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INTRODUCTION 

I, the Chaiirman of the Public Accounts Committee, a s  authorised 
by the Committee, do present on their behalf this Forty-Eighth 
Repont of the  Public Accounts Committee (Sixth Lok Sabha) on 
paragraphs 28 and 53 of the Report of the Comptroller and huditor 
General of India for the year 1874-75, Union Government (Defence 
Services). 

2. The Report of the ComptFoller and Auditor General of India for 
the year 1974175, Union Government (Defence Services) was laid 
on the Table of the House on 6 May, 1976. The Public Accounts Com- 
mittee (1976-77) examined paragraphs 28 and 53 of the said Audit 
Report a t  their sittings held on 28 and 29 July, 1976 respectively but 
could not finalise the Report on account of dissolution of the Lok 
Sabha on 18 J a n u x y ,  1977. The Public Accounts Committee (1977- 
78) considered and finalised this Report at their sitting held on 8 
December, 1977, based on the evidence taken and the further written 
information furnished by the Ministrv of Defence. The Minutes of 
these sittings form Part 11* of the ~ e ~ o r t .  

3. A statement containing conclusions/recommendations of the 
Committee is app'ended to this Report (Appendix). For facility of 
reference these have been printed in thick type in the body of the 
Report. 

4. The Committee place on record their appreciation of the com- 
mendable work done by the Chairman and the Members of the 
Public Accounts Committee (1976-77) in taking evidence and obtain- 
ing information for this Report. 

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

6. The Committee would also like to expTess their thanks to the 
Ministry of Defence, Ministry of Agriculture and Irrigation, Depart- 
ment of Food (Army Purchase Organisation), Department of Rural 
Development (Directorate of Marketing and Inspection), Ministnes 
of Railways (Railway Board), Law and Finance and the Indian 
Standards Institution for the cooperation extended by them in giv- 
ing information to the Committee. 

NEW DELHI; C. M. STEPHEN, 
December 9, 1977 Chairman, 

- - 
A grahayana 18,- 18997s) . Public Accorints Comnit tee.  
-- -- - - - - -- --- .- 

*Not p~ in ted .  One cyclostyled copy laid on the Table of the Hou% 
a d  five copies placed in Parliament Library. 



I 
HEAVY LOSS IN TRANSPORTATION OF REFINED 

GROUKD-NUT OIL 
. Audit Paragrap?t 

1.1. Due to shortage of hydrogenated oil Government sanctioned 
' .hn May 1974 the procurement of 6,000 tonnes of refined ground-nut 

oii through the Chief Director of Purchase in the Ministry of Agri- 
culture. In July 1974 the quantity was increased to 7,000 tonnes. 
During June-August 1974 contracts of the value of Rs. 8.26 crorss 
were entered into by the Chief Director of Purchase for supply 
(f.0.r. station of despatch) of 7,600 tonnes of refined ground-nut oil. 
The supplies were to be packed according to Army Service Corpa 
specification No. 139 (applicable to hydrogenated oil) in 18-litre 
square tins conforming to I n h a n  Standard Specification 916-1966. 
Each tin was to contain 16.5 kg. net. The supplier, were to ?roviUe 
adequate dunmge (straw, hay, old gunny bags. etc.) for packmg 
the tins to be loaded into railwas wagons. The supplies were to be 
inspected at the supptliers' premises by the concerned Officer Com- 
mLulding, Composite Food Laboratory. 

1.2. In view of the relatively low viscosity of refined ground-nut 
oil, Army Headquarters issued detailed instructions to all Command 
Headquarters and all Officers Commanding Composite Food Labor- 
atories in Ma\. 19'74 regarding handling9 transportation and despatch 
of ground-nui oil from the suppliers' factories to the depots with 
special emphasis on the soundness of contriners. adequacy of dunnage 
and the avoidance of transhipment as far  as possible. 

1.3. The order catered for 38 depots. In the contest of reports of 
losses in transit. Army Headquarters suggested (Julv 1974) to the 
Chief Director of Purchase the substitution of 18-litre tins by the 
trade pattern 4kg .  tins The Chief Director of Purchase stated that 
no change was possible as pract ica l l~  all the quantity would hare 
been tendered by then and that the chances of transit loss wouid 
be greater in 4-kg tins. In -4uqust 1974. Army ~ e a d ~ u a r t e r s  reltera- 
ted to all Commands and the Conlpcsite Food Laboratories the need 
for strict comnliance with the earlier instn~ctions for handling the 
stores. 

1.4. For supplies made during July 1974 to February 1975 heavy 
transit lrrsses v-ew noticed by \yarious consignee depots. Courts of 
Enquiry/Boards of Officers convened a t  the depots attributed the 
losses primarily to the poor quality of containers, inadequate dnd 
improper dunnage, defectifre tying of tins and loose s h ~ i n t i ~ i g  cn rowte. 



1.5. Due to continuing scarcity of hydrogenated a1, Govemmentr 
approved 'the purchase of an additional quantity of 3,000 tonnes of 
ground-nut oil in  September, 1974. This quantity was covered by 
contracts of the value of Rs. 3.15 crores during October, 1974. I t  was 
decided that this quantity be moved in 2x18-litre IS1 marked tins 
packed in a crate or shook. This order catered for 19 depots. Heavy 
transit losses were noticed in those consignments as well. The Courts 
of Enquiry found that the crating was faulty, and the nails had 
protruded inside and punctured the tins during shunting, and fur- 
ther, n e l t h e ~  sufficient packing material or dunnage had been pro- 
vided nor were the tins properly lashed inside the wagons. 

1.6. While th? total loss incurred in transit and during storage- 
has yet to be assessed, transit losses of about 267 tonnes af the value 
of Rs. 32.50 la& (at the free issue rate of Rs. 12,150 per tonne) 
have been reported so far (January 1976). In addition, one adept 
has reported a storage loss of 31 tonnes (July-September 1974) 
valued at Rs. 3.77 dakhs. 

1.7. The Chief Director of Purchase stated (September, 19'74) 
that no action could be taken against the suppliers* since supplies 
had been despatched after inspection by the Composite Food Labo- 
ratory and under the supervision of Arir,y authorities. The Minis- 
try of Defence stated (December. 1975) that the Defence authorit- 
ies had handled ground-nut oil for the first time and every effort 
was made to eliminate losses by issuing detailed instructions for the 
handing of stores. Further, the sources of supplies were such that 
transhipment could not be avoided; while all consignments were 
despatched under the supen~ision of Boards of Officers, no control 
could be exercised at transhjpment points where this was carried 
out under rajlway arrangements. The Ministry stated further that 
transit losses had come down after the provision of shooks. The 
Indian Standards Institution which was consulted about the exten- 
sive leakage of tins stated that there was no intrinsic defect in 18- 
Pie square tins and the losses occurred mainly due to transit 
hazards. In  respect of the storage loss (Rs. 3.77 lakhs), the Ministry 
stated that disciplinary action had been taken against the penons 
concerned. 

paragraph 28 of the Report of the Comptroller and Auditor 
General of India for the year 197475. Union Government 

(Defence Serviceg) 'J 

1.8. The Army Purchase Organisation (APO). Ministry of A v i -  
culture (Department of Food) is concerned with procurement d - --- ---" -- -- 

*M/s, Bhavnagar Vegetable Products. Bhavnagar. 



food items as indented by Army authorities in accordance with pres- 
criibecFpurchase procedure. The Chief Director of Purchase (CDP) 
has a Market Intelligence and Statistical Cell under him for main- 
tenance of necessary information with regard to price trend of some 
of the important items required to be purchased for Defence Servic- 
es. The position in regard to availability of hydrogenated oil and 
the market trends, etc. is judged from the response received to 
tender enquiries issued by him for supply of this commodity. 

1.9. The Audit para points out that on account of reported short- 
age of hydrogenated oil (vsnaspi~li) round about 1974, Government 
approved purch?.se of refined ground-nut oil in lieu thercof through 

- the Chief Director of Purchase, Army Purchase Organisation. Ex- 
plaining the basis for the Chief Director of Purchase arrivins a t  a 
conclusion that there was, in fact, a real shortage of hydrogenated 
oil a: the relevant time, the Ministry of Agricl~lture and Irrigation, 
Department of Food (APO) in a note have stated that during the  
period from O~tober .  1973 to August, 1974. tvhjch includes the period 
subsequent to t h ~  taking of decision to go in for purchase of refined 
nil, our of 50 tender enquiries issued on the basis of indents receiv- 
ed for purchase of hydrogenated cil there was no response in 46 
ca.ses and in 3 cases the quantity offered was less than the quantity 
required. This was further substantiatd during the course of dis- 
cussions held with the registered firms on 16th April, 1974 and also 
in a subsequent meeting held by the Ministry on 3rd May. 1974, 
att,ended by the concerned officers of the Department of Food and 
A m y  Headquarters. 

1.10. Tne manufacturers of hydrozenated oil registerld with the 
Army Purchase Orgmiastion were invited to attend a meeting on 
16th April, 1974. The meetjnq was called by the Chief Director of 
Purchase. Only 10 firms sent their representatives. The firms ex- 
plained that on account of credit squeeze, tight money position, non- 
r~vailabilit;\. of tin-plate and imported oils, they were experiencing 
difficultv in undertaking manufacture of vanaspati. Four firms, 
however, agreed t o  supply n total quantity of 2.715 tonnes of hydro 
oil on the condition tha t  the required quantity of imported oils 
would be made avai!al~le to them. The question whether imported . 

oils could be released as dt.ninnded by the aforesaid firms was taken 
up  with the Directorate of Vanaspati hut it was stated by the Con- 
troller of Vannspati at a meeting called 'by the  Ministr:: of Defence 
on 3rd Map, 1974, that the stocks of imporred oils had almost been 
exhausted. I t  was observed that even after the meeting with t h e  
registered suppliers on 14th May, 1974, there was no response to the  
tender enquiries issued upto August, 1974 for supply of Hydro oil. 



1.11. Asked whether the Vanaspati Directorate was consulted on 
:all the three ~Ccasions, wiz., May 1974, July 1974 and September 1974, 
w h e n  it had been decided to purchase refined groundnut oil in lieu 
of hydrogenated oil, in regard to the availability of the latter, the 
Chief Director of Purchase, Army Purchase Organisation stated in 
evidence that whenever purshases of vanaspati were required to be 
made by the Chief Director of Purchase, the advice of the Vanaspati 
Directorate was invariably sought. A sugg-estion had been mooted 
at the above-mentioned meeting held on 3rd May, 1971 that since 
there was no v~naspa t i  available, refined ground-nut oil should be 
purchased. The Joint Secretary (Sugar) who was incharge of the 
APO was also the Vanaspati Controller and he, therefore, had m 
overall view of the prevailing position of the Vanaspati Industv .  
He held the opinion that there was a steep decline in production of 
\-anaspati and had brought t h s  fact to the no'ice of the Cabinet 
Committee on Economic Policy and the then Minister for Agricdture. 

1.12. I t  was also stated by the Ministry of Agriculture and T r r i -  
gation, Department ( D O )  in a note furnished to the Committee in 
this regard that the decision to purchase refined ground-nut oil was 
taken by the Government after conslder~ng all relevant aspects of 
the matter and that consultation wi'h the medlcal authorities of the 
Army had also been done before taking t h s  decision. 

1.13. The decision to give effect t o  the sugqestion that t h e  
Defence services should be allmved to purchase some quantity of 
refined groundnut oil to cover their immediate and urgent requirc- 
ments for two months was conveyed by the Mmnistry of Defence to 
the Chief Dire-tor of Purchase on 14th M a y ,  1974. Accordingly, 
first indent was placed on the /,PO for the purchase of 6.000 tonnes 
of refined groundnut oil for urgent supply to Defence Services. 

1.14. According to Audit para the total initial rquirement  of 
6,000 tonne: of groundnut oil in May. 197.1 had been revised to 7600 
tonnes in July. 1974 and eJc. 10,600 tonnes in S~pter?ber.  1974 which 
represented an increase of 77 per cent in a period of about 4 month.. 
The Committee desired to know the re2sons for thi :tl,nol-ma! in- 
crease in the  estimated requirements. In a note furnished t o  the  
Committee. the mini st^, of Defence hare  stated: 

"The total requirement of the army for oil hydrogenated for 
the  year 1974 was 26,000 tonnes, and indent fcr  which was 
placed on CDP in November 1973 By 30th April, 1974, 
there was an ou t s ta~d ing  quantity of 14,476 tonnes due 
from the CDP. In  the context of the overall shortage of 



hydrogenated oil in the  country during this year, the CDP 
expressed hls inability to procure oil hydrogenated for 
the  army. 

Keeping in view the fact that the monthly requiremen't of the  
army for oil hydrogenated was in the region of 2,m 
tonnes per month, the  initial indent mas placed on CDP 
for procurement of 6000 tonnes of groundnut oil as an 
alternative cooking medium for a period of three months. 
I n  July, 1974, the CDP i:idicated the availabil~ty of an  
offer of 1600 tonnes of refined groundnut oil while there 
was no possibility of procuring oil hydrogenated, in the 
near future. I t  was therefore decided to procure 1600 
tonnes of refined grounlhut  oil through the CDP. By 
September, 19'74, when the CDP indicated his inability to 
procure oil hydrogenated and when i t  nras seen that a 
break-down in the supplies of cooking rfiedium to t h e  
troops was imminent, it was decided to go in for the pro- 
curement of further quantity of 3.000 tonnes of refined 
groundnut oil." 

1.15. The Committee desired to know the procedure lollowed in 
selecting the suppliers of groundnut oil. The Chief Director of Pur- 
chase has stated in evidence: 

"The grounjnut tender enquiries hzve Seen sent to only those 
of the contractors who are regis;e:-2d v:itb. us and who 
have been supplying vanaspati and those are the suppliers 
who also supphed us refined groundnut oil.'' 

1.16. The Committee enq~ured abcut the st2ys taken b ?  the 
Chief Director of Purchase to determine ~vhether  stocks by hydro- 
genated oil were not deliberately bein? hoarded by the suppliers 
with a view to creating artificial scarcity cf this covrnodity so as to 
promote sale of refined groundnut oi! The XIinis:!-\. h x V e  !n R note 

. stated: 

"For procurement of processe.3 food items (:i-hizh wo~ild in- 
d u d e  oil-h~.dro, refined s l .o~;?d!?~; i  oil c?c > required by 
Defence :cu!.horities n ccrti:in procedure !)as !,em laid 
down in the Manual of fir-chas.e Procedure ~CCO:-ding to 
which the tender enquiries \\,auld be issued only to a p  
proved contractors whose factories were d d p  inspected 
and found suitable and who had also furniqhed standing 
securitv. Issue of tender cnquir-ies to firnw other than 
those nit11 the Army Pmcilase O r ~ l n i s a t i ~ n  



would not have been cousistent with the provisions of 
Manual of Purchase Procedure. I t  had, however, been 
ensured that finns registered for supply of Oil Hydro 
were also competent to manufacture refined groundnut 
oil. 

The Chief Director of Purchase had no independent means of 
determining whether stocks of oil hydro were deliberate- 
ly being hoarded with a view to creating conditions of 
scarcity and promoting sales of refined groundnut oil. 
Nor was this in fact part of his function. Since the Vanas- 
pati Controller had observed that vanaspati was then in 
short supply and also as this view was confirmed by results 
of tender enquiries issued during the period from October, 
1973 to August, 1974, there was in any case no furthef , 

need for Chief Director of Purchase to make any inde- 
pendent attempt to go into that question." 

1.17. The Audit para has stated that during June--August, 1974 
contracts of the value of Rs. 8.26 crores were entered into by *he 
Chief Director of Purchase for supply (f.0.r. Station of despatch) of 
7,600 tonnes of refined ground-nut oil. The supplies were to be 
packed according to Army Service Corps Specification No. 139 (ap- 
plicable to hydrogenated oil) in 18-litre square tins conforming to 
Indian Standard Specification 916-1966. Each tin rvas to contain 
16.5 kg. net. The suppliers were to provide adequate dunnage 
(straw, hey, old gunny bags, etc.) for packing the tins to be loaded 
into railway wagons. The supplies were to be inspected at the 
suppliers' premises by the concerned Omcer Commanding Composite 
Food Laboratory. The relevant extracts from ASC Specification 
No. 139 and IS1 Specification No. 916-1966 furnished to the C m t  
mittee by the  Ministry of Defence are reproduced below: 

"ASC Specification No. 139 
Packing: 
7.  (a) Tins.-The oil hydrogenated shall be packed in kermeti- 

cally sealed 18-litre square tins conforming to Indian 
Standard Specification No. IS:916-1966 for 18-litre square 
tins and certified under the IS1 Certification Marking 
Scheme with such additional stipulations as given in A p  
pendix. The 18-litre sq. tin shall also conform to the 
hydraulic pressure test given in thp IS Specification No. 
IS:916-1966. The net contents of such tin shall be 16.5 Kg. 

@) Cases.-When cased s u p p l i s  are ordered, the tins shall 
be packed in strong wooden cases conforming to s ~ i f i c a -  



tion No. INDIGSIFD4 (b) , size 1. Each case shall contain 
kwo tins. 

IS1 Specification No. 916-1966, 

D. FOREWORD 

1.3 Eighteen litre tins are commonly used for packing various 
commodities, such as vegetable oils and vanaspati, insecti- 
cides and chemicah cashewnuts, food products and 
kerosene oil. 

3. REQUIREMENTS. 

3.1. Capacity.-The nominal capacity of the tins shall be 18- 
litres. The gross capacity of the tins with closures fitted 
shall be not less than 18.9 litres." 

1.18. Clarifying the position regarding packing specification fol- 
lowed in this case, the Ministry of Defence had informed Audit in  
March, 1976 that as no ASC specification existed for refined ground- 
nut oil, advantage was taken of ASC speciScation So.  139 for hydro- 
genated oil for supplying and packing a net quatitp of 16.5 Kg. ini 
18 litre capacity square IS1 marked tins. The Ministry have fur- 
ther stated that according to the Agricultural Marketing Adviser, a 
maximum of 17 Kg. net weight of vegetable oil could be allowed in 
such tins. The views expressed by the Agricultural Marketing Ad- 
viser in his letter dated 31st January, 1976 addressed to the Arm3 
Headquarters regarding filling of groundnut oil in IS1 marked 18 
'Sitre tins is reproduced below: 

"(i) As far as filling of .qgrnarked V~getaEIe Oils is concern- 
ed, presently 17 Kg. Max. as nett wt, is allowed in tins. 

(ii) As per rules of weights and measures, nett weight should 
invariably be marked on each container. Hence it will 
be more appropriate in case it is confirmed from the same 
department regarding fillifiq of groundnut oil which is 
permitted in IS1 marked 18 litre square tin. Because our 
Directorate is not aware and concerned that how much 
quantity of groundnu: oil is exactly permi:te;l in 18litre 
square tin of ISI." 

1.19. The Committee desired to know when the advice of the 
'Agricultural Marketing Adviser was obtained and whether it was 
applicable to groundnut oil. The Ministry have stated that this 
clarification was sought from him only in January. 1976 as a query 
had been raised at that time as to whether or not the filling of 16.5 



Kg. of refined groundnut oil in 18-litre IS1 marked square tin hab 
contributed, in any way, to  the losses. The advice covered a@ 
vegetable oils. 

1.20. Asked what was the trade practice for the bulk movement 
of groundnut oil and whether it was ascertained at any stage, parti- 
cularly the practice adopted by the trading community of Gujarat 
fmm where bulk of the supplies appeared to h3ve been procorebh 
the Ministry have stated that informal enquiries made in Delhi re- 
veal that % stocks d refined groundnut oil are transported in tins 
of different capacities both by rail and road from mills to depots. 

1.21. In  reply to another question whether any ASC Specification, 
specific ,to groundnut oil, had since been issued, the Ministry have, 
in a note, stated: 

"No separate ASC Specification for refined groundnut oil has 
since been laid down because refined groundnut oil was 
procured only due to non-availability of oil hydro during 
1974 to meet urgent Defence requirement and this item 
is not likely to be procured in future." 

1.22. The Committee find from the Audit Paragraph that in the 
context of reports of losses in transit in respect of the supplies made 
in July, 1974, the Army Headquarters had then suggested (July, 
1974) to the Chief Director of Purchase the substitution of 18-litre 
tins by the trade pattern 4 K e .  tins. The latter, however. appears 
to have expressed the view that no change was possible as practi- 
cally all the quantity would have k e n  tendered bv them and the 
chances of transit losses would be greater in PKg. tins. In view 
of the fact that supplies of the oil apparently continued even after 
February, 1975, the Committee enquired whether this suggestion 
was given adequate consideration by the Chief Director of Purchase 
and whether the suppliers were approached with a view to make 
future supplies in 4-Kg, tins. The information furnished by the 
Ministry of Agriculture 2nd Irrigation Department of Food (APO) 
in this regard is given below: 

"The period of supply was not relevant. Tne suggestion that 
the substitution of I s l i t r e  tins by the trade pattern 4-Kgs. 
might be  considered was made by the Army H c p .  on 29th 
July, 1974. Therefore, no change as suqgested by the 
Army Hqs. could be legallv made in the terms of contracts 
~ l r e a d y  concluded. It might have been possible to in- 
troduce a change in the specifications of containers in sub- 
sequent tender enquiries, which were issued on 30th Sep- 



tember, 1974 It may, however, 'be stated that in a meet- 
ing held by the Army Hqs. on 7th September, 1974, where 
the suitability of different types of containers including 
4Kgs. tins was considered, the conclusion arrived at was 
tb t  supplies in 2x18 litre IS1 marked tins packed in a 
crate or shook would be more suitable. 

This involved financial implications. After the contracts were 
placed, the 'terms of contract could not have been changed 
unilaterally. It will also be observed that a final view on 
the suitability of the different types of containers was not 
taken till 7th September, 1974 when, in a meeting held 
by Army Hqs., it was decided to continue to obtain s u p  
plies of refined groundnut oil in 2x18 litre tins." 

1.23. In regard to the basis for the Chief Director of Purch\a& 
expressing the view that the use of 4-Kg. tins would result in higher 
transit losses, the Ministry of Agriculture and Irrigation, Department 
of Food (APO) have stated that this impression was gathered from 
the representatives of two mills which are large manufacturers of 
hydrogenerated oil, 

1.24. Orders for supply of groundnut cil were placed f.0.r. station 
pf despatch. In view of the fact that there had been considemblq 
t r m i t  dosses, the Committee desired to know whether the possi- 
bility of the supplies being effected at the consignee's end by the 
suppliers themselves had been explored and whether the compara- 
tive economics of accepting supplies f.0.r. station of despatch vis-a- 
uis f.0.r. destination had been examined in detail. In a written 
note furnished in this regard. the Ministry of Agsicu1:ure and Irri- 
gation Department of Food (APO) have stated: 

"Purchases of refined groundcut oil were made on the usual 
terms and conditions. KO deviation from the normal 
terms and conditions was suggested by the indentors and, 
therefore, the possibility of the supplies being effected at 
the consignee's end by the suppliers themseives was not 
examined. Also, no exercise was undertaken to work out 
the comparative economics of accepting suptdies f.0.r. 
station of despatch vis-a-vis f.0.r. destination." 

1.25. The Audit para states that in view of the relatively low vis- 
cosity of refined groundnut oil, Army Headquarters issued detailed 
instructions to all Command Headquarters and all Officers Com- 
manding Composite Food Laboratories in May, 1974 regarding hand-- 
ling, transportation and despatch of groundnut oil from the supplier - 



factories to the depots with special emphasis on the soundness of the containers, adequacy of dunnage and the avoidance of traa- 
shipment as far as possible. Since transit losses were noticed in the 
case of initial supplies made during July, 1974, the Army Head- 
quarters reiterated to all Commands and the Composite Food Labo- 

.ratories the need for strict compliance with the earlier instructions 
for handling the stores. 

1.26. The first order for 7,600 tonnes of refined groundnut oil for 
which contracts of the value of Rs. 8.26 crores had been entered into 
.in June--August, 1974, catered for 38 depots. The Audit have 
observed that for supplies made during July, 1974 to February, 1975 
heavy transit losses were noticed by various consignee depot?. 

,,Courts of Enquiry/Boards of Officers convened at the depots attri- 
buted the losses primarily to the poor quaIity of containers, inade- 

5 quate and improper dunnage, defective tying of tins and loose 
shunting enroute. 

1.27. After excessive leakage of refined groundnut oil in 18-litre 
IS1 marked tins came to notice, Government approached IS1 for 
checking the quality of tins. Thereupon IS1 representative visited 
4 supply depots and one oil mill and inspected the. tins used for 
packing refined groundnut oil. The Director, ISI (Marks) himself 
visited one supply depot. IS1 representatives were of the view that 
major losses of refined groundnut oil resulted from transit hazards 

:and not due to any defect in the intrinsic cjuality of 18 litre square 
IS'I marked tins. The opinion of the Director ISI (Marks) was re- 
ceived on 23rd September, 1974. 

1.28. To a question whether desirability of seeking technical ad- 
vice from the specialised agencies like Defence Institute of Stores 

.Presenration and Packing, Chief Inspector of General Stores, IRL 
(Materials) in regard to the excessive leakage of oil in 18-litre IS1 
marked tins by sending a few tins for testing by them wns sought 
dor, the Ministry have replied that 'taking into consideration the 
national status of I S ,  the question of referring the matter to 
Defence Food Research Laboratory (Material j was not considered 
necessary. 

1.29. The Committee have learnt from Audit that the Ministry of 
Defence have offered the following remarks jn December, 19'75 in 
regard to the findings of Courts of EnquirylBoards of Officers about 

rthe quality of containers: 

"The findings that the containers were of poor quality has not 
been corroborated by the Indian Standards Institution. 



That Institution was of die view that major losses resultel 
from transit hazards and not due to any defects in the 
intrinsic quality of tins." 

1.30. Elaborating on this point, the Director General, Indian Stan- 
dards Institution has stated in evidence: 

"As far as I can see, containers that were inspected were in 
various godowns because they had already been transport- 
ed. When we inspected the containers already transported, 
the leakages were there. So after the officers examine 
these tins they came to the conclusion that there was no 
defect a s  far as the container was concerned". 

131. When the Committee referred to some specific findings of 
the Cou- of Enquiryl'Boards of m c e r s  about the quality of tins 
K . .  lids of tins were not soldered properly with the -1t that the 
lids were blown open; poor soldering of the containers resulting in 
leakages through seams and ioints due to excessive surging of tbe 
oil in transit, a numbex of tins being dented and broken, used tins 
being used by the consigner for the consignment of a number of tixu 
in one despatch. the Defence Secretary has stated in evidence: 

"It  1s the usual Army Procdure that when loss has occurred 
they have a Board of Enquiry and this Board is not by 
experts but by no1 ma1 Army officers. These Army Ofecera 
examine certail; consignments. If you read from one 
particular report. that will not necessarily be represent.- 
tive of the whole, thing. For instance. this question of 
'nail-driven t i r s '  nrose only in the case of large consign- 
ments and this Board of Inquiry was set up  to inspect 
particular consignments only. In this case we e i t h e  
r c i n f o r ~ ~ d  the lashes or zskcd for replac~ment and may 
be that the Audit took it and put i t  down as one of the 
reaso ns.... 

The other thing is that while the Board of Officers to the best 
of their judgement, their lay judgement, indicated that 
these were the d c f e ~ t i v ~  tins-probably, the soldering wa6 
faulty-I have more than one letter from the IS7 after d w  
inspfftion of these tins to suggest that there was nothing 
wrong particularly with the tins." 

1.32. C)n being pointed out why the word of the men on the spot, 
the A.rmv ofRcers who conducted these enquirim, should not be 
relied upon. the witness h ~ s  deposed: 

"FTrstIp, people on the spot are not experts either in the qual~ty 
of tins or in their manufacture. Seconbty. they made a 



visual examination. A leakurs; container muat be faulty; 
whether it  started leaking froni the initial stage or it  
started leaking on the way, that is not known. He assumes 
it was a faulty contaiber. We have go* into this in depth 
with the expert agencies that the government have; they 
have given their opinion." 

1.33. Asked whether IS1 had checked all the tins ln p~oduct~on 
Whkk were used for Army supply, the representative of the Indian 
%atldfiPda Institution had the following to state: 

"AU of them were brought under IS1 certilicat~on mark. ill 

addition, a t  the specific request of the Defence we d ~ d  also 
additional lot inspection of all the manufactured tins and 
spe~ial procedure was evolved. when those were ready. 
inspection was done according t.o particular procedure and 
then only they w s c  supplied to the military authorities." 

1.34. As has been brought out earlier. the Army Headquarter5 
# M e  issuing detailed instructinns to the Cc mmand Headquarters and 
OBcers Commanding regarding handline transportation etc. of 
poundnut oil p om suppliers' factorirs to depots, special ernphasis 
was laid on the soundness of rcntainers The Committee, therefore. 
desLred to know whether the mspezting officers had questioned thv 
soundness or fitness of the containers before accepting the lot and 
ensured themselveq of this priman requirement The nefenct. 
Secretary has stated. 

"It js our information that wnrrever defective containers were 
offer&. they were rejected and they were replaced by 
sound containers. Leaking and dented tins were rejected 
off-hand. Wherever anything is brought to our notice that 
there was dereliction n f  duty. on the part o f  any servicv 
officer automatically a n  rnqilir.. i q  held into that mnttpr. 
As T have a!resd~ inclicnte~l enquiries have bee? made in 
wrne r n s e  and p&nishrncnts hn1.r :~lso hcen nwnrde.".." 

The witness has added.  
"It was the opinion of the oficers that the  conta7ners were not 

sound. Against that we h a w  the oertification bv the YST 
that the containers were all right. It is for vou to accept 
one or the other I personall" would accept thtb 'SI findings 
that the containers were all right but it is the transporta- 
tion hazards which snw throuph the containers," 

135. The Committee desired to know whether Government was 
WnMng of jntmdrtdnp any a l tma t ive  for the containers for trans- 



p o r t ~ t i o n  of groudnut oil. Defence Secretary has stated in 
evidence: 

"We hope this queston will not arise because we are  not 
going in for groundnut oil again. W e  have gone into t h ~ s  
with the Food Technological Laboratory and they have 
given us a very foolproof kind of tin-galvanised iron tin- 
to contain 20 l i t r a  but i t  will cost Rs. 38 per tin. Thus, 
we will be spending on the containers. One can have one's 
chosce." 

1.36. In this connection, the Ministry of Defence have. in a note, 
slbrequently furnished to the Committee, stated: 

"We have no esperience of 20 litre galvanised drums as con- 
tainers for refined <groundnut oil. . . . (these are round 
in shape and made out of thicker iron sheet. . . . The cost 
of galvanised drums is said to be three times more than 
that  of current 18 litre square IS1 mark tins. Therefore, 
it can be economical only if it is used more than two times 
lor which i t  is well suited.. . . . (this) was being tested in 
the laboratory by DFRL.. . . . the container was still in the 
development stage. The need for such drums is unlikely 
to ari* in future a s  procurement of refined g r o u n d ~ u t  oil 
in future is not envisaqed." 

1.37. The Ministry in a notc furnished to the Committee in 
xhrance of evidenct~ h:l?.cb stat4 that the IS1 had expressed no  
opinion with regard to the abnormality or otherwise of transit losses. 
They had, however. attributed losses to transit hazards and not to 
any defects in the intrinsic quality of tins. Asked to indicate the 
basis fol the ISI's conclusion tha t  losses occurred due to improper 
and inadequate packing ie . .  by not following the procedure pres- 
cribed for the purpose mcn!ioned earlier in this report. t he  Director 
General. TSI has replied: 

"The actual pos~tion li; thal we do not have. a standard for 
packing of tins for kansportation. It appears that a 
remark like this lvas made by one of our officers who was 
deputed to inspect one of the godowns. but we take it that 
it was purely the ppinion of an individual o5ccr  and nnt 
of the IS1 as a \\?hoie because there is no standard for 
this." 

1.38. The suppliers were to provide adequate dunnage (stlxw. 
hay, old gunny bags etc.) for packing the tins to be loaded info Rail- 
way wagons. DetaiIed instructions had also been issued by the 



h y  Headquarters to all concernec! officer; and agencies regardhg 
despatch, handling and transportation of groundnut oil from sup- 
pliers' factories to depots wlth special emphasis inter-alia on adequacy 
of dunnage. Inspite of all these precautions reports of bosses in 
transit were received from most of the depots. The Committee have 
been 1nf~mIed by Audit that one of the reasons f o r  the abnormal 
loss pointed out by the lndian Standards Institution was the use of 
groundnut husk as dunnage in lieu of rice stalk which is rmrmally 
used for cushioning purposes. The substitute used for ciunnage 
proved inadequate since during movement of wagons the husk moved 
down on the floor leaving the tins unprotected against possibility of 
damage through transport hazards. The number of tins stacked one 
above the other in the radway wagon was more than normally done 
in the case of hydrogenated oil. 

1.39. The Chief Director of Purchase had intimated in Szptentber 
1974 that no action could be taken against the suppliers* since sup- 
plies had been despatched after inspection by the Composite Food 
Laboratory and undw the supervision of A m y  .kuthorities. The 
Ministry of Defence stated (December. 1975) that the Defence 
Authorities had handled groundnut oil for the first time and every 
rYort was made to eliminate losses bJ. issuing detailed instl-~tctions la? 
the handling of stores. Further, the sources of supplies \\.ere such 
that transhipment could not be avoided. The Committee have fur- 
ther learnt from Audit that the Mmistl-y had offered the follow~r~g 
remarks in December 1975 in regard to the findings of Courts of 
EnquiryjBoards of Officers on the inadequacy of dunnage and impro- 
per lashing of tins. "All despatches were carried out under the 
supervision of Boards of Officers and steps we1.e taken to provide 
adequate dunnage and proper lashing of tins, at the loading station 
but no control could he exercised at  trnnshipment points where the 
unloading and re-loadin? was cztrric~t~  PI^ ~ l : ~ d e r  rp i lwa~.  arrange-  
ments." 

1.40. The Committee had the feeling that the persons who were 
incharge of inspection were lunlol- officers and mexpencnccd in ~hcx 
handling of such consignments and as such the suppliers had ;heir 
wag both in respect of quality of tins supplied and the packinq 
svstem. T b  Committee, therefore, desired to know whether  thcCe 
&cers had taken due care in handling thc stock and h ~ d  ~ t r i c t lv  
followed the prescribed inspection and packing procedure 1n1d down 
for thc purpose. The Defence Secretart. has  stated in evidenw 

'The  oflcers, according to the Committee, may be juniors, but 
we consider a Major a very responsible officer in the Army, 



and this is something which t h q  have to do iil their 
normal life. The IS1 has not found any basic defect j? 
the quality of the tins. They have held that leakage is 
due to hazards of the transh&lment. So far as initial pack- 
ing and so on is concerned, there a'gain our conclusions 

, are that wen though supplies were accepted, the instruc- 
tions were issued and the packing was made. But where 
these tins had to travel over a long distance, all this pack- 
ing etc. got dislocated and was not of much avail. Also 
in the case of those supplies which had to be transhipped, 
the hazards were much greater because people were not 
there to supervise them. The railways did the supervision. 
Their regulations are such that only in the case of military 
special, they will allow inspection by military staff at 
transhipment point. As far as the question of taking care 
is concerned, my submission would be that they have not - 
taken care." 

1.41. The supplies were to be inspected at the suppliers' premises 
by the concerned officers Commanang, Composite Food Laboratory. 
In this context the Ministry of Defence had informed Audit in 
March 1976 that sample tins containing refined groundnut oil from 
the bulk stocks tendered were drawn by the bulk Inspector and sent 
to Composite Food Laboratory concerned for detailed laboratory 
analysis of the content? only. Technical examination of containers 
themselves is stated to be not within the purview of the Food 
Inspection Organisation of Supplies and Transport Directorate. 
Audit was further informed that visual examination of the container 
is carried out by the Bulk Inspection Officer to check obvious leak- 
age and presence of IS1 markings, as the responsibility of ensuring 
that the coniainers are upto their specification is with the Indian 
Standards Institution .Asked to indicate the reasons for not prc- 
viding in the inspection proc&ure. for control samples/testing of 
mntainers. the Ministry of Defence have. in a note. stated: 

"Technical esamination of the containers themselves is not 
within the pun.ieue of the Food Inspection Organisation 
of Supplies and Transport Directorate. Consig~tments are 
procured in IS1 certified and marked tins. -4s in the case 
of all commodities packed in tfns bearing IST certificatinn 
mark, it is thc responsibility of the IST to ensure t h a t  the 
tins arc ~ 1 7  to their wciiicntion Visual examination of 
the container is, however, rnrrird out bv the Rulk Tnspec- 
tion Officer to check obvious leakage and presence of IS1 
markings." 



1.42. During evidence, the repesentntive of the Lndian Stiu'idan;Ls 
Institution described the procedure regarding certification of cp4ity 
and inspection at site of produrtion as follows: 

'he nmnufacturer whu wants to lla\.e the IS1 mask for his 
product has to make an application. Our officers go for 
inspection and scc the capability of the manufac:tu~*r, 
whether he has got proper equipment, personnel. testing 
iacilities e k .  At  the same time, they draw samples irom 
there and these aril t w e d  in independent labocratorie:, and 
in our own laboratories or elsewhere. Once we arc1 sure 
that the maixtfactulcr has the capability k~ manufacture 
accordng to the standards anci the  test results also bear. 
out this fact.  t hen  n.e design ti quality control systern fm 
him to follo\v on his production line right from tht< stage 
pf raw material to the stage of finished product. We 
prescribe a proforma according to which he maintains the 
test results. hoiv the samples ha\pe to be drawn and tested. 
In addition. he has  to  calibrate all hi.';.~1*asuring rxluip- 
ment .  We have a system b! \\.hich our insprctors yay 
surprise visits. Thcre is no limit to the number of \,isits. 
It depends o n  the ?:-editability that the manufacturer has 
been able t o  creatc. but our inspecti,rs must visit a t  least 
four times n !.ear. Thtb?. inspect all the past rccotds to 
make surp that cvel-.thing gocs wcll. They draw samples 
from the finished products. These are tested indepen- 
dently by our laboratories. In addition. our ptvlplc go and 
draw samples from the market, t o  make another check. 
Thus, our scheme is very comprchtnsivt~ i i i ~ c l  n.pll-draw;. 
Several nat;onal bodiw i , i i \  r .il si, certification marking 
schemes. but ours is ;i very comprehensive .scheme. This 
is borne out by the fact that we have. been operatinl;. for a 
number of !.ears and t h e  number of complaints that we 
have had is v e q  few Tn addition, there is nn affrt?nnent 
with the manuf:irtura that. if at a n v  time ; t  ~ m d u c t  k r -  
ing an IS1 mark does not c o n f m  to the s t a n d d .  i f  we 
receive a complaint. the first thing that the manufncturw 
hss to do is to see that  the consumer gets a free r e p l a w -  
ment. W e  investigate and i f  t h a e  is n t d  to changc the 
qualitv Mtro l  svt~tem. WP do tha t .  We have also got 
powers under t h t ~  Act.. . . . to levv penalty if  the manu- 
facturer has misused the IST mark." 



110 padung had been kept In 'between tms and tms were a h  not: 
lashsd p v j m l y .  the Ministry of Defence had intimaM Audit ic) 
March 1976 that the loading was done with due care under tbe 
supt.svision of h a r d  of Ofticers and that the consignrnsnts received 
dt Raii Kead apply  Depot, had In some mtancas undergone Wan- 
hhipment and it  would, ther&re, be for the W w a y  Aurhoribes .to 
take due care in unloadng and rr;.lo;lctng at the transhipment pmnt 
as under Railway Tasiff Rules No. 112, W w a y s  do not allow super- 
vision of transhipent by Militan. aut honties unless the 'rain i., a 
military special 

1.44. Asked whether an) consultdtlons were held wltk the 'M- 
way authoritit3 to ensure adequdte safeffuards at the transhpment 
pint  and to explore the possiMity of transportation under %farce 
supnrision the Addihmal Member ?F&c (Railura\ u ) h a  
stated in evidence: 

'-e i s  no conbtion laid down anywhere that the Military 
authorities would not supervise thv transportation at 
transhipment p i n t s .  The only conditior. laid down is 
that in the case ~ l '  gnocti moved under the p m v i s i m  of 
the 'Red T a n f  i.c.. dangerous goods, it is absolutely in-  
cumbent on them to supervise the transhipment In at1 
othm cases, i f  the \  K-mt to supervise. we gilt them p.- 
miasion onareferencebeingmadeto us. . No ~ u f ~  
request was reccir-ed from the Defence Ministry." 

1 .45. b th connection, the Defence See- while i:xplarning 
tlur implication of IZultb 112 relatikg to handlmg of Military tmfk 

IW!%CIL says out. i-r~iliiar~ authorities are rtsponsible for and will 
i>erform all handling of stcares and packegs (a) if b? military 
cia1 trains, includuig transb.ipwL at junctions and terries ( ~ %  

refers to rmlrtary special trains only. and the oil was no! m o v d  by 
!nil.it&y s w a l  traim) and [b) if by ordm.ap train5, 
Iram-%panent at junction wink; and ferries'] deposed that ausonbg 
:o Railway xxgdati~ns. the i\biljtary O f f i m  were no: :i!lowed ta do 
this. He further stated that at ;\ ptrticular station of deipatch. :he 
inspecting oPfims appwached tke local Railwas authorities for F- 
mission and even a junior conlmissional officer was deputcul to go 
xith ~ J u  r p o n s j e c n t  to supervise t&e amshqxncnt btii !w ?\'%s n d  
. ~ l l o a  to g and he =turn&. The witness \I:.. ~dqcd:  

"I am told that the railways did not advisc us nor did I>erfrapi 
our organisation go to them for my speed 1 m u W 1  

which they might kke except as I ald for the mhship  
ment an effort was n u d e  's, send some s~qxwisory 
P P ] ~  " 



' 1.46. Clarifying his position, the representative of the Rai lwa~ 
hard has stated: 

"I have listened to the remarks of the Defence Secretary aud 
I have got the book.here. It is true that it is our respon- 
*Lty to mipervise the transhipment of goods except in 
the case of dangerous goo& like ammunition etc. Z 
accept that position. But what I had said was that if 
the Military authorities had thought that this consign- 
ment needed special supervision and if they had approach- 
ed us for permission, such permission would have been 
given-as it was done in the case of the FCI. In that 
case also, it was not binding on them to supervise the 
transhipment, but when they made a special request, we 
accepted because they said that they did ont want their 
grains to be last; we allowed their representative to 
supervise the transhipment. So, I was suggesting that 
had such a request been made by the Defence Ministry. 
permission would have been given " 

1.47. Asked whether he meant that the Railways were not res- 
ponsible for the loss, the witness has deposed: 

"I have accepted the responsibility. I have never disputed 
that fact. . . .when goods move long distance some 
damages or shortages take place due to various causes." 

1.48. The Audit para states that due to continuing scarcity of 
hydrogenated oil. Government approved the purchase of an addi- 
tional quantity of 3,000 tonne  of groundnut oil in September 1974. 
This quantity was covered by contracts of the value of Rs. 3.15 
ha re s  during October 1974. It  was decided that this quantity be 
moved in 2x18 litre IS1 marked tins packed in a crate or shook. 
This order catered for 19 depots Heavy transit losses were notic- 
ed in these consignments as well. The Courts of Enquiry found 
that the crating was faultv and the nails had protruded inside and 
punctured the tins during shunting. and further, neither sumcient 
packing material or dunnage had been provided nor were the tins 
properly lashed inside the waeons. The Ministrv had also stated 
Ulat transit losses had come-down after the provision of shooks. 

1.49. The Commit.tee pointed out that in the ASC specification 
laid down for $ydrogen~ted oil there existed a provision that the 
jndentors could ask the suppliers to make supplies in qttong wooden 
cased ~ a c k i n g  with two tins and desired to know the reawns for the 
Ministry of Defence not insisting on that recourse from the Initial 



stage itself so that the loss could have been avoided. The Defence 
Clocretary has stated in evidence: 

"I am informed that we did have this provision until some 
years ago and we used to enforce it, but the enforcement 
was a t  a considerable cost. I t  was given up then. I t  
was meant originally for the hydrogenated oil. When 
this particular emergency came, the groundnut oil was to 
be indented for a short time, they continued with the 
practice which was obtaining without reintroducing the 
use of wooden cover, shooks etc. for two tins. After 
observing the losses, however, they laid i t  down again as 
a mandatory thing for those consignments where the 
transhipment was involved. The losses in the tranship- 
ment categories came down later on." 

1.50. Since losses had been invariably attributed to hazards of 
rail movement. transhipment en rouOt-, inadequacy of dunnage, etc., 
the Committee desired to know whether any investigation had been 
made regarding inadequacy of supervision at the points of despatch. 
The Ministry in a note have stated that as despatches were carried 
eut under the supervision of Station Boards of Officers and not by 
ene single officer. no further investigation was carried out regard- 
ing adequacv of wpervision a t  the  po~nt .  o f  despatch 

1.51. The Audit have observed that while the total loss incurred 
i n  transit and during storage was yet to be assessed, transit 
losses of about 267 tonnes of the value of Rs. 32.50 lakhs (at the free 
issue rate Rs. 12.150 per tonne) have been reported upto Januarv 
1976. In  addition. one depot has reported a storage loss of 31 tonnes 
(July-September 1974) valued at Rs. 3 77 lakhs. 

1.52. Asked 10 indicate thc procedurta prescribcd/followed by the 
depots for assessing losses of goods in transit with particular refer- 
ence to vegetable oils. the h'Iinistn. of Defence hs1.e stated that aN 
consignments are despatched and rcceived under supervision of 
Station Boards of Officers t+ide  -40. 115'66. These Board< art. res- 
ponsible for checking the seals of wagons when received. openinc 
the wagons and checking the consignment .fol- correctne.;!: of qunn- 
titv and assessing losses. The Boards proceedings which inter alia 
reflect losses, i f  any, in respect of cnch consignment, are prepared 
by the Boards of OfFicers and endorsed with the opinion of the 
Station Commnnders. On the basis of these ~roceedings. loss state- 
mehts are prepared by the Depot concerned and progressed. This 
procedure is followed for all items. including vegetable oils. , 



1.53. The Committee desire to know the details of the btd 
quantity of refined gro~mdnut oil ordered, qutlrv5ity Mceived by 
?.armus depots. lmw/shortages in translt and ~nter-depot t r  andm 
rind storage and the value thereof In each case. The relewint data 
i u r n i s h d  by the M i n l s t r ~  of &fence ~ r ?  July. 1976 are l~pmdUrrLL 
below: 



1,s. Subsequently, the lYIitustry of Defence have himish i  to the 
Committee, on 24 January 10M, revised Agures of loss and the value 
thereof as  under: 

- - . - . 
Total low and valuc ttirreof 

- . - . . - - . - . . - - - - - - - .- . .. 

* Or 5.94 per cent of the quantity Confined to Depots 9 

I 

1.55. The Defence Secretary has stated during evidence that "the 
overall loss including transhipment is of the order of 2.32 per cent. 
It is not as if something very extraordinary happened in the case of 
Army p o u n d n u t  oil a:onc. It SCTIIS tc, be the experience of the trade 
~ C I ~ - ' T ; L I ~ ) .  alscl." :In cs t lact  froln the  Delhi State 0 1 1  Millers - 9 s ~  
ciation It:t1cr ciatecl ti blah 1976. who ;vt,lc contacted bj- the  Ministry 
o i  L)cfttricc t ~ ,  ;~.xci.tain the d e n e r i  pa t t e rn  of' trnnsit  losses e x -  
p~>rienced by the trade is appended below: 

I l u t  i11 r:t.ws \v!lt.re t h v  wagons are not l oadd  under  the per 
sov.:\l r l ~ l w r v i - i o - ,  o f  thv \lan:qcmt1nt or :~rv ~ u b ~ w t t d  to 
I r w  shunting and tr:tnshpment in between the lcakagt 
pmen tage  rang& f w m  2 to 5 per cent. I t  will decidedly 
he less if ttw tr.mshiprn.wt is done by the consiqnor him.- 
*If and not by the Railway c~mploy~.t.s themselves." 

1.56. Thc Cornnuttcv d~bsil-tad t o  know tlw na tu r i  r ) f  caiws/factors, 
iwitlted out by thtb courts of e n q u r y .  contributing to iosses in $tor;iqe 
;tnd durin!: inter-dtgpot t ransft~rs .  Government iuvtl stated that store 
losses hnve hixn attributed to ( i )  leakage of tins and (ii) neglect. As 
f w n &  intcr-depot transfers. the main reason..: tor losscs ; i z  per find- 
ln,@ of 23oa'rdq of Ofticers Courts of Enquiry applicable in general to 
; I  I I s t ~ c h  inter-depot transfers arc summarised below: 

( i )  Jolting and loose sh~int ing  of wagons during transit 



' 1.57. The Ministry of Defence were asked to indicate the nature 
of punishments awarded to the officials found responsible for storage 
losses. From the details furnished by them it is noted that punish- 
ments such as severe reprimand. forfeiture cd two years service for 
*e purpose of promotion, reduction in rank, rigarous imprisonment. 
penal deductions, etc. were meted out to these officials. 

on 
L - 

Poor quality of tins resulting p their bursting or getting 
punctured during transit. 
Leakage through seams and joints of tins due to poor 
soldering. 
Use of inadequate dunnage and improper lashing, 

1.58. The Committee desired to know the action taken in each 
mse, in pursuance of findings of the Courts of Enquiries Boards of 
Wlicers convened at various depots to enquire into heavy transit 
lasses. The Ministry of Defence have stated that action against de- 
faulting individuals 'has already been taken/will be taken.' 

1: 59. Enumerating the remedial measurer: taken to prevent re- 
currence of. and to minimise. losses during inter-depot transfers and 
in storage, the Ministry of Defence have. in another note, stated: 

"Refined groundnut oil is not a norma! item of supply to the 
troops and it is unlikely that this item will be purchased 
for issue to troops in lieu cf oil hydrogenated in future. 
Should, however, the necessity to procure refined groundnut 
oil arise in future. a suitable container as aproved by IS11 
DFRL will be used as the present 18-litre square tin con- 
forming to IS1 specification No IS. 916-1966 has not been 
found suitable for this purpose." 

1.60. The Committee desired to know whether, in view of the 
magnitude of the losses incurred in the procurement and transports- 
Son of refined groundnut oil, Army H:adquarter%'Ministry of Defence 
would consider the desirabilitv of convening a single high level court 
of enquiry 'board of officers to probe into this matter rather than 
depending on the reports of enquirics condurted at the depot level. 
The Defence Secretary has stated in evidence: 

"We will have to go on the same material which is before us. 
It is a matter of judgement. This august body is consi- 
dering all this. This is an enquiry at a very high level. 
I do not think we will be ~ b l e  to do anything more. It 
is for the Committee to make recommendation and we 
will consider that." 



1.61. In a note aulushed in this regard subsequently, tile &ikb 
try of Defence have stated that since losses are investigated and re- 
gularised by competent financial authorities at various levels, a single 
high powered Court of Enquiry was not held'. 

1.62. To a question whether losses have slnce been regularised, 
the Mjnistry of Defence have, in a ncte furnished to the Commit- 
tee in advance of  the evidence. stated *hat as per Financial Regula- 
tions, powers to regularise losses have been vested in variom 
authorities. Accordingly. loss statenlefits would have been regulans- 
ed or are  in theprocess of being reguiarised. by these ~ r i o u s  authe- 
rities. 

l.VL Loss statement.; In  r-t%pecl 01 t.::ch loss of refined ground.- 
nut oil have been prepared. Where the cwnpetent financial autho- 
rities felt that there was a requirement for Courts of Inquiries 
for jnvestigation gf the losses, these were convened. The present 
position iv i th  regard to these lose statements is not a v d a b l e  with 
;Ir.rnv Headquarten,  as these arc f ina l i .4  by the competent f i n a n 4  
authorities a t  various levels in consultatioll with their Financial 
A d \ k  rs. 

1.N. In a note furnisiu.d !o th+! (:c..!~!at:tu sui-~sequently on 27 
.Januaq. 1977. the .'rIinistry ha\.e statci: t!>at "regularisation 04 
losses not so far regttlarised 1s In.~n: ;,s!rsi;+!ri various authori- 
ties. . Xve h a ~ r c  asktd the Cor,irmn,I~ to  intinlate the pre6ent 
positiorl w i t h  regard t o  t . x h  of thcl lo.<,; striienlent. This info- - 
Ion will tx submitted immediately on receipt." 

1.65. Tht. position with regard to quantity and value ce c h n ; r ,  

I I I ~  1 I.'I.~WIII rxwtron ( : la~nl\  \ v ~ t h  Rail .+,iy, .a rc  ~ I C I I ~ :  uununi 

1.66. Asked tv indicate the basis on which c l & . ~ ~  hast, bcorl 
preferrc.i on the Railways. the Ministry have stated that c l a i m  
wcl'tt preferred on the  basis of shortage certificates issued by the 
Rail\vays and where the Boards o f  Officers oflned that the loss 
wlrv due to the neg1trl.t on the part of the Railways. The latest 



position of the total claims preferred on the Raihvays sad those 
accepted by them as furnished bv thp i s ,  sf 3efcncc in 
J~nur . rv  1977 is as under: 

(i)  Value of claims prefcrred--Rs. 35,20.222.17 on the Rail- 
w4ya 

(zi)  Value of claims accepted--R,. 2.74.261.92 by tile Rail- 
ways. 

1.67. This rdtttes to a rase where out of a tom quantity of 
1#W3 bannes of gmudaut oil costing Rs. 11.37 rteres achtallp pur- 
W by the A r m y ,  625 tonne+ (or 5.94 pet ccnt) valued at 
Ik 76.31 ldu were lost. of this. 317 tomes  (or nearly 50 per 
c a t )  d w d  nt Rs. 38.56 l&s wenB lwt during inter-depot tram- 
f a  and 43 tonne (or 7 per cent! \:11ued at &. 5825 l a k k  
wan lost in storage 267 tames (or 43 per ccnt) valued at 
&. 32-50 lakhf wem lost during trancit b? rail.hetucwn thc point. 
of loading and desdtration. 

161). From the fact5 placed before the Committee in writing as 
well a5 during e\-idt.ncc. the following \hortconlings alltl lacunae 
have k e n  observed: 

( i i i )  Instnrctiom were issued i n  May 19i4 (reitcrit~c-~( in  
Auyust 1974) to all Colnrnand Headquarters and i r l l  

OtlGcct rs Commanding Cornpaits Food Laboratories rcB- 
garding handling, transportation and despatch of ground- 
not oil from the supplied factories to the depots writ11 
sprc ia l  emphasis en the .soundness of containem adequacy 
of dunnage and avoidawe of transhipmet ew far as 
posRSMe. mite thmt Lnstdons hhvy losses occur -  
rsd not a d p  during trm4it by d bctwccn the paint3 



of b o d i n g  and destination but during inter-depot 
tmnders. % &ms t h t  the h t r u c t i o a s  were I W ~  
strictly followed those responsible for the handling of 
prmndaut dL 

(iv) It is held that the Boards of Oi1icm-s at  the destination 
statioav were not e x w e d  to inspect the quality of tins 
in which the oil was packed. The observations of the 
Courts of Enquiries/Boards of Ofticers that 'lids of tins 
were not soldered properly with the result Chat the lids 
were blown open, poor soldering of the contaiuers result- 
ing in leakage through scams and joints. a n m b e r  of tins 
were d a d  and broken, used tins ware again used', a.e 
clear indications o f  the fact that all was not well with 
the tin c u n b e r s .  The hndings of the Couris of En- 
quiries/Borrrds of Officers have. however. bee11 hrushefl 

on the ground that the officers constituting tllesr 
boards ult?re nnt experts and competent to assc33 
the quality of tins, 

( \  ) The \uggc\tion of the Arm) IIt~adq~rsrters for substituting 
18-litre tins by the trade pattern 4-kg tins was not g i v e t ~  
adequate runsideration The other suggestion of sup- 
plier k i n g  affected at the ~1),14ignec's and by the suppluer, 
themselves, i-e., F.O.H. destination a lw did not rpcelvt> 
the attention that it  deserved 

( t i )  The \uppliers were to pro1 idc. nclecl~ratc. c i r i ~ ~ u ~ c  (s t rau.  
hay, old gunnj  bag\ ~ t c  ) for packing the till, to hc 
lode- in milwaj wagons Tile \upplic\ \\ tbrr to I ,<% pacAc>d 
arcardmg to . l S C  \pt*cilicatio~i S o  I::!) u hich pro\ idc4 

thv u (. of rice 41;11k \\hic.)i 14 1 1 o ~ r i \ : 1 1 1 ~  I~\cL({  for cushion~ng 

(vii) .IS('' u!*trificatio~~ No 139 a l w  I:W\ idtd for ceased supplie. 
in which r a w  the tills wrrc to hc packed in strong \ v t d e n  
cases confsnrrinff to standard specifications, The supplies 
ordered for in May-July 1974 were, however, not rcquir- 
ed to bc in cases. Only after huge l o s . ~ s  came to be 
noticed that further supplies ortlrrcd for ill Scpten~lwlr 
1974 were required to bc in a c s . ~  ~ucking (shooks wit11 
two tin*). In c a d  supplies transit losses were sub- 



s 
'* 

s h t i a l i y  less. Why were the supplies not muired * 
be made in cases in the very fist instance Is a qu- 
that needs to be enquired into. 

(viii) The supervision of the Army authorities over the mu- 
signment came to an end when the oil tins were 1- 
in wagons. It  was stated during evidence that care dur- 
ing transit was the respondbility of the Railways n d  
that "according to Railwag r egu la ths  the Militar~ 
(HBcers were not allowed to do this." The repraw~tativb 
of the Railways, however. maintained that "if the M11~- 
t a q  authorities had though that this consignment nee- 
s-a1 supervision and if they had approached us (R&- 
ways) for permission, such permission would bave bepm 
given." Such permission was not asked for and the- 
fore, during rail transit the oil remained iti the care of 
Railways. The responsibility for loss during rail transit 
is sought to be pinned on the Ministry of Railways. Whl, 
Military supervision was not insisted upoa and provided 
with the permission of Railways when losses were n o t i d  
for the f i s t  time requires to he euquired into. 

(ix) Upto January 1977, the Ministry of Defence have p r ~ -  
ferred upon the Railways chirns of the value of Rs. 35% 
lakhs on this account, out of which Railways have a c w -  
ed claims of the value nf Rs. 2.74 lakhs only. 

(x) Defence Secretary had ststed during evidence that the 
overall loss including transhipmat is the order of 
2s32 per cent. It is not as if something very extra-ordinary 
happened in the case of Army groundnut oil alone It 
wems to he the experience of the trade generally also" 
However. the Committee aF,srrve that according to the 
data furnished by the 'Clinistr) of mfence, the general 
pattern of trade losses c.xperienced by the Delhi State 
Oil Millers Association is 1'2 per  cent (on account af 
leakage) when groundnut oil i$ loaded in tin with care 
and proper packing is done with material like wood and 
4 .mh. \  etc. In ca\c.s where wrqgons are not l oadd  
under the personal supervision of management and are 
subjected to loose shunting and transhiwent in betweear 
the leakage percentage ranges between 2 to 5. The laseu 
in the current transaction \\err, however, much exces4ve 
being of the order of 5.94 per rent 

(xi)  Although the transaction relates to the period of Sepfear- 
ber 1W4. the losses k v e  not ho far ken frrlly r - w .  



1.a. The Thenunittee are imtarrnbd that in pus9ance of the find- 
hgs of the Courts of EnquirieslBoar& of Officers comw@ned a t  & 
eus depots to enquire into these lowes, "action against the debadt- 
h g  individuals hag already been taken or will be taken." As re$tards 
the ~ e d i m l  measures (taken to prevent the recrraremce of losaes 
daring inter-depot transfm and in storage, it has been stated that 
"dined groundnut oil is not a normal itern of supply to the troops" 
and that "should, however, the necessity to procure refind ground- 
wrt arise in future, a suitable container as approved by Si?/DFRL 

be used . . . . ." 
1.70. The Committee are not satisfied with the investigations 

made into the circumstances leaditrg to heayy wansit and storage 
h of refind groundnut oil. They would Like Government to set 
up a high-level body including inter alia the representatives of the 
Railways and IS1 to enquire into the reasons for not taking adequate 
pecautions against possible losses during transit and storage of 
this commodity ab initio and for not taking adequate @nedial 
mBgsures as soon as thts losses under cxisting arrangements came to 
light f o r  the first time and fix responsibilitv therefor. The B d y  
ahauld also be directed to make suggestio~ls for the handling of this 
type of commodity for futuse guidance. 

1.71. The Committee learn that as against the claim of Rs. 35.20 
lnkbs preferred on the Railways by ihe Army Authorities, the Rail- 
ways had, according to the idormation furnished to the Conunittee 
in January 1977, acceptled claims of the ralue of Rs. 2.74 lakhs only. 
'Zbe Committee would l&e to h y  the latest position in regard to 
the aeeoptanee af claims by the Ministry of Railways 
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UWI%@3f STW€lB DEPART&U3lT (INDIA) 
Audit Paragraph 

A. General 
2.1. The Canteen Stores Department (India) which was set up 

1n J a n u q ,  1948 is being run as a Governmetat commercial under* 
ing. I t  trades in food-stuff, liquor, houschold requisites etc. for sale 
to entitled customers through unit canteens run with ~\egimental 
funds. 

2.2. The Canteen Stores Department is exempt from income-* 
and allowed exemptions/concessions in respect of purchase/dee 
m certain States. It is also allowed the use of Military wedit notes 
for conveyance of goods and the use (under certain conditions) of 
Government motor transport in field stations. 

2.3. Althou'gh the trading results of the Canteen Stores Depart- 
ment together with a financial review thereon are published in the 
Sommercial Appendix to the Appropriation Accounts of the Defence 
Sentices every year, the receipts and expenditure of the Department 
lontinue to be kept outside the Consolidated Fund of India in Can- 
travention of Article 266 of the Constitution of India. This matter 
has been the subject of comment in t h e  Audit Reports and recom- 
mendations made by the Public Accounts Committee on a number 
.rf occasions. 

2.4. A reference is invited in this conection to para 10 of the 
Audit Report on the Commercial Appendix to  the Appropriation 
Accounts Defence Services (1951-52)' para 17 of the Audit Report 
(@ivil) 1962 and para 8 (iii) of the Audit Report, Defence Services, 
1963. 

'1 Ions 2.5. The following are some extracts from the recommend* l' 
made by the Public Accounts Committee from time to time: 

-'The Committee are informed that the whole matter regard- 
ing the future set up of this organisation is under consi- 
deration of Government. Thev should like to know rn 
due course the decision arrived at in the matter'. (14th 
Report, 1st Lok Sabha, 195455. para 40). 

-'The Committee recommcnd that the question of placing the 
organisation on a statutory basis as a corp~rate  body 
under an Act of Parliament sllol,ld he further considered'. 
(6th Report, 2nd Lok Sabha. 1957-58, para 74) .  

-'The Committee trust that Government would expendite a 
decision on the future set uv of the Canteen Strlres Depart- 
ment which had been pending their consideration for the 
last four years'. 
(17th Report, 2nd Lok Sahha,  1458-58, para 83) .  

28 



--'i.Ul'that they am anxious to ensure is that the consti tutbnd 
irregularity in ,keeping the financial transactiqns of the 
Canteen Stores Department outside the Consolidated F'und 
of India should be rectified'. 
(40th Report, 3rd b k  Sabha, 1964-65, para 10) 

-'The Sub-Committee desire that this matter shauld be f i n a l i d  
early, as the constitutional irregularity in keeping tbb 
financial transactions of Canteen Stores Department out- 
side the Consolidated Fund have been continued for 
several years. . .The Sub-committee desire that a 
healthy convention should be developed where by if there 
is any difficulty in implementing a recommendation 
reiterated by the Committee, the matter should be suh- 
mitted to the Cabinet ar,d ~ t s  dec~sons  communicated to 
the Committee'. 
(52nd Report, 3rd Zok Sabha, 1965-66, paras 251 and 2.52) 

26. In response to the recommendations of the Public Accounts 
Committee (52nd Report- 1%%66), Government stated in July 1970 
t h a t  it had been dtoided that the accounts of the Canteen Stores 
Department (India) would be brought into the Consolidated Fund of 
India and that further details for the implementation of the decision 
=re being worked out. However, the decision stiEl remains to be 
implemented and in February 1976 the Ministry of Defence stated 
,that the matter was still under consideration. 

2 7 .  The following are the figures of turnover and profits earned 
b y  the Canteen Stores Department in the last five years: - .- 

Yrar Turnover Xet Profit ~erceatage 
RR. in of Net Profit 
crorcs Turnover 

B. Purchase of rum 
2.8. Procurement of rum for free issue to  troops in forward 

areas is the responsibility of the Chief Director of Purchase (Ministry 
af Agriculture) whereas bc ttled rum for sale to entitled defence 
wrsonnel is procured by the Canteen Stores Department (India). 

2.9. .In accordance with the direation of the Board of Control, 
Canteen Services (March, 1970) the Canteen Stores Department w?;s , 
.advised by the h y  Headquantem in November, 1973 of 30 @& 



brands of rum to conform as far as possible to t4e pattern af demandZ 
by the 'k~p'. At a b u t  the same time, the Defence Secretary ad- 
Yised that the brands procured by the Chief Director of Purchase 
should also be considered by the Canteen Stores Department accord- 
ingly. A List of 14 brands (including 7 covered in  the earlier list) was 
conveyed to the Canteen stores Department in December, 1973. 

210. Tenders were issued in Dwember, 1973 by the Canteen Stores 
Department to 19 firms (17 firms selected from the list forwarded 
by the Army Headquarters and 2 other firms). 

2.11. The tenders covered supplies for two years (April 1974- 
March 1976) and provided option for an additional quantity of 25 
pere cent at  the contracted rates, and for purchases being effected' 
at the supplier's risk and cost in  case of default. The tender also 
indude an arbitration clause. 

1.12. A review of the case revealed the following: 
-After receipt of 19 tenders for an offered quantity of 64.63 lakh 

dozen bottles with rates varying from Rs. 23.22 to Rs. 49 
49 per dozen bottles, negotiations were conducted (Jan- 
uary 1974) with 16 firms which responded (including 
fhn  'A' which had a backlog nf 1:4 lakh dozen bottles 
against an earlier contract for 1972-74). The quoted rat- 
were as a result reduced b y  Re. 0.50 to Rs. 6 per doze7s 
bottles (1.7-18.7 per cent) resulting in an overan 
reduction of Rs. 47.37 lakhs (5.62 per cent) on the stipulat- 
ed quantity of 24: 73 lakh dozer1 bottles including a margin- 
of 221 per cent. Contracts were concluded with 13 out of 
16 f i / r m s  (during March-April, 1974). 

-Before cornencement of supplies most firms sought an increasf 
in price (ranging from 5.50 to Rs . 9.50 per dozen bottles) 
on grounds of "abnormal escalatlcn in the cost of empty 
bottles, pilfer proof caps, packing cases, labels, etc." 

-Thc Canteen Stores Department decided to renegotiate the+ 
Contract rates jnstead of invoking the risk purchase 
clause. As a result the coverage of supplies was reduced 
(June 1974) from 24.37 to 11.06 lakh dozen bottles (tr~ 

correspond to one y'car's req~lirements i.e. upto June 
1975), 10 per cent of the supplies being effected a t  the 
original contract rates and the halance 90 per cent at rates 
increased by 17-26:6 per cent. This included firmt 'B- 
which was allowed an increase of 19 per cent (Rs. 2 4 . M  
1a.k.b) on the reduced quantity of 3:38 lakh dozen bottles. - --- a -- -. - - - - ..---- 

* q s  Udaipur Distillery Ltd Ubipur.  
thQ Khoday Industries Ltd Bangalore.. 



--The new rates resulted in an addttional cost (on reduced sup 
pries) of Rs. 59.73 lakhs (17 per cent) as compared with 
the oadghal contract rates 

-An increase of 6.10 per dozen bottles (24.6 per cent) was also 
allowed (without an obligation of 10 per cent supplies at  
the original rates) to firni* 'C' that had not executed any 
contract after the originall negotiations in January, 1W4. 
This involved an additional payment of Rs. 4.01 lakhs on 
the supplies effected upto March 1975 

Rates were not negotiated ' with firm** 'A' (which in 
March 1974 had contracted for 1.50 lakh dozen bottles) 
on the ground that it had a backlog of supplies against an 
eazlier contract for the pcriod 1972--74. In another case 
(M ID'), an increase of Rs. 5.50 per dozen k t t l e s  (22 
per cent) was allowed although its samples had not bemi 
testecI/approved (August 1974). 

-In order to make up for a shortfali in supplies attributed 
to firms** 'A' and YD' and firm-j: 'B' (which did not effect 
any supplies until November 1974 due to non-release of 
spirit by the State Government) 2.17 lakh dozen bottles of 
'ad hoe' brands of rum (outside the recommended 1ists)J 
were procured during October 1974-March 1975 at a cost of 
Rs. 77.02 lakhs at rates (nccording to the Canteen StortZB 
Department) admittedly 'higher than the normal prices'. 
This procurement included Rs. 45.73 lakhs worth of sup 
plies (1.30 lakh dozen bottles) from 3 firms who were 
holding contracts for 1.59 lakh dozen bottles at  the re- 
negotiated rates. 

--In the meanwhile, firm./: 'B' (which had a sizeable order) 
made up the short supplies and 2.64 lakh dozen bottles 
were. as a result. held in stock at the end of March 1975. 

-To meet the requirements for t!le period July 1975-March 
1976 rates were negotiated again ~ 6 t h  13 fim; one firm 
was left out as its performance had not been satisfactorJt. 
While 10 firms agreed not to increase the rates, further 
increases of 1.9 per cent, 13.8 per cent and 18.4 per cent 
were recommended bv the Canteen Stores Department 

P. 7 --...--- 
'*MIS Central Distillery and Chemical works, Meerut. 
**MIS Udaipur Distillery Ltd. Udaipur. 
'I-WJ$ Nandi Brewaries and Distillery (P) Ltd.:, Bangalore. 
XMjs  Xhoday Industries Ltd., Bangalore. 



in 3 cases which were. however, not approved. by the 
Bmd of Control. 

-The q u a n t i t k  ordered on these 13 firrm for requirements: 
upto March 1976 resulted in an additional cost of Bs. 64.N 
lakhs (20 per cent) as compared to the original contract 
rates. 

-The *3 firms whom 'ad hoc' brands of rum (referred to 
above) had been procured agreed to maintain the exist- 
ing rates only on condition of sizeable additional orders 
being placed on them for thc 'ad hoc' brands. As a result 
1.55 lakh dozen bottles of 'ad hoc' brands were ordered 
on these firms a t  a cost of Rs. 54.25 lakhs. 

-Taken as a whole, the cost of procurement of 21.04 laMr 
dozen bottles of nun to cover the requimments of the 
period April 1974-March 1976 amounted to Rs. 825 crores 
as against Rs. 6.98 crores that mo:ild have been parid in 
terms of rates settled/contracts executed in March-April 
1974, not including the expenuure  of Rs. 1.72 crores on 
account of 4.87 lakhs dozer, bottles of 'ad hod bands of 
nun. 

213. The Ministry of Defence stated (January 1976) that the 
rum purchased by the Canteen Stores Lkpr tmcnt  was not for free 
tame to the troops at Governmeni cost but for sale to the troops 
and that the Canteen Stores Department had made a profit on the 
sales. The Ministry added that the Canteen Stores Department 
being a semicommercial organisation hati to ensure that what 
is purchased will cater to the tastes and preferences of its clientele 
and will bring in profits comistent with its obligation to provide the 
troops with their requirement at 3 rttasonatle price. The Ministry 
stated further that in view of an abn~rma l  rise In costs it was not 
considered advisable to invoke the risk purchase clause and that 
rqsort to the risk purchase clause would h a w  forced the firms to 
invoke the arbitration clause causing dcl:~ys and stoppage of supplies. 

[PW%graph 53 of the Report of the Cor?q.jtroller and Auditor Genera[ 
of India for the year 1974-75, Uniim Government (Defence Serviresf 

'A General 

214 The Committee desired to know the objectives of the Can- 
teen Stores Department (India) and enquired whether those Irad 
- - --- - - . -- - - - - - - - >- - - - 

'1. Mls Sinbhadi Industries (P) Ltd., Sinbhadi; 
2. Mls Central Distillery and Chenkal  Works, Meerut; w d  
3. MIS Delhi Cloth Mills Delhi. 
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bp qedfkdly laid down The Minidry ot Deience in a written 
rots stated: 

"The objectives of the Canteen Stores Department (India) 
although not speciftcally laid down, had always been to 
provide consumer goods to the troops at a price cheaper 
than the prevailing market price in and near their lines" 

2.15. The Ministry have further stated that recently, on the m 
e~lll~~lendations of the Institute of Defence Management, the follow- 
ing objectives, as accepted by the Board of Control, have been laid 
&wn: 

(a) Provide consumer goods to the troops wherever they are, 
at a price cheaper than the prev;uling market rates, as 
far as possible. 

(b) Ensure that the level of consumer demand satisfaction is 
maintained at the maximum. 

(c) Generate reasonable profitability to sustain the organisa 
tion, pennit growth and provide additional facilities for 
the troops and their families. 

(d) Formulate and execute development programmes to im 
prove and maintain organisational effectiveness. 

216. Pointing out that these objectives had been spelt out on13 
recently, the Committee asked as to how, in the absence of any well- 
d&ed objective, performance of the Department was evaluated 
h the past. The Ministry of Defence have, in a note, stated: 

"The Canteen Manual (War) India 1938 had laid down that 
the primary objetive of the Canteen Organisation for war 
is the provision and supply ;to troops, both l3riiish and 
Indian, and to messes of Canteen and mess stores of the 
best quality at the cheapest rate." 

217. Elaborating that point further, Additional Secretaw, Minis- 
9 of Defence during evidence has stated: 

"The very purpose of this Department is to cater to the neces- 
sities of the troops in far-flug places, including places like 
Leh, and at a uniform price throughout India. That 
price is kept purposely slightly below the market p f i  
And as you h o w  in many States we get concessions in 
respect of both excise duty on liquor as well as ~IWW- 
tion from sales tax on cerhin commodities. This is all 
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part of troops' weltare which is contributed to buth by the 
Centre ae well as t& States.' 

2.18. Asked if the objectives of the Canteen Stores Departmsat 
(I) have been incqora ted  in a formal communication, the Ministry 
of Defence have in a note dated 28 Feb. 1977 stated: 

"A formal communication incorporating the objective is under 
issue." 

2.19. The Corni t tee  desired to know the nature of concessions 
recaived by the Canteen Stores Department from the Central and 
State Governments or other Goverrlment agencies during the last five 
years The Ministry of Defence have *indicated that the following 
concessions have been granted by the CentralIState Governments: 

(i) As the surpluses are distributed for welfare purposes under 
Government orders and the department is a Government 
&partmat, the organisation is not liable to pay any 
income-tax. I 1 . .  1 )  

(ii) The movement of stores is allowed at military tarill' rates 
by use of Military Credit Notes (Approximately Rs. 80 
lakhs per annum). 

(iii) Canteen Stor= Department (India) is provided rent free 
accommodation for their installations and personnel in 
the field areas. There are only 3 out of the 26 depots 
which are covered under these concessions. Although 
Canteen Stores Department (India) is a department of 
the Ministry of Defence, the accommodation for the re- 
mntning depots in peace areas is provided at assessed rent 
andnot  at  normal rent. (Rent paid per annum is appro& 
matelg Rs. 4.5 lakhs). 

(iv) In Jammu and Kashmir free transport i s  provided for 
camykg of stores ex-Rail Head 

(v) No concessions have been allowed by anv of the State 
Governments to the Canteen Stores Department &*a) 
as such They have however, dowed  concessions on ex- 
cise duty and sales tax h c e  troops. The concessions 
allowed on these two accounts vaoy from State to State 
These concessions are reflected in the price paid by the 
troops located in each State." 

2.20. Asked to quantify the value of these concessions in monetary 
terms, the Additional Secretary in the Ministry of Defence during 
evidence has stated that Uit is difllcult to calculate the Anancial &ect - - -- - _ _  ___-- _--- - 

*Not vetted in Audit. 



of them c o ~ o n s  becauae !32 States are involved. Thew d i i k  
horn State to State." 

221. The Minbtry of Defence have subsequently f u d d w d  'state- 
ments showing the estimated savings in freight charges and mvin@ 
on account df tax exemption during the period of 5 years from 
1971-72 to 1975-76. These statements indicate the following position:. 

Year Saving in. Savings on Total 
freight char- account of 
a by using tax a c m p  h ilitary Ta- tion 
riff Note 

(In lakba of rupees) 

The Ministry have also indicated that the cost of transport p r o v i a  
in J & K for moving the stares of the Canteen Stores Department 
has been Rs. 10.63 lakhs. In another statement furnished to the 
Committee, the Ministry have indicated the monthly assessed rents 
being paid for accommodation occupied by 19 depots of the Canteen 
Stores Department. The assessed monthj). re~?t totals. Rs. 39,W per 
month. It is stated that market rent of the accommodations is not 
known. 

2.22. According to Audit Paragraph the turnover and the profits 
m e d  by the Canteen Stores Department in the hut five years are 
as follows: 

Year Turnover Net Profit Percentam of 
Net Protit/ 
Turnover ---- ---.a - --- -- 

[Rs. in crorct) 
1970-71 . . 30' 20 1.28 4' 'a 

1974-75 . . . . . a .  5 ~ ~ ~ 3  4-02 
-. - 

7*4@ - - 
*Not vetted in Audit. 



2.23. When asked about the turnover oad net gwofits far IOTS76b 
tbe Ministry of Defence have stated that "accardmg to compiled 
.o~ounts which have not yet been audited, the figures are @l'~llows: 

(a) Turnover . . . . . . . . Ha. 54.30 Q O ~  

(b) Allottable surplus . . . . . . . Rs. a- 50 crom. 
I 

In adriition to the allottable surplus, Rs. 1.03 crores are to be allot- 
ted to the units as quantitative discount at 2 per cent of their annual 
purchases from Canteen Stores Department -(India)." 

2.24. The Comdttee desired to know the source from which the 
hrnd reqflrements (Working Capital and other requirements) of the 
Canteen Stores Department are met. In *reply, the Mmistry @ 
D e h c e  have stated: 

"Out ~f the assets of the Canteen Stores Department 6%kh 
went into liquidation as a result ot the partition, a sum of 
Rs. 48 lakhs as working cepital was given to Canteen 
Stores Department (India) which came into existence on 
1st January, 1948. Thereafter, Rs. 52 lakhs were given to 
the Department by the Government as loan interest in 
1950. This loan amount has been fully paid back along- 
with the interest in the year 195354. No financial assist- 
ance has since been provided by the Government to the 
Department. The funds and reserves now held by the 
Department have been generated by department's profit- 
able working and they belong entirely to the Canteen 
Stores Department (India) ." 

2.25. The Reserves of the Canteen Stores Department during 
-6 and 1974-75 are indicated as follows: 

-- 

1965-66 1974-75 -- 
Rs. Rs. 

(b) R m  for Working Capital . . . . . 

(d)ImuranaFunds. . . . . . 5,'3%- 5,ocv'C'O 

Total . . . . 2,99,08,548 10,03,89.41r 

SUB, during the past 10 years, reserves have been built upto the ex- 
tent of Rs. 7,W,80, 7631-. 

*Not vetted in Audit. 



226. When asked if any criteria has been prescribd and follow- 
ed for the distribution of 'surplus' funds the Ministry have stated 
that .the Board of Control Canteen Services recommends to the Gov- 
ernment the allotment of the distributable surplus to the various 
beneficiaries. The main beneficiaries from these funds are the three 
Services. There are, however, certain other beneficiaries connected 
with the Defence Services to whom the allotments are recommended 
by the Boa,rd of Control. The por t i~n  of profits distributed among the 
three Services is in accordance with the recommendations of the 
Chiefs of Staff Committee from time to time. 

2.27. Asked about the scrutjny of the actual utilisation of the 
Pun& of the Canteen Stores Department (India) the Ministry of 
Defence have *stated that the funds a1lot:ed to the three services are 
ut%ed under control cf the respective Chiefs of Staff. These funds 
are audited by the Board of Mites as provided in the Defence Ser- 
vices Regulations and alsc) by the chartered Accountants. For the 
other benefkiaries except Canteen Stores Department (India) 
whose accounts are audited by the chartered Accountants as well as 
the Director of Audit aduditect annual statements of accounts were 
called for and ,scrutiniscd before fresh allotments are made in s u b  
quent years. 

2.28. The Committee enquired whether there was any pricing 
piicy or guidelines for the Department in regard to pricing of vari- 
ous goods handled by the Department. The Ministry of Defence 
have stated that the following pricing policy as approved by the 
Executive Committee of the Board of Cmtrol in June 174 was fol- 
lowed by the Department: 

(a) General Stores.-The basis for working out the whole 
sale price is by adding 5 per cent gross profit "into ware- 
house cost" which includes the inward freight, transport- 
ation charges, insurance and other incidentals. 

(b) The retail price is worked out by adding 5 per cent to 
the wholesale price. 

(c) The retail prices are kept lower than the retail price in 
the civil market in Bombay. The average difference of 
price of general stores as far as possible is maintained at 
a minimum of 5 per cent. The principle that the profit 
margin for items which are of daily Use by the troops, is 
to be kept low as compared to other items like electrical 
gadgets, pressure cookers and such other items where it 

margln of proflt may be enhanced, is followed. 
- - 

'Not vetted in Audit. 



(d) Laqw-Pricing Policy on liquor is as follows: 
(i) Wholesale price is worked out by adding 9 percent to 

11 percent into warehouse cost. 

(ii) Retail price--wholesale price plus 9 percent to 12 
percent, depending on product. 

2.29. The Audit paragraph paints out that although the trading 
results of the Canteen Stores Department together with a finan- 
cial review thereon are published in the Commercial Appendix to 
the Appropriation Accounts of the Defence Services every year, 
the receipts and expenditure of the Department continue to be 
kept outside the Consdidated Fund of India in contravention af 
Article 266 of the Constitution of India. This matter has been 
the subject of comment in the Audit Reports and recommenda- 
tions have been made by the Publjc Acc~unts  Committee on a 
number of occasions [cf. 14th Report (lLS),  Para 40; 6th Report 
(2LS). Para 74; 17th Report (2LS), Para 83; 40th Report (3LS), 
Para 10 and 52nd Report (3LS), Paras 2.51 and 2.521. 

2.30. In response to the recommendations of the Public Aa- 
count Committee (52nd Report-l9666), Ministry of Defence had 
intimated in July 1970. that it  had been dwided that the accounts 
of the Canteen Stores Department (I) would be merged into the 
Consolidated Fund of India and that  the  details for the implemen- 
tation of the decision were being worked out. However, the deci- 
sion still remained to be implemented and in February 1976 the 
Ministry of Defence informed Audit that the matter was ''still 
under cmsideration." 

2.31. The Committee desired to know the insuperable W- 
culties in the way of implementation of this decision. The 
Defence Secretary during evidence has stated: 

"I have got before me a chronological summary which 
indicates that the matter was constantly being given 
thought to. But I do concede that there has been a long 
time in working out these details. There were consul- 
tations among Canteen Stores Department (India), the 
Services, the Finance Ministry and all others concern- 
ed including the C&AG , m c e .  They were all involved 
these six years and only recently they have, more or 
less, agreed on paper which can go upto the Cabinet to 
give effect to the decision which was communicated to 
the Public Accounts Committee." 



2.32. In a subsequent note the Ministry of Defence stated that  
the delay was due to the followjng reasons: 

(a) Apprehension was expressed by Canteen Stores Depart- 
ment (I) as regards the feasibility of projecting its 
commercial character within the Government system 
of accounting on merger of accounts into the Consoli- 
dated Fund of India. 

(b) Time taken in assessing the relative advantages and 
disadvantages of the accounts of CSD (1) being borne on 
Civil Etimates or Defence Services Estimates. 

(c) Doubts as regards the feasibility of providing for t h e  
utilisation of trading surpluses of CSD(1) for troops wel- 
fare, within the Government budgetary system in the 
event of merger i n  the Consolidated Fund. 

(d) The practicability of the rtdention the present features 
that ensure considerable flexibility in the existing aci- 
ministrative set up of CSll(1). 

The note further states: 

"The above factors which had occasioned delay in implement- 
ing the decision communicated to the Public Accounts 
Committee in 1970':: co~tld be somewhat satisfatorily tackleel 
only in Septemhr 1975. The Budget Division of the 
Ministry of finance gave us in outline a scheme of 
merger of the CSD (I) accounts into the Consolidated Fund 
which provided for, among other things, its present 
administrative set up an easier operation of bank ac- 
count on the pattern existing in regard to Military I ' m ,  
compilation of profmma commercial account on the ~ettmn 
of Military Farms, etc. etc. ?"his note of the Financ'e 
Ministry was further considered at a special meeting of 
Executive Committee of the Board of Control held on 
31-51976 at which a decision was taken that a Paper 
should be submitted to the Caliinet seeking its rtnproval of 
the merger of the CSD(T) acr.ount~ into the Consolidat- 
ed Fund of India. Accordingly, a Paper to the Cabinet 

, . ._. _ _  ___ . - -  - 

.In response to the recemmendation made by the Public Accounts Com- 
mittee In their Action Taken Report (52nd-third Lok Lok Sabha) on their 
40th Rsport (Third Lok !Sabha), Government had communiated to 
the C o d t k e  thia decision of the Government on 22-7-1970. 



was submilrted on 28%1976 and the Cabinet gave their 
decision on 761976. All consequential action to merge 
the accounts of the CSD (I) into the Consolidated Fund of 
India with effect from 1-4-3977 is in hand and the merger 
will be effected on 1-4-1977." 

i 
B. Purchase of rum 

2.33. According to Audit Paragraph procurement of rum far 
free sale to troops in the forward areas is the responsibility of the 
Chief Director of Purchase (Ministry of Agriculture) whenw 
bottled rum for sale to entitled defence pwsonnel is pnwrured by 
the Canteen St ores Department (I) . 

2.34. T'he Committee asked as to why rum was not procured 
through a single agency. In reply, the Additional Secretary in the 
Ministry of Defence stated during evidence: 

"The Chief Director of Purchase is purchasing on behalf of 
government things to be issued to the tmops free of cost 
in certain areas, whide the Canteen Stores Departmerat 
(I) is purely a Commercial Organisation which pwchas- 
.es not only rum but also tinned milk, condensed milk, 
tinned fish etc. for saIc to the troops according to the 
popularity of the brand with the troops." 

2.35. When the Committee pinted out t h !  n single agency 
wcruld be better for the pur-nose of proc~u9ng gwds, the Defence 
?;metary, during evidence, has stated : 

"The point which you have ma& also had suygestadl i.t&df 
to us. We are considering it. While the CDP and thc 
Ministry of Food may know more a b u t  atta, dad ek., 
they do not specialise in r u m .  which only we p~~rchasc 
for troops. But t h ~ e  is some merit in your point; it is 
under consideration.'' 

2.S.  In a suksequent note furnished to the Commitk*, t!lc 
Ministry of Defence have stated: 

"The matter is still under consideration. This requires 
change in Rules of Business approved by the Crabnet. 
However, CSD(1) h w ~ e  been asked to procure milk pow- 
der and milk tinned as well as rum of ASC specification5 
on experimental basis for the Armed Forces for f r e e  issur 
for one year." 

237. Asked if there were any other major items which w e  
pnrured both by the Chief Director of Ruchzse and the Canteen 



Stow Department for supply to Defence personnel, the, Ministry 
have stated: 

"There are no o t h e ~  major items which are procured by the 
Chief Director of Purchase as well as Canteen Stores 
Department (India). However, there are some items 

like Fruit Tinned, Cheese, Tinnea Milk, Milk Powder, 
R s h  Tinned, Tea, Cigarettes and Oil Hydrogenated which 
are procured by both the agencies." 

238. The Committee asked whether the Ministry has ever made 
any review of the rates of various items procured by the two a g e  
cies from time to time. In  reply the Ministry of Defence have 
stated: 

"Common items that are procured by the CDP .as well s 
CSD(1) are few. The CDP procures such items irrecc 
peotive of the brands and also according to definite spe- 
cifications laid down CSD(1) due to the brand con- 
sciousness of the client& have to procure branded go& 
that are fit for consumption and popular in the market 
and with the troops. Tnerefore, due to variation ,:I 

specifications any comparison of prices will not be c w -  
rect." 

2.39. The Committee desired to knou- the procedirrp followed 
by the Canteen Stores Department (India)) for the bulk procure 
ment of supplies. The procurement procedure. as described by the 
Ministry of Defence, is as follows: 

1 General.--Canteen Stores Department (India) generaUy 
procures only such items which are popular with the 
troops and have proven popularity in the civil market. 
Most of the i t e m  procured by Canteen Stores Depart- 
ment (India) are proprietary brands for example Col- 
gate Tooth Paste, Kissan Food Products, Hercules Rum 
and so on. Other less popular brands are also p r o a d  
in lcsser quantities. 

2. Assessment of the rcquiremc.nts.--The unit: place indents 
on the Canteen Stores Department (India) Depots ou 
which they are dependent. The Depots ccnsolidate tb 
indents from varioi~s units and forward thelr dcmand to 
the Head Office where the demands for particular items 
from all ,the Depots are consolidated and th.cz total r e  
quirements for o particular per id  ordered on the wp- 
pliers. 



3. DttennincrCCon of sourns of supplies and entistmen$ of supplistr.-hrbost of the items handled by Canteen S ~ ~ T S  
Department (India) are proprietary items with only one 
source of supply, viz., the manufacturers. Generally the 
demands go by brand only. 

4 Verification of capacity and resources for performance.- 
Most of the goods procured are 'brand4 goods populipr 
in the civil market. Therefore, the manufacturers 
in such cases are generally firms of reputc. Wherever 
needed, their capacilb and resources are also verified. 

5. Vendet rating on the basis of past performance.-A record 
of performance d every supplier who has dealt with the 
Canteen Stores Department (India) is maintained. 

6. Provision of earnest money lsecurity deposit at the time 
of teten&erjcompact.-Contra& are entered into only for 
rum. No earnest money is asked for when the tender en- 
quiries are made. But at the time of signing the con- 
tract the security is deposited bv the suppliers with the 
-t- 

7 .  Mod~operand i  for tenths acceptance or negotiirtiuns of 
Wa.Xs.-Quotations received against tender enquiries 
are first examined by the Board of Administration, 
WbePl Stores Department (India). Thereafter, ;iutho- 
I%S& representatives of the suppliers are invitd for 
ne~otiations with the Board of Administration. The 
recommendations of the Board of Administration along 
with the quotations are  then forwarded to the Executive 
Commithe of the Board of Control who finally a p ~ .  
the rates and quantities. Thereafter the contracts are 
signed. 

8. Risk purchase in the event of dejault and recovery of extra cost. 

There is a risk purchase clause in the contract for rum. 

2.40. The Audit paragraph points out that In accordance with 
the direction of the Board crf Control, Canteen Sentices (March, 
1910) the Canteen Stores Department was advised by Army Head- - in November, 1973 of 30 preferred brands of rum "to con- 
brm as far as possible to the pattern of demand by the troops". 
At about t h ~  same time, the Defence Secretary advised that the 
brands procured by the Chief Director of Purchase should also be 
amsidered by the Canteen Stores Department and accordingly a 
Y# of 14 baPnds (including 7 covered in the d u  lid) was con- 



veyed to the Canteen Stores Department. Tenders were issued in 
December, 1973 by the Canteen Stores Department to 19 firms (17 
firms selected from the list forwarded by the Army Headquarters 

% .  and 2 other firms). a ' " t  
L * 

2.41. The Committee desired to know the basis on which the 
Canteen stores Department (I) selected only 17 out of 30 brands 
recommended by Army ~ e a d ~ u a r t e r s  and 7 by the Chief Director 
of Purchase. The Ministry of Defence, in a written* note, stated: 

"Selection of distilleries for issue of enquiries is done by'the 
Board of Administration keeping in view the following 
factors: 

(a) Preference in the popularity poll. 
(b) Capacity to meet commitments. 

( c )  Past performance. 
z 

(d) Complaints about the quality of the rum procured in 
previous years. 

(e) Location of the distillery." 
The note fur?her added:- 

"Army Headquarters had not made any recommendations in 
regard to the number of brands to be purchased but only 
forwarded a list of 30 brands in the order of preference 
as ascertain in the p~pularijly poll. A separate list show- 
ing the percentage of preferences of the various brands 
had also been forwarded. In addition. the list of brands 
purchased by Chief Director of Purchase was also for- 
warded to Canteen Stores Department (India) which 
contained 7 new brands. It will be of interest to note 
that the preference rating of the first 7 brands as per 
popularity poll varied between 54.78 per cent to 1.30 per 
cent. These 7 brands accounted for 88.86 per cent of the 
demand. The popularity of !the remaining 23 brands 

wried between .08 per cent to 1.15 per cent representing 
a total of 11.14 per cent of the entire demand. It will, 
therefore, be seen that after providing for the more po- 
pular brands, it was not of much consequence as to 
which other brands are selected. Dealing with a large 
number of distilleries would have also increased over- 
heads and administrative work without much impmve- 
ment in service. In selecting the distilleries, the Board - - - -- -- - - - - - -- - _  - ----- - 

*Not vetted in Audit. 
2602 LS-4 



of Administration always take into consideration the fact 
that no particular distillery had a monopolistic control in 
the supply of rum. Consideration is also given to enlist new 
entrants in the field more in a trial basis, particularly if 
the location suited the area where the troops are located. 
Out of 19 distilleries to whom enquiries were issued, 
only 16 came for negotiations." 

2.42. Clarifying the position further, the Secretary, Ministry of 
Defence during evidence has stated: 

"When they make trade enquiries, the people not only offer 
the quantities which they are capable of supplying but 
also the pxkes. Then those prices are negotiated by the  
Canteen Stures Department (I) to see that the prices are 
reasonable. Of course, the Canteen Stores Department 
( I )  has to take various factors into account while taking 
a final decision. There may be a limit upto which vou 
could knock down the price but vou have also to keep 
an eye on the fact that a certain popular brand is in 
demand.'' 

2.43. The Committee desired to know the total estimated require- 
ments of various brands of rum and enquired whether these were in- 
dicated in the tender issued in December L973 to 19 firms. The 
Ministry of Defence in a written note have stated that "for the two 
years i.e. 1974-76. the estimated requirement was 24.37 lakh dozen 
bottles including 25 per cent for which there was a provision in the 
contract, enabling the Department to procure over and above the 
quantity contracted for. The estimated requirements were indi- 
cated to the 19 distilleries who were asked to state how much quan- 
tity they couild supp'y and at what rates. The deliveries were to 
be  effected on 'as-required' basis." 

2.44. When asked whether the requirements had been specifically 
mentioned in the tender enquiry the Ministry have clarified: 

"The estimated requirements had been specifically mentioned 
in the tender enquiry." 

2.45. According to Audit Paragraph, after receipt of 19 tenders 
for an offered quantity of 64.63 lakh dozen bottles with rates vary- 
ing from Rs. 23.22 to Rs. 49'- per dozen bottles, negotiation4 were 
conducted in January 1974 with 16 Arms which had responded. The 
quoted rates were as a result reduced by Rs. 0.50 to Rs 61- per dozen 
bottles (1.7-18.7 per cent) resulting in an overall reduction of Rs. 
47.37 lakh (5.62 per cent) on the stipulated quantity of 24.37 lakh 



dozen bottles including a margin of 25 per cent. Contracts were 
concluded with 13 out of 16 firms during March-April, 1974. The 
deliveries were, according to the Ministry, due to commence after 
1 April 1974 immediately on receipt of excise permits from thje 
depots. 

2.46. Asked as to how contracts were entered into with 13 out of 
16 firms and whether any action was taken against the remaining 
3 firms who did not sign the contract, the Ministry of Defence have 
in a note stated: 

"Although contracts were signed and forwarded to 16 dis- 
tilleries for their signature, thirteen distilleries only 
returned the contract duly signed. No action was taken 
against the 3 firms as they had not signed the contracts as 
negotiated." 

1.47. In  reply to another question the Ministry have*intimated 
that the quantity covered by the three distilleries was 100,000 dozen 
bottles which remained unsupplied. 

2.48. During evidence the Committee enquired as to why these 
firms did not sign the contract. The General Managm, Canteen 
Stores Department (I) has  stated that "all these firms had asked for 
increase in prices." 

2.49. Audit paragraph states that before the comrr.encement of 
supplies most of the firms sought an increase in prices ranging from 
Rs. 5.50 to Rs. 9.50 per rionzen bottles on various grcunds. In this 
context, the Committee desired to know :he basis for price reduc- 
tion agreed to in each case and asked whether negotiaticms ,were 
completed within the validity period of the existing contracts in 
each case. The Ministry 9f Defence have in a written note inti- 
mated that the basis for price reduction was to obtain the most ad- 
vantageous prices and the negotiations were completed within the 
validity period. 
The Ministry have further stated that it was decided to re-negotiate 
the prices with the firms for the following reasons: 

(a )  There was general increase in prices of all commodities 
including the materials at that particular period and 

(b) As none of the firms supplied any rum there was a general 
shortage of rum in all Unit-Canteens and rhls led to 
acute discontent among the troops who were clnmouring 

for supply of rum of brands which they liked. 
. - -- - - 

*Not vetted in Audit. 



2.50. When asked as to why the risk-purchase clause of the con- 
tract concluded with the firms was not invoked, the Ministry bf 
Defence have, in a written note, stated: 

"The possiblity of invoking the 'risk purchase' clause in the 
case of these Distilleries who had singed the contracts 
was examined. It  was considered that since there had 
been an abnormal rise in price of all the articles it w a  
not advisable to invoke this clause, otherwise it would 
involve the Department into legal proceedings with all the 
su~pliers. This would also haw meant penalisation of only 
those suppliers who, in order to maintain good relaltions 
with the Department, had signed the contracts though at 
the same time had asked for rise in price as opposed to 
those who had refused to sign the contracts at the rates 
as agreed to earlier. Such action would not only have 
meant denial of rum to the troops but also loss of business 
to Canteen Stores Department (India). All the popular 
suppliers of nun were invclved. Only unpopdar brands 
could have been procured which the troops mag not have 
liked and the Department would have found difficTllt to 
sell later on. Th;: would have also caused disatisfaction 
amongst the troops. 

The Canteen Stores Department (India) has to sell the items 
muired by the troops. They have, therefore, to keep in 
view the preference of troops. It is not possible to force 
the troops to pay for the items they do not like. Being 
a Department of comaercia! nature, it has to react to the 
market trends When there was a general upsurge of 
prices in the country, this Department also had either to 
accept this fact and procure the items preferred by the 
troops at increased prices or to get into legal complica- 
tions with the suppliers and thus deny the items to the 
troops as we11 as adversely affect its own business. The 
dealings cf the Department, therefore, are not compar- 
able in any way to the normal contracts entered into by 
the Government. 

In this regard it is worthw'nile noting that substantial quan- 
tity of rum produced in the country is purchasd by the 
Canteen Stores Department and its procurement under 
the risk pw&ase clause would have present4 the fd- 
lowing dif&ulties: - 

(a) Procurement of any brand of rum by CSD (I) is aubieet 
to satisfactory analytical test carried out in the A m y  



Food Laboratorm according (to IS1 Standarh q well 
as the hygienic inspection of the distilleries having 
h e n  carried ourt by the Army Medical authorities. Any 
purchase of rum from outside would not have ensured 
fulfilment of these essential conditions in time and thus 
would have posed a health hazard to the troops. 

(b) Denial of rum to the troops would have forced the 
troops to buy either the same brands at  a higher price 
from the market or buy country liquor which would 
have been a health hazard and would have created pro- 
blems of chscipline and morale. This is particularly so 
as the festival season was approaching followed by the 
cold weather." 

2.51. During evidence the Committee asked the representaltive 
of the Ministry as to what was the use of incorporating the risk 
purchase clause in the contract, if its enforcement was not desired. 
In reply the witness has stated: 

"It would have been different if one of the suppliers or two 
had failed, but here was a zituation when 13 and later on 
all the 16 parties failed. You could not go into legal 
wrangle with the whole lct of these people simultaneous- 
ly. The net result still would have been that at least for 
6-8 months the troops would have gone without rum." 

2.52. When asked if any legal advice was obtained, the Ministry 
of Defence, In a written note, have stated: 

"Legal advice would have been necessary in case one or two 
suppliers had faded. When all the suppliers had asked 
for increase in price and it was a well known, fact Zh* 
there was general escalation in prices, it would not have 
been practical for a commercial organisation to get into 
legal proceedings with all the suppliers and thus not only 
deny the goods to the clientle who would have bought 
these from the market at  higher prices but also loss of 
business. If legal proceedings were taken against all the 
suppliers, there would have been an inordinate delay in 
the supply of rum to the troops who were already dis- 
contented as mentioned above. Therefore, a practical 
view wm taken and re-negotiations aUowed" 



2.53. During evidence, the representative of the Ministry of Law 
was asked to offer his opinion regarding the enforceability of ,the 
risk purchase clause. He has replied: 

"It all depends on the stores to be purchased. If such stores 
are not avaihble in the market, there is not much in the 
risk purchase clause. If the stores are available in the 
market from other persons, then the risk purchase clause 
is enforceable. . . . The whole difficulty is that there are 
certain commodities which are, more or less, in the nature 
of monoporlies. Whatever clause we may write in the 
contract, that cannot be effectively enforced. . . . . . the 
Ministry of Defence have given a cogent reason, why the 
risk purchase clause could not be enforced, and that is 
why they had to 'cake the decision they took. Of course. 
the contract provides for risk purchase clause, but un- 
less this cxurse was available, it could not be resorted to 
or enforced." 

2.54. Asked if the price increase was considered justified, the 
witness has replied : 

"I think it was reasonably genuine, because there was increase 
in price in some of their basic commodities like furnace 
oil which made the price of bottle more expensive, C.P. 
caps, packing material etc." 

The wi.tness, however, agreed that the price demanded was in L-iola- 
tion of the contract. 

2.55. The Committee enquired whether any steps were taken to 
verify the extent of escalation between the dates of contracts 
(March-April, 1974) and the requests for increase in prices. The 
Ministry have replied: 

"Yes. The escalation in the price was agreed to after the 
supplier produced authentic proof of rise in costs such as 
documents certified by their Chartered Accountants or 
original bills to the satisfr;ction of the Board of Adminis- 
trzrtion." 

2.56. The Committee drew the attention of the Ministry to the 
observations made in the Audit paragraph that 16 firms with whom 
negotiations were conducted included firm 'A' (M s. Udaipur Dis- 
tillery Ltd., Udaipur) which had a backlog of 1.4 lakh dozen 
bottles against an earlier contract for 1972-74. In this context, 
the Committee desired to know as to why this firm 'A' was not ex- 



cluded from negotiated contract initially in March, 1974. The 
Ministry oof Defence clarified the position as follows. 

'The purchased from firm 'A' (Mls. Udaipur Distillery) 
was second in popularity poll. The distillery is the old- 
est supplier to the Department. Th, Managing Director 
had assured the Board of Administration that h e  hopes to 
clear the  backlog." 

2.57. I n  a subsequent communication to the Committee, the  
Ministry of Defence have further clarified the position as follows: 

". . . .originally the contracts for the supply of rum to Canteen 
Bores  Department were concluded with the various dis- 
tilleries (including Udaipur Distillery) in March, 1974. 
But none of the distilleries supplied rum to the CSD 
under the  aforesaid contracts. Before commencing any 
supply of rum, the distilleries sough; increase in the rates 
already contracted for in March, 1974 as the price of raw 
material had increased. Consequently re-negotiations 
were held by the Board of Administration in June, 1974 
with the distilleries concerned. The previous contracts 
had thus autonlatically become ineffective." 

M / s  Udaipur Distillery had also asked for ircrease in the 
rates for the supply of rum. By then, the Board of Ad- 
ministration, h:ving assessed the difficulty of this parti- 
cular distillery for the procurement of raw material 
(Mdlasses etc.) and thus their inability to produce rgm, 
d;d not considel- the request of the said distillery. KO 
contract was, therefore, fin:tlised with the disti!lery." 

2 58. The c verage of supplies was reduced in June  1974 from 
24.37 to 11.06 lakh dozen bottles (to correspond to one year's re- 
qu~rements  I e upto  June 1975), 10 per cent of the suppliers being 
effected at the or~ginal  contract rates and the balance of 90 per cent 
at rates Increased by 17-26.6 per cent. The Committee enquired 
about the c~nsideratiuns on bvhich coverage (quantity) was reduced. 
The Ministry of Defence, in a written *note, have stated: 

"Originally the coverage of supplies was worked out for two 
years 1.e. from April 1974 to March 1976. When the 
rates were re-negotiated in June 1974. 10 per cent of the 
supplies were effected at the original contracted rate and 
the balance quantitv i.e. 11 06 lakh dozen bottles worked 
out as anticipated requirement for one year i.e. upto 
June 1875. As there was rising trend in prices, an 
undertaking was taken from the suppliers at the time of 

- * -- -----.- -- - -- 
* S o t  vetted in Audit. 



-megoriations'in June 1974 that they would not ask for 
rise in prices for one year i.e. till June 1975. I t  is for this 

 reason that. original requirement for two years i.e. till 
,Mar&. 1976 was split upto June 1975 (11.06 lakh dozen 
bottles) ." 

2.59. The, qew rates resulted in an additional cost (on reduced 
s u p p l i e ~ - . , b f ' ~ .  59.73 lakhs (17 per cent) as compared with original 
contract: 4 

The Auhif paragraph points out that an increase of Rs. 6.10 per 
dozen bottles (24.6 per cent) was allowed (without an obligation oi 
ten per ceht 'supplies at the original rdes )  to firm 'C' (M/s. 
Central ~ i ' s t i l l ' e r~  and Chemical Works Meerut that had not 
executed ' any -contract after the original negotiations in January 
1974. The Committe'e enquired as to why this firm was dealt with 
difTerenn~~particularly in the light of the fact that i t  had not even 
executed a cohtract originally. The Additional Secretary in the 
Ministry of Defence during evidence has stated: 

"It is one of the biggest distilleries with a large capacity 
and the rum which they supplied is one of the cheapest 

* - 'brand whi-h we could not disregard." 

2.60. The Ministry of Defence in a subsequent 'note have stated: 

"In vie* of the fact that the distillery had not originally 
sigqed the contract and thereby not committed a breach 
of faith. unlike other distilleries which had signed the 
contract, the Board of Administration decided not to 
insist on  the supply of 10 per cent supplies at the 

. original rates." 

2.61. Audit has cited another case (firm 'Dl M/s Nandi Bre- 
weries and Distilleries ( P )  Ltd. Bangalore) yhere  an increase 
of Rs. 5.50 per dozen bottles (22 per cent) was allowed al- 
though its samples had not been tested approved (August 74) .  
In regard to this case, a representative of the Ministry of Defence 
during evidence has stated that no orders were placed with this 
firm. According to him "no contract was signed (as) the samples 
did not pass the test". 

2.62. According to Audit paragraph, 2.17 lakh dozen bottles of 
'ad hoc' brands of rum (outside the recommended lists) were pro- 
cured during October 1974-March 1975 a t  cost of Rs. 77.02 lakhs - - -...--- 

*Not vetted in Audit. 



at  rates (according to the Canteen Stores Department) admittedly 
'higher than the normal prices' due to shortfall in supplies attri- 
buted to fir& A & D (M/s. Udaipur Distillery Ltd., Udaipur and 
MIS. Nandi Breweries and Distilleries (P) Ltd., Bangalore). The 
Committee desired to know the justification for purchasing ad 
hoc brand a t  a total cost of Rs. 77.02 lakhs. A representative of 
the Ministry of Defence during evidence has stated as follows: 

"These words 'higher than the normal prices' were really 
taken from some minutes of the meeting recorded when  
we were negotiating with one of the suppliers. We had 
used those words in the Minutes recorded merely to 
f x c e  the sypplier to reduce his rates. These words ap- 
pearing in a particular sentence of those Minutes have 
been quoted out of context in this particular Audit 
paragraph. In fact, the cost of ad hoe purchases were 
much cheaper than the cost of the brand which would 
have been supplied in the normal course. We would 
have had tz~ pay more because the distillery which 
defaulted was a supplier of the higher priced rum." 

2.63. While on the one hand orders for 2.17 lakh dozen bottles 
of 'ad hoc' brand of rum had been placed, i t  was found that in the 
meantime, firm 'B' M/s Kodhay Ind. Ltd., Bangalore) (which had 
a sizeable order) made up the short supplies and 2.64 lakh dozen 
bottles were, as a result held in stock a t  the end of March 1975. 

2.64. The Committee learnt that in accordance with the decision 
of the Executive Committee of the Board of Control, Canteen Ser- 
vices, the Canteen Stores Department (India) was allowed to 
hold the inventory upto 90 days sufficiency i.e. considering off- 
take, the stocks held should have been over 3 lakh dozen bottles. 
Asked as to why purchase of ad hoc brands was not stopped in 
November/December 1974 when supplies from firm 'B' (M/s 
Kodhay Ind. Ltd., Bangalore) had picked up and that a quantity 
of 2.64 lakh dozen bottles was stated to be held in stock by the 
Canteen Stores Department (I) on 31 March 1975, the Ministry of 
Defence, in a note, stated that the quantity contracted for the 
period July 1974 to end June  1975 was 9.75 lakh dozen bottles. 
This quantity plus the optional quantity of 25 per cent as per the 
contract gave a maximum availability of 12.19 lakhs dozens bot- 
tles only. However, out of this, the quantity allotted to 'A' D s -  
tillery (MIS. Udaipur Distillery Ltd., Udaipur) and 'D' ~ i s t i l l e q  
(M/s. Nandi Breweries and Distilleries (P) Ltd., Bangalore) 
(112 lakh dozens) was not forthcoming, thereby reducing the net 
avajlabjljty to 11.07 lakh dozen bottles. Against this the actual 



sales effected during the period July 1974 to end June 1975 were 
13,16,084 dozen bottles. 

2.65. The Ministry have further stated that i t  normally takes 30- 
45 days for supplies to commence after a new contract becomes effec- 
tive. There was, therefore, need to cover the requirements of this 
intervening period also. The stock of 2.64 lakh dozens as on 31 March, 
1975 plus balance stocks due against current contract gave an  avail- 
ability of 4.80 lakh dozens only, whereas the total requirement be- 
fore supplies commenced arriving against next contract worked out 
to 5.60 lakh dozens. The Ministry adder: 

"It was, therefore, obvious that procurement against ad hoc 
brands had also to necessarily continue to maintain 
supplies." 

2.66. To meet the requirements for the period July 1975-March 
1976 rates were negotiated again with 13 firms; m e  firm was left out 
as it.: performance had not been satisfactory. The Committee desired 
to know the considerations on which it was decided not to invite 
fresh tenders for the requirements of .Julv 1975-March, 1976. In 
reply the Ministry of Defence stated: ''sin& the Board of Adminis- 
tration had originally negotiated contracts for a two year period 
(1974-76) and since after negotiations, only half the quantity of 
the original fiqure was contracted for the Board of Administration 
felt that it would be advisable to pursuade the distilleries to conti- 
nue supplies at the existing ~ a t e s  till t h w  complete the full con- 
tracted quantity for the period ending March 1976 and also additional 
requirements if any ". 

2.67. Asked as to what was the basis for recommending further in- 
crease in rates in respect of three firms (for the requirements of July 
1975-March 1976) by the Canteen Stores Department. the Ministry 
have in a note stated that the basis for recommending further increase 
in rates was that the Board of Administration felt that the existing 
rates were low. 

2.68. The Committee posed the question that taken as a whole the 
cost of procurement of 21.04 lakh dozen bottles of rum to cover the 
requirements of the period April 1974--March 1976 amounted to 
Rs. 8.25 crcres as against Rs. 6.98 crores that would have been paid 
in terms of- rates settled/contracts executed in March-April, 1974 
the representative stated that this was based on theoretical conside- 
ration of the rates being as they were originally quoted. 

2.69. The Committee desired to know the measures taken or pro- 
posed to be taken by Government to ensure that liquor meant for 
Defence Personnel is not sold by the entitled persons either in the 



market or to non-entitled persons and that the privileges allowed to 
Defence Personnel in this regard are not abused. In reply, the 
Ministry of Defence have in a written note stated: 

"It is the duty of the Unit Commanders to ensure that the rum 
procured by the troops from their canteens is not sold to 
unauthorised persons. In fact, the practice followed in the 
units is that rum issue days are fixed by the unit Com- 
mander which are normally twice a week. The troops are 
not sold rum in bottles. The Unit Commander lays down 
the quantity of rum to be sold to each individual on 
these days. The duty JCO is detailed to supervise the 
sale. Normally the rum sold is twa large pegs only. 
However, when the troops proceed on leave, one 
or two bottles as permitted by the State Excis- Laws is 
allowed to be purchased by the troops. Only the officers 
and JCOs are allowed to buy rum in bottles. Disciplinary 
action is taken against any defaulter." 

2.70. The Committee note that Government have finally decided 
to merge the accounts of the Canteen Stores Department (1) with 
the Consolidated Fund of India w.e.f. 1 April, 1977. They would, 
however, like to place on record their displeasure at the long time, 
well-nigh seven years, taken in setting the modalities of merger. 

2.71. The Committee find that at prcwnt two agencies of the 
Government are procuring stores for the troops-the Chief Director 
of Purchase in the Ministry of Agriculture as also the Canteen Stores 
Department of the Ministry of Defence.. They feel that it would be 
econamically advantageous to entrust procurement of stores for 
the troops to a single agency. Theg understand that the question of 
purchase of stores for the troops on a rentralised h s i s  by a single 
agency is under the consideration of Government. They would like 
that decision in the matter should he taken without avoidable delay. 

2.72. The Committee find it strange that although contracts for 
the supply of rum at prices negotiated previously were concluded 
with 13 firms during March-April 1974 for supplies to commernce 
almost immediately, all the 13 firms sought increase in prices range- 
ing from Rs. 5.50 to Rs. 9.50 pw dozen bottles on grounds of escola- 
tion of cost of production. This was done even before the com- 
mencement of supplies. Stranger still is the fact that so soon after 
concluding the contracts on the basis of negotiated prices. Govern- 
ment found the demand for  rice rise "rcasollably genuine". It is 
hard to believe that the rise in prices of fuel, packing material etc. 



54 
was so sudden that it could not be visualised during negotiations 

preceding the comlusion of the contracts. The CommMee are una- 
ble to appreciate the plea advanced by Government for not invok- 
ing the Eisk Purchase Clause in the contracts with the firms on the 
ground that the default was not isolated and \all the 13 fums were 
involved and that litigation would have resulted in supplies b i n g  
delayed resulting in loss of business. The lack of ordinary pmdence 
on the part of the Department is indicated by the fact that a t  
the time of renegotiating the prices in June 1974, the requirement 
was cut down from 2 years supplies to 1 year's supply on the 
ground that 'there was rising trend in prices.' Instead of calling for 
fresb tenders for supplies during 1975-76 the prices were renego- 
tiated again in 1975 resulting in their further escalation. The Com- 
mittee have a feeling that the firms having monopoly position in 
resm of their own brands of rum had deliberately created such 
a situation where Department found it difficult to tdr ica te  them- 
selves from the deal. Deputment, being the largest single buyer 
of rum, should have been able to ir~fluencc the price rather than 
be guided by prices preferred by the firms themselves. The 
Committee would like CIovernrnent to have n fresh look into .the 
eirrtunstances leading to the refusal of the firms to supply rum at 
the contracted prices, non-invocation of the Risk Pwrchase Clause 
in the contracts against the firms and subsequent negotiations as 
a result of which higher prices were ullow~d to these firms. This 
is evident from the fact that as against the purchase price of Rs. 
6.98, crores contracted for for the procurement of 21.04 lakh dozen 
bottles of rum a sum of Rs. 8.25 crwes had to be paid. 

2.73. The Committee would also like Government to examine 
whether it is feasible to purchase rum of a few different standards, 
specifications end ~ual i t ies  in bulk and to hove them bottled with 
an exclusive name for sale to troops tbrough the Canteen .Stores 
Department. 

2.74. The Committee find that one of the 16 firms with whleh the 
Department entered into negotiations in March 1974 for supplies 
during 1974-75, was a firm (M,s. Udaipur Distillery Ltd., Udaipur) 
which bad a backlog of 1.4 lakh dozen of bottles against an earlier 
contract. The Committee are unable to :,ppreeiate the plea advan- 
ced by tbe Ministry that the brand of rum supplied by this firm 
was "second in popularity poll'', that it was the ''oldest supplier to 
the Department" and that the Managing Director had assured the 
Board of Administration that "he hopes to clear the backlog.". .The 
Committee feel that tbe non-fulfilment of the existing contracted 
supplies by this 6rm was quite sizea\le nnd M o r e  the firm was 
given any fresb orders for supplies, tbe Department shoulld have 



waited for the supplies under the cxisting contract to be fully 
effected by this firm. 

2.75. . The Committee also note that preferential treatment was 
accorded to a firm 'C' (M/s. Central Distillaq and Chemical 
Works, Meerut) which had not executed any contract after the 
original negotiation in January 1974, by entrusting fresh supplies, 
to it s t  an increased price of Rs. 6.10 per dozen bottles (which 
works out to 24.6 per cent over the price previously contracted for) 
without an obligation of 10 per cent of the sui~plies being at the ori- 
ginal rates as was done in the case of other firms. The Committee are 
not convinced of the reasons advanced during evidence for this 
preferential treatment to the firm that it was "one of the biggest 
distilleries with a large capacity" and thc rum which they supplied 
was "one of the cheapest brand which w e  could not disregard" nor 
do they appreciate the reason subsequently advanced in writing 
that the preferential treatment wa< on account of the firm being a 
shade better in its business conduct inasmuch as having not signed 
the contract it had not Committed a brench of faith, whereas other 
firms had signed the contract and subseqr~en t l~  resiled from 2t. 
The  Committee would like Government to emphasise upon the 
authorities responsible for contnacting supplies that they should. 
as far as possible, not lend themselves to suspicions of favouritism 
and abuse of arrthority which the instances referred to above tend 
to reflect 

NEW DELHI; C M. STEPHEN, 
December 9. 1977 Chairman, 
Agrahayna 18, 1899 (Saka) Pzt blic Account Committee. 
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S1. ParaNo. of MinistryiDepartment Conclusion/Recommendation 
No the Keport Concerned - 

- _ 
1 2 3 4 

-- - -- 

This relates to a case where out of a total quantity of 10',559 
I .67 Ministry of Defence tomes of groundnut oil costing Rs. 11 .37 crores actually ..;ed 

by the Army, 627 tonnes (or 5.94 per cent) valued a t  Rs. 7 6 . 3 f l a h s  
were lost. Of this, 317 tonnes (or nearly 50 per cent) valued at 
Rs, 38.56 lakhs were lost during inter-depot transfers and 43 tonnes 
(or 7  per cent) valued at Rs. 5.25 lakhs were lost in storage. 267 
tonnes (or 43 per cent) valued at Rs. 32.50 lakhs were lost during 
transit by rail between the points of loading and destination. 

Do. From the facts placed 'before the Committee in writing as weU 
as during evidence, tk following shortcomings and lacunae have 
been observed: 

(i) No ASC specification existed for refined groundnut oP 
inasmuch as this was not an item of regular purchases 



Therefore, the ASC specification for the supply of hydro- 
genated oil in 18 litre capacity square IS1 marked tiins 
was adopted for the supply of refined groundnut oil. No 
effort seems to have been made to lay down a proper 
specification for the supply of groundnut oil in tins. 

(ii) In the absence of a suitable specification for the supply of 
groundnut oil, the quantity packed in l&litre tins was the 
same as in the case of hyd;ogena!ted oil, i.e., 16.5 kg. It 
is yet to be verified whether the packing of 16.5 kg. of 
groundnut oil, which has relatively low viscosity, in 18- 
litre capacity tins was desirable. , -  . . - 8 

'Rp 
(iii) Instructions were issued in May 1974 (reitmat& in 

August 1974) to all Command Headquarters and all Offi- 
cers Commanding Composite Food Laboratories regarding 
handling, transportation and despatch of groundnut oil 
from the suppliers' factories to the depots with special 
emphasis on the soundness of containers, adequacy of 
dunnage and avoidance of transhipment as far as possible. 
Despite these instructions heavy losses occurred not only 
during transit by rail between the points of loading and 
destination but also during inter-depot transfers. This 
shows that the instructions were not strictly followed by 
those responsible for the handling of groundnut oil. 



(iv) It is held that the Boards of Officers a t  the destination 
stations were not expected to inspect the quality of tins 
in which the oil was packed. The observations of the 
Courts of EnquirieslBoards of Officers that 'lids of tins 
were not soldered properly with the result that the lids 
were blown open, poor soldering of the containers result- 
ing in leakage through seams and joints, a number of tins 
were dented and broken. used tins were again used', are 
clear indications of the fact that all was not well with the 
tin containers. The findmgs of the Courts of Enquiries; 
Boards of Officers have. however, been brushed aside on 
the ground that the officers constituting these boards 
were not experts and competent enough to assess the 
quality of tins. F OJ 

(I.) The suggestion of the Army Headquarters for subitituting 
18-litre tins by the trade pattern 4kg. tins was not given 
adequate consideration. The other suggestion of supplies 
being afi'ected at the consignee's end by the suppliers 
$themselves, i.e., F.O.R. destination also did not receive the 
attention that it deserved. 

(vi) The suppliers were to provide adequate dunnage (straw, 
hay, old gunny bags etc.) for packing the tins to be baded 
in railway wagons. The supplies were to be packed 
acchrd in  to ,ASC specification No. 139 which provides 





were not allowed to do this." The representative of the 
Railways, however, maintained that, "if the Military autho- 
rities had tho~tqht that this consignment needed special 
supervision and if they had approached us (Railways) for 
pcrrnission, such permission would have been given." Such 
permission was not asked for and, therefore, during rail 

transit the oil remained in the care of Railways. The res- 
ponslbiii'y for loss d~lr ing rail transit is sought to be pinned 
on the bTinlstry of Railways. Why Military supervision 
was not insisted upon and provided with the permission of 
Rail~vays when losses were noticed for the first time r e  
quirck to be enquired into. 

(ix) Upto January 1977, the Ministry of Defence have preferred 
upon 'he Railways claims of the value of Rs. 35.20 lakhs on 

this accc~unt, out of which Railways have accepted claims 
of the  value of Rs. 2.74 lakhs only. 

(x) Dcfcnve Secretary had stated during evidence that "the 
ovcrr~ll loss ina1udit:q transhiptnent is of the order of 2.32 
per c c - ~ t .  I t  it; nu: as if something very extra-ordinary 
happened in tbc case of Army groundnut oil alone. It 
seems to be the experience of the trade generally also." 
However, the Committee observe that  according to  the  data 
furnished by the Ministry of Defence, the  general pattern 
of trade losses experienced Icy the Delhi State oil Millers 
Association is 4 per cent (on account of leakage) when 



--- - -- - -- 

groundnut oil is loaded in tins with care and proper pack 
ing is done with material like wood and bamboos etc. In 
cases whwe wagons are not loaded under the personal 
supervision of management and are subjected to loose 
shunting and transhipment in between the leakage percent- 
age ranges between 2 to 5. The losses in the current trans- 
action were, however, much excessive, being of the order 
of 5.94 per cent. 

(xi) Although the transaction relates to the period of S e p  
tember 1974, the losses have not so far been fully re@- 
lariscd. 

Ministry of Defence The Committee are informed that in pursuance of the findings of 
the  Courts of Enquiries/Boards of Officers convened at various depots 
to enquire into these losses, "actiin against the defaulting indivi- 
duals has already been taken or will be taken." As regards the 
remedial measures taken to prevent ,the recurrence of losses during 
inter-depot transfers and in storage, it has been stated that "refined 
groundnut oil is not a normal item of supply to the troops" and that 
"should, however. the necessity to procure refined groundnut arise 
in future, a suitable container as approved by SIIDFRL will be 
used. . . . ". 

The Committee are not satisfied with ,the investigations made into 
Do. the circumstances leading to heavy transit and storage losses of re- 



fined groundnut oil. They would like Government to set up a high- 
level body including inter alia the representatives of the Raiilways 
and IST to enquire into the reasons for not taking adequate precau- 
tions against possible losses during transit and stmage of this com- 
modity ab  initio and for not taking adequate remedial measures as 
soon as the losses under existing arrangemenb came to light for the 
first time and fix responsibility therefor. The Bodv shculd also be 
directed to make suggestions for the handling of this type of com- 
modity far future pidance. 

Do. The Committee learn that as against the claim of Rs. 35.20 lakhs 
preferred on the Railways by !the Army Authorities, the RailwayM 
had, according to the information furnished to the Committee id 
January 1977, accepted claims of the value of Rs. 2.74 lakhs only. 
The Committee would like to know 'the latest position in regard to 
the acceptance of claims by the Ministry of Railways. 

Do. The Committee note that Government have finally decided 4 0  
merge the accounts of the Canteen Stores Department (I) with the 
Consolidated Fund d India w.e.f. 1st A@, 1977. They would, 
however, like to plaoe on record their displeasure at the long time, 
well-nigh seven years, taken in settling the modalities of merger. 

Do. The Committee find that a t  present two agencies of the Govern- 
ment are procuring stores for the troops-the Chief Director of 
Purchase in the Ministry of Agriculture as also the Canteen Stores 
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Department of the Ministry of Defence. T n q  feel that i t  would 
be economically advantageous to entrust procurement of stores for 
the troops to a single agency. They understand that the question of 
p u r c h w  of stores for the troops on a centralised basis by a single 
agency is under the consideration of Government. They would like 
that decision in the matter should be taken without avoidable 
delay. 

8 2.72 Ministry of Defence The Committee find it strange that although contracts focr the 
supply of rum at prices negotiate? previously were concluded with 
13 firms during March-April, 1974 for supplies to commence almost 
immediately, all the 13 firms sought increases in prices ranging 
from Rs.  5.50 to Rs. 9.50 per dozen bottles on grounds of escalation 
of cost of production. This was done even before the commence- 
ment of supplies. Stranger still is the fact that so soon after con- 
cluding the contracts on the basis of negotiated prices, Government 
found the demand for price rise "reasonably genuine". I t  is hard 
to believe that the rise in prices of fuel, packing material etc. was 
so sudden that it could not be visualised during negotiations pre- 
ceding the conclusion of the contracts. The Committee are unable 
to appreciate the  plea advanced bv Government for not invoking 
the Risk Purchase Clause in the contracts with the firms on the 
cground that the default was not isolated and all the 13 firms were 
fnvolved and that litigation would have resulted in supplies being 



Do. 

delayed resulting 111  loss of business. The lack of ordinary prud- 
ence on the pal t of the Department IS indicated by the fact that  
at the t rn t r  rf r e n q c t ~ a t i n g  thr pi-ices in June 1974. the requirement 
was cut down frorl 2 \ears' supplies to 1 vear's supply on the ground 
that 'there was r i m g  trend in ptices' Instead of calling for fresh 
tcnders for supplirs during 1975-76 the pr'ces were renegotiated 
again in 1975 lesultinq in their ful ther escalation. The Committee 
have 3 feeling th rt the firms hsvin: nmnopoly position in respect 
of their own bl rinds of rum had del~beratelv created such a situation 
ivhere Dcpartnwnt found l t  difficult to extricate themselves from 
the deal. Department, bcinp the largest single buver of rum. should 
have been able to influt.nc~ thr. pricc rather thqn be guided by the 
prices preferred In. the firms themwlves. Tine Committee would 
like Government to have a frvsb look into the circun~stances lead- 
ing to the refilsal of the firms to supply rum a t  the contracted 
prices. non-invocation of the Risk Purchase Clause in the contracts 
against thc firms and subsequent negotiations as a result of which 
highel prices were all wcd to thew firms This is evident from the  
fact that :IS against thcl ptlrtlinqp price of Rs.  6 98 crores contracted 
for thc prnrurcmrnt of ? 1  0.1 lakh dozen bottles of rum a sum of 
Rs 8 35 crorm h.rd to hc paid 

The Committee TV ,111d also likc Govcr'nment to examine whether 
i t  is feasible to purchns~  rum oi a few different standards. specifica- 
tions and qualities in hulk and to have them bottled with an exclu- 
sive nnmp for sale to troops through the Canteen Stores Department. 
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10 2.74 Ministry of Defence The Committee find that cine of the 16 firms with which the * 
Department entered into negotiations in March, 1974 for supplies 
during 1974-75, was a firm (M$. Udaipur Distillery Ltd., Udaipur) 
which had a backlog of 1.4 lakh dozen of bottles against an earlier 
contract. The Committee are unable to appreciate the plea advanced 
by the Ministry that the brand of rum supplied by this firm was 
"second in popularity poll", that it was the "oldest supplier to the 
Department" and that the Managing Director had assured the 
Bomd of Administration that "he hopes to clear the backlog". The 
Committee feel that non-fulfilment of the existing contracted sup- 
plies by this finn was quite sizeable and before the finn was given 8: 
any fresh orders for supplies, the Department should have waited 
for the supplies under the existing contract to be fully effected by 
this firm. 

Do. The Committee also note that preferential treatment was 
accorded to a firm 'C' (Mis. Central Distillery and Chemical Works, 
Meerut) which had not executed any contract after the or5ginal 
negotiation in January 1R4, by entrusting fresh supplies to 
it a t  an increased price of Rs. 6.10 per dozen bottles (which works 
out to 24.6 per cent over the price previously contracted for) with- 
out an obligation of 10 per cent ~f the supplies being at the original 
rates as was done in the case of other firms. The Committee are not 



convinced of the reasons advanced during evidence for this prefer- 
ential treatment to the firm that it was "one of the biggest distil- 
leries with a large capacity" and the rum which they supplied was 
"one of the cheapest brand which we could not disregard" nor do they 
appreciate the reason subsequently advanced in writing that the  
preferential treatment was on account of the firm being a shade 
better in its business conduct inasmuch as having not signed the  
contract i t  had not committed a breach of faith, whereas other 
firms had signed the contract and subsequently resiled from it. The 
Committee would like Government to emphasise upon the autho- 
rities responsible for contracting supplies that they should, as far  as 
possible, not lend themselves to suspicions of favouritism and abuse 
of au tho~i ty  which the instances referred to above tend to reflect. 




