
would be taken to rectify the shortcomings
pointed out by Audit. The Committee desire °
that a close watch may be kept on the
performance of the various farms particularly
those which have been showing losses so as to
improve their functioning and financial
viability.
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