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INTRODUCTION 
the Chairman of the Public Accounts Committee, having beab 1, authorised by the Committee to submit the Report on their 

behalf, present this Fourteenth Report on the Appropriation Accounts 
(Defence Services), 1951-52 and 1952-53 and Audit Reports thereon. 

2. The Appropriation Accounts (Defence Services), 1951-52 and 
1952-53 and Audit Reports thereon were laid on the Table of the 
House on the 15th March, and 14th December, 1954, respectively. 

3. A brief record of the proceedings of each sitting of the Com- 
mittee has been maintained and forms Part I1 of this Report. 

4. A statement showing the summary of the principal conclu- 
sions/recommendations of the Committee is also appended to the 
Report (Appendix 11). 

5. The Committee place on record their appreciation of the great 
assistance rendered to them in their examination of the Accounts by 
the Comptroller and Auditor-General of India and his Officers. 

iii 



FINANCIAL WORKING OF THE GRANTS RELATING TO THE 
DEFENCE SERVICES 

6. Important change in the form and classification of Accounk- 
During the year 1952-53 there was one important change, in common 
with the Civil Estimates, in the Demands for Grants presented to 
Parliament. The amount voted by Parliament in previous years 
represented the net expenditure, i.e., the gross expenditure with 
recoveries shown as deductions therefrom. The vote obtained for 
the year under review was for the gross expenditure, excluding the 
recoveries, which in a sense represents the real outgoings from the 
Consolidated Fund for which the authority of Parliament is required. 

7. The following table compares the original and final grants and 
appropriations with the actual expenditure of the years 1951-52 and 
1952-53 : - 

(In lakh of rupees.) - 
Original Grant Final Grar.: Aauai 

or or Expenditure 
Appropriation Appro?:. .:.on 

Toial expcndiiurc met from 
Revenue- 

Total expenditure m:t from 
Capital- 

-~ ~ -- 

Grand Total : 

(Charged .07 .07 07 so7 .05 .05 

There was thus a saving of Rs. 20,83 lakhs and 25,51 lakhs or 9.6 
and 10.9 per cent. over the final grant during 1951-52 and 1952-53 res- 
pectively against a saving of Rs. 17,08 lakhs or 8'4 per cent. during 
the year 1950-5 1. 

8. Savings on voted grants.-Savings occurred under all the voted 
grants during both the years under repcgt and were the high& 
under "Capital", namely, 37.0 and 34.6 per cent. respectively. 



9, Control over expenditure.-A few im ortant cases of defective 
control noticed during the two years un er report are mentioned 
below: 

B 
Unnecesmq or excessive supplpmentary rants.-The two s u p  

piementab &ants dbtiiridl auring the year i%!51-52 proved M& 
sary or excessive as shown beldw: - 

(In lakhs of rupea) 

Nkbcr and Name of Grant Supplhentary Find 
Orpnt savings 

+Defence Capital Outlay . 

Son-surrender of sauings--During the years 1951-52 and 
1952.53, the total savings in the Revenue and Capital grants work 
out to Rs. 20:83 crores and Rs. 25.51 crores respectively. Out of 
these, savings amounting to Rs. 4 and 7 crores remained uasur- 
rendered and thus lapsed. These lapses of a opriations show a 
laxity in the preparation of estimates, without F proper assessment 
of the spending capacity and without appropriate adjustments to 
take account of the known factors such as the supply situation etc. 

This also clearly indicates that there are serious lacuna1 in both 
planning and execution of the capital Projects. The Committee 
would observe that lapse of funds on such a large scale not only 
indicates that the plans for which provision has been made in the 
Budget by the Ministry of Defence are not being implemented as 
contemplated, but also immobilises large sums of money which 
might have been diverted for more beneficial purposes by the Govern- 
ment in other Departments or spheres of activities. 

10. General conclusions.-The Committee note that the savings 
were mainly caused by the procur?ment of stores not materialisin 
to the extent anticipated, delays in execution of certain works an 8 
non-receipt of certain claims and debits etc. While they appreciate 
that some allowance has to be made for practical difficulties which 
may arise in such cases in estimating precisely during the closing 
months of the year, they would nevertheless think it possible that 
a higher standa~d of estimating could be achieved by imposing a 
lumpsum cut in respect of overseas procurements and closer liaison 
between the indenting and supplying Departments. These savings 
have been a feature in the Defence Appropriation Accounts for 
the last four years (i.e. from 1949-50 onwards) and the Committee 
note that $he bulk of the savings arose either because of unneces- 
sary or unnecessarily large supplimentaries or what in the event 
proved to have been excessive provision in the original Estimates 
themselves. In the opinion of the Committee "safe" Sup lemen- 
ltaries and/or estimates "erring on the safe side" are f eatures 
which are no less serious than excesses over estimates. The Com- 
mittee desire this should be impressed upon all the estimating 
authorities so that deviations on either side are narrowed down , 
considerably. Closer estimating, the Committee would add, is very 

* essentid in the tnteresrt .of the defence programme as a whele in 
view of the limits n&essrrily.impased on sum that d d  be spent 
on Defence, so as to ensure that the greatest possible value is o& 
tained for the money available. 



11. Para. 10 of the Appropriation Accounts, Defence Set.vicSs* 
1951-52, Para 12 (sub-para 4) of Appro tion Accounts, 195 k "P3 Para. 16 of Audit Report, 195%- tores accountin in t 
Defence Services ( ~ w t e r  ~ e n c r a l  of ordnance Brmh).- 
The Committee note from the Financial Adviser's Review of 
the Accounts for 195132 that the general standard of store-keepin 
and accounting showed further improvement, but it could not be mad 
tbat the position was entirely satisfactory as in some units and forma- 
tions the stores accounts were not properly maintained and the sto&- 
verification was either incomplete or was not carried out at all. The 
position of stock verification in Army Ordnance depots is still not 

, as in some depots it was not carried out in respect af a 
items and considerable differences continued to exist be- 

tween the ledger and ground balances in respect of the items actually 
verified. 

The Committee should once again like to draw attention to the 
observance of the cardinal principle of store-accounting that the r+ 
conciliation of ledgers should be made at regular intervals for all  the 
items in the depots after conducting a physical verification of the 
ground balances of the various categories of stores and immediate 
action taken to reconcile the discrepancies thus noticed. 

The Committee are unable to accept the opinion that the stores. 
accounts are generally satisfactory. They would Like to draw the 
attention of the Ministry of Defence to the recommendations made 
by the previous Committees of Public Accounts stressing the need 
for an adequate standard of stores accounting, in the interests both 
of economical administration and operational efficiency. 

The Committee were informed by the Comptroller and Auditor- 
General that stores were indented for even when large surpluses 
existed in some depots or others. They, therefore, think that a 
periodical review of stocks is necessary to avoid large resources bein 
immobilised, and recommend that the Ministry of Defence shoul f 
review the whole position regarding the procurement, stocking aad 
accounting of stores and set it on a more rational and scientific fwt-  
ing. They should like to know, in due course, the action taken in 
the matter. 

12. Para. 10 ( e ) ,  (f)  and (g) of Audit Report, 1954-Over-indent- 
ing of stores.-These paras afford striking instances of overprovi- 
Joning and overindenting of stores, both indigenous and for*, 
which resulted not only in unnecessary and a preciahle dissiptron 
d the country's resources but also indicated lac ! of plannia and at- 
a t i o n  betaren the different branchgs of the Defence krvi~8s 

,The C d t t e e  think it more important that action to indent stores. 



4 
should be initiated only after Arm and Anal decisions have bean 
reached on the type and quality of equipment and stores required. 

The Committee heard the Master General of Ordnance regarding 
the method followed by his organisation in the matter of providon- 
ing of stores and its periodical review. In the course of his evidence, 
he stated that he was not quite satisfied with the existing position. He 
further informed the Committee that the possibility of centralising 
provisioning as it used to be before the War was under examination, 
although the question of manpower and economy stood in the way. 
The Committee stress the need for overhauling the system of provi- 
sioning for stores so that surpluses do not occur. 

13. Para. 17 of Audit Report, 1953-Unsatisfactory state of 
store accounts in an Engineer Stores Depot.-(a) In his ' 
preliminary observations on the state of store-accounting and 
stock-verification in the M.E.S. formations under his control, 
the Engineer-in-Chief stated that a great handicap stood in their 
way viz., a hundred per cent. stock verification of all the stores 
which it was very difficult to carry out efficiently. He, therefore, 
suggested that it would be better if cent per cent. check was confined 
to major items only and a percentage or test check prescribed for the 
rest. The Committee would like the Ministry of Defence in consul- 
tation with the Ministry of Finance (Defence) and the Comptroller 
and Auditor-General to examine the feasibility of the suggestion, tak- 
ing care to see at the same time that the relaxation of the quantum 
of checks does not expose the system of stores control to undue risks 
or abuses. 

(b) Now that the stock-verification in the M.E.S. is stated to have 
been completed, the Committee suggest that the Defence authorities 
should conduct a review of all the outstanding indents for the pur- 
chase of stores and take necessary steps to cancel the orders for stores 
placed abroad which are no longer required. The Committee should 
be apprised, in due course, of the action taken in the matter. 

(c) Provision of covered accommodation.-The Committee noted 
from the Audit Para referred to above that in an Engineer Stores 
Depot where the tonnage of stores held was about 1.6 lakhs worth 
Rs. 20 crores approximately, there was covered accommodation for 
0.3 lakh tons only, the rest of the stores being stacked in the open ex- 
posed to sun and rain. 

When asked whether he could assure the Committee that all the 
stores which were liable to deterioration as a result of exposure had 
been placed under covered storage, the Engineer-in-Chief stated that 
this had been done by and large but he preferred to check i t  up by 
a personal visit to the Depot concerned. The Committee have not so 
far been apprised of the visual impressions of the Engineer-in-Chief 
as gathered as a result of his visit to this Depot. 

The question regarding the provision of adequate covered accom- 
modation for the proper storage of bulk of the Defence stores, a t  

resent lying in the open exposed to the inclemencies of weather, 
%id engaged the attention of successive Committees of Public AE 
counts. The Committee m t e  that want of adequate finances was an 
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h p o r t a n t  factor which stood in the way of increasing covered ac- 
commodation but in the ultimate analysis the financial effect of the 
deterioration due to exposure might well be greater than the expen- 
diture in constructing covered storage. 

14. Para. 17 of the Audit Report, 1954--Arrears in the 
Zinking of invoices with accounts in respect of 
stores purchased in the f)%?for Defence Services.-The 
Committee were informed by the Director of Audit, Defence 
Services that, upto the 30th November, 1954, out of 5,197 
invoices amounting to £39,29,248, invoices worth £32,65,501 had been 
adjusted, leaving a balance of about 1,007 invoices valuing about 
£736,730 on the 1st December, 1954. The Committee suggest that 
with a view to avoid such a state of affairs, the Ministry of Defence 
should evolve a suitable procedure in consultation with the High 
Commissioner for India in the U.K. whereby it would be possible to 
ensure that in respect of all purchases for which payments are made 
abroad, the stores have actually been received in India and have 
been taken on charge by the receiving depots. The Committee trust 
that every effort will be made to tighten up the procedure for control 
by the Services Headquarters over the receipt and accountal of such 
stores. 



IV 
WORKS EXPENDITURE-M.E.S. 

15. Para. 8 of Audit Report 19S4-Commencement of Works 
without technical sanction.-his para discloses that in con- 
travention of the prescribed procedure for the execution of 
the Defence Works, tenders were called for in the case 
of 93 contracts costing about Rs. 46.4 lakhs before technical 
sanction had been accorded. In respect of one work con- 
tract costing Rs. 10.65 lakhs, the sanction came in a t  a ver late stage 
when a major portion of the work amounting to Rs. 10.5 i l a b  had 
already been completed. In  extenuation, it was explained that a 
number of works were executed in one of the Commands in great 
hurrv at  the instance of the Executive Officers who were not aware 
of the importance of obtaining prior technical sanction. The Com- 
mittee note with some satisfaction that the authorities have now 
agreed that the works will be administratively approved at least 6 
months before funds are allotted and actual construction work i s  
taken in hand. During this period of 6 months, the Engineers would 
have an opportunity to prepare the designs in detail and to get the 
contract documents, drawings etc., ready. The Committee would * 
like to be furnished with a copy of the instructions issued in this 
behalf and they hope that the effect of the instructions would be 
reflected in the next year's Audit Report. 

The Committee would, however, suggest that it would be desir- 
able in the interest of the Defence Services as well as the Ministry 
of Defence to have a forward programme of works prepared indi- 
cating approximately how much funds would be available for the 
execution of various works during a given period and a general 
overall picture on the basis of which the services could prepare 
their plans and estimates. The Committee shall be glad to know in 
due course the action taken by the Ministry to implement this 
suggestion. 



v 
PURCHASE OF STORES IN FOREIGN COUNTRiIES 

Note re: the contracts for the purchase of Jeeps in the ,U.K- 
and two contracts for the purchase of ammunition in a European 
Country and the Statement made on the floor of the House by Shri 
C. D. Deshmukh, Finance Minister on the 21st December, 1954 

16. In Chapter V of their Ninth Report on the Defence Ac- 
oounts, 1949-50 and 1950-51 and Audit Reports thereon, the Public 
Accounts Committee had come to the conclusion that elementary 
and commonsense precautions in the matter of a series of important 
contracts involving large sums of money as well as well known 
business and financial procedure and established practices were 
ignored in the purchase of Defence stores in foreign countries. The 
Committee could not also overlook the fact that intermediaries 
were interposed without justification in most of the cases to the 
deteriment of the financial interest of Government. The Cammit- 
tee recommended, accordingly, that the extent of individual res- 
ponsibility in all these transactions should be assessed by a high- 
level Committee, consisting of one or two High Court Judges. 

17. Having considered the recommendations of the Committee, 
Government have submitted a note (Appendix 11) dated 18th 
December, 1954 for their review. The Committee are glad to note 
that the correct Parliamentary practice has been adopted in sub- 
mitting a note to the Committee and requesting them to reconsider 
their earlier recommendations. The Committee are anxious that the 
correct convention should also be established in the subsequent 
treatment of such representations. They consider it  inappro riate 
for the Government to have placed a copy of the note on the t a b l e  
and made a statement (Appendix 111) on the floor of the House on 
this subject on the 21st December, 1954. inter aliu, requesting the 
House to treat the matter as closed without affording reasonable 
time to the Committee for considering the note. In accordance with 
well-established parhamentary practice elsewhere, the considera- 
tion stage by the House should arise only when the Committee 
have made their final recommendation after reconsideration, as 
urged by Government. 

18. In the note, Government have explained the circulnstances in 
which deviations from norn~al contracting arrangements became, in 
their view, necessary and the use of intermediaries inescapable for 
the procurement of Defence stores urgently required for reasons of 
internal security and defence strategy. They concede that "it is 

ossible to point out technical and procedural irregularities and that 
!n the light of results and losses incurred, judgement may be regarded 
as having been sometimes in error". In extenuation. however, i t  
has been explained that these stores could not be obtained from the 
traditional sources of supply and that repeated ap roaches to obtain B these stores from recognized foreign sources ha proved abortive, 
In these circumstances, it became, in $he view of Government, 
inescapable to adopt the expedient of employing middlemen. 

7 



19. The Committee consider that in respect of the flrst Jeep 
contract and the Arst contract for the purchase of Defence Stores, 
the demands were urgent and it was, perhaps, not possible to adhere 
to  normal contracting arrangements or to obtain supplies without 
the intervention of intermediaries. However, in so far as the selection 
of the particular intermediaries is concerned, the Committee re- 
affirm their earlier conclusion. Further, on available evidence, they 
renlain convinced that there was no necessity or justification for the 
use of intermediaries for the two second contracts for the purchase 
of Defence Stores. Presumably these were the cases which, in 
Government's view, involved errors of judgement. 

20. In the concluding paragraph of the note, Government have 
stated that definite information had since become available whlch 
indicated that the firm had been appointed as agents as early as the 
4th September, 1950 before any information on the requirements of 
Government was communicated to them. This statement has been 
made in rebuttal of the Committee's suggestion for an independent 
enquiry into the circumstances under which some information 
regarding the exact requirements of Government leaked out to a 
foreign firm. A letter dated 4th September, 1950, from the foreign 
manufacturers addressed to our Mission in London purporting to 
appoint the intermediaries as their Agents was referred to in support 
of the statement, although, on an earlier occasion, in reply to a 
specific question about the date of appointment of the intermediaries 
as Agents of the foreign manufacturers, Government could produce 
only a letter dated 30th December, 1950 from the foreign manufac- 
turers in this regard. The Committee have examined the letter of 
the 4th September. This letter, by itself, and in the circumstances it 
came to be written and the terms In which ~t is couched, does not, 
in the Committee's view, dispel the impression that the firm had 
previous knowledge of Government's intention to enter the market 
for these Defence Stores. In view of the admission by the official 
witnesses that this firm was taken into their confidence from the 
very beginning, no case now ex~s ts  for investigation into the matter 
of the leakage of information to the intermediaries. 

21. Another new factor which has been brought to the notice of 
the Committee now is that a sub-committee of Ministers had consi- 
dered these cases carefully in 1952 and had come to the conclusion 
that though there were procedural and technical irregularities, the 
bona f d e s  of the officers concerned could not be uestioned. It is 1 not clear why this information was not made availa l e  to the Com- 
mittee earlier when they were examining in 1953 the Defence 
Accounts concerned. In the absence of any record of the proceed- 
ings of the sub-Comm~ttee of Ministers or of its conclusions, this 
Committee are not in a position to assess whether the material and 
the evidence placed before the sub-committee were the same which 
influenced this Committee in making the suggestion for a judicial 
enquiry. They would like further to draw attention to a disturbing 
feature, namely, employment of the same intermediaries for the execu- 
tion of some other contracts which have come before the Committee 
involving Government in Anancial loss. However, on the facts of 
the various cases, the Qrnmittee had made their views known, fmm 
which they see no reasons to deviate; but obviously what further 
action L to be taken is essentially a matter for Executive d e t e d n a -  
tfon. ,- 



22. Para. 11 of Audit Report, 1953-Purchase of Ordnance rtwes 
'banqfmtured in a foreign country.-This Para. reports another 
case in which an important order for the purchase of defence 
stores was placed with an agency firm instead of direct with the 
manufacturers, the previous cases having been commented u 
in paras 22 to 31 of the Ninth Report of the Committee. The g 
involved in this case is the same with whom the second Jeeps 
contract was entered into. 

23. The facts of this case are  that an official of the Ministry of 
Defence who happened to be in the Continent in May, 1951 attended 
a demonstration of certain weapons as a result of which he orally 
asked a firm, not on the approved list of contractors of the India Stores 
Department, to forward to India for trial purposes a sample of each 
of two different weapons and necessary ammunition. The firm 
thereupon placed a trial order with the manufacturers informing the 
High Commissioner for India in the U.K. on the 25th June, 1951 that 
they had done so and the stores were shipped in August, 1951. Ta 
regularise the position the D.G., I.S.D., London placed a formal 
order with the firm in August, 1951 after the stores had been deliver- 
ed, which he did on the authority of a telegram from the Government 
of India. The Committee regret to point out that this is another 
instance where the recognised procuring agency was by-passed 
without any justification and they are not convinced about the 
urgency for the purchase of the stores in question which in the 
opinion of the Ministry necessitated a deviation from the established 
procedure and placing the order with an unapproved firm. I t  was 
also urged by the Ministry that at that time they were not so much 
concerned about the intermediary as about the stores in question 
which were found to be good. If so. it is surprising why when further 
orders for extended trials and bulk purchases were contemplated 
direct from the manufacturers, no further orders were placed. The 
Committee would observe that even in cases where trial orders 
involved possible expenditure on further bulk supplies, they should 
be processed through the normal channels and deviations there- 
from should be scrutinised closely and suitably dealt with. 

24. Para. 9 of Audit Report, 1953-Purchase of tinned milk and 
milk products.-This case relates to the procurement of large 
tities of tinned milk and skimmed milk powder by the High ;5"""' om- 
missioner for India in the U.K. for the Defence Services. The value 
of the purchases made during 1951-52 amounts to about E3,00,000 and 
to about £5,00,000 during the preceding year. In  this case, the strict 
tender procedure was not followed, competition was unnecessarily 
restricted and adequate action was not taken to locate fresh sources 
of supply or to invite quotations from firms which had offered to 
supply or had previously fulfilled contracts satisfactorily. 

It  was admitted by the representative of the Ministry of Defence 
that the strict tender procedure was not followed in this case but 
he had no explanation to offer as to w-hy the High Commissioner 
did not do so. I t  was added that the matter was looked into by the 
High Commissioner subsequently and the latter was satisfied that 
there were no M&Z fides in this transaction. The Committee are * 



distressed to note that the urchase of goods valued at such a 
m m i w a s a ~ ~ h m % e e n ~ f & t  tb be man* bytr cornparatkg 
f W~IM!~ oAace~ with- w r y  - little W i e n c ~ ,  m$ tr& thatt witable 
aa%W wilP be tslbtbn by Governnvenf tb see that powem vet&& in 
the OfR@ers We mrnmonsurate with their istatus, experience etc. 

25, Para, 10 o Audit Report, 1953--Cont~acts fqr purchase of L .asbestos cement s ets.-In this case, supply from indigenous sources 
~f asbestos cement sheets being inadequate, two indents for 5,54,600 
sheets and 1,10,000 numbers of ridges (asbestos cement sheets of 
various kinds and shes) were cross-mandated to the D.G., I.S.D., 
h n a o n  on the Slst March, 1949 and the 2nd Jbne, 1949. In spite of 
wide publicity, only two offers from two British A r m s  named Messrs. 
Witting Bros. Ltd., and Messrs. Kenbank Enterprises, Ltd., were re- 
ceived, the latter being for stores of Italian manufacture. These offers 
were accepted and before the actual contracts were concluded, Messrs. 
Kenbanb proposed that the contract arisin from their offer be 
placed with Messrs. Crane Anderson & Co. (gt will not perhaps be 
ou t  of place to mention here that Messrs. Kenbanks are the same 
concern who were also involved in the Fertilisers Deal, a reference 
to which has already been made in Para 8 of the Twelfth Report of 
Me Committee.) As stated therein, this firm had only an authorised 
.capital of £1,000. They went into liquidation- on 27th November, 
1950, i.e., a year after the date on which the contract in this case 
was entered into with their nominees Messrs. Crane Anderson & 
Co. The Secretary, Ministry of Works, Housing and Supply inform- 
ed the Committee that it was the suggestion of Messrs. Kenbanks 
themselves that they should be relieved of the responsibility of 
fulfilling this contract, and that instead it might be placed with a 
new Arm Messrs. Crane Anderson and Co. The contract, the Com- 
mittee further learnt, was placed with this firm as a result of nego- 
tiations instead of calling for a formal offer from them. This was 
an unusual procedure to follow. The rules enjoin that in such 
situations fresh tenders should be invited. The contract also pro- 
vided for the opening of an irrevocable, divisible and transfernable 
letter of credit covering stores of Italian manufacture to the extent 
of 51,82,401-15-11 in the name of Messrs. Sale & Co., stated to be 
the bankers of Messrs. Crane & Anderson Co. 

26. On arrival of the first consignment on the 8th December, 1949 
in India of the asbestos cement sheets of Italian manufacture, abnor- 
mal breakages were noticed. The D.G., I.S.D., to whom the matter 
was referred, is reported to have stated that the consignment had 
been inspected b his Department and was found to be in accordance 
with the speci f? cation of the suppliers and acceptable. Despite 
instructions to pack the sheets carefully before despatch, heavy 
breakages continued to occur. Before, however, the D.G., I.S.D., 

nd further despatch of asbestos cement sheets as asked 
by the inistry of Defence on the 13th June, 1951 almost all the 
contracted quantities except 8,000 ridges of British manufacture had 
been received in hdia and heavy breakages were reported. 

The initial loss due tw breakage in transit of shee-ta of both 
U.K. and Itaiian manufacture u p b  the first receiving depot in In,& 
was over Rs. 8,32, 490. The m u l t s  of the tests conducted by the 



Ooverpment Teat Houserr in India revealed that the sheets of U.K. 
. nhhiafdcWe werb tHfntm b 1!0/M''tPian. the atmdmd dpedfication, , 

and those of Italian ma'ndcture-in dm& alY euec Whited 
variation$ in all the dimensions and the sheets failed below the 
s ~ . 1 ~ ~  breaking load. 

27. On the evidence taken by them, the Committee observe that 
the Director-General, India Stores Department, London, fallowed* an+ 
unorthodox and unconventional procedure in this case as none of 
these firms were borne an the approved list of contractors. M h a  
h e  also failed to inform the indentor about the sizes and the chan ed 
s ecifl'cations according to which the contract was placed. b 

mmibt?ee view with much disfavour such a patent l a p  on the- P 
part of the D.G., I.S.D., which is contrary to the accepted princi- 
ples of normal commercial dealings. 

28. Another disconcerting feature of this transaction was that the 
inspection of sheets of both the U.K. and Italian manufacture by the 
Inspecting staff of the Director-General, I.S.D., was not satisfaeto 
a8 tests carried out here showed that the sheets were below s p e c g  
cation. The Committee cannot help commenting adversely on the 
repeated failure of the Inspecting St& in the I.S.D., London to cany 
out proper inspection of goods purchased from abroad before their 
shipment to India. The Committee feel that such a reckless disre- 

ard of their primary duties merits much stronger punitive action B t an what the Government have, because of the retirement of the 
Inspector concerned, been disposed to take against him. 

The Committee asked for being furnished further information on 
the following points which arose from the discussions which they 
had in this case with the representatives of both the Ministries of 
Defence and Warks, Housing and Supply: 

(a) Were Messrs. Sale & Co., the bankers of Messrs. Crane 
Anderson & Co.? 

(b) Were this firm professional bankers? If so, what was their 
financial standing? 

(c) A copy of the letter-head used by this firm. 
(d) Did the D.G., I.S.D., London examine the credentials of 

the above firm and also other three firms referred to in 
the Audit Para or did he merely act on the suggestion 
of Messrs. Kenbanks and transferred the contract to 
Messrs. Crane Anderson & Co., without any further 
inquiry into their cmdentials? Were these genuine 
transactions or only benami transfer? 

(e) Are there any directors common to all these four firms? 
If so, what are their names? 

( f )  Was any of the above firms in the approved list of S u p  
pliers to H.M.G.? 

(g) What were the F.O.B. and C.1.F.-Italian and U.K.-prices 
of cement asbestos sheets referred to in this para? 
What would have been the comprrative C.I.F. price in 
India of the cement asbestos sheets imported from both 
the countrim. 
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(h) The time-lag between the date of placing of the indent and 
actual receipt of asbestos sheets in India. 

h) Any other information which the Ministry might like to 
place before the Committee in regard to this transaction. 

This information has not so far been made available to the Com- 
mittee. They desire that it should be made available to them 
forthwith so as to enable them to examine this case in further de- 
tail. They wish to express their displeasure at  the delay in the sub- 
mission of this information. 

29. Para. 9 of Audit Report, 1954-Pu~chase of an Italian 
tanker.-This affords yet another instance of by-passing the spe- 
cially appointed agency viz., the India Stores Department, Lon- 
don, for the purpose of procurement of stores from the U.K. and 
other continental countries. In this case, an order for the suppl of 
a tanker was placed with a firm in Rome a t  a price of $1,025,& b 
the Indian Mission in Rome whereas a firm offer for 1 million d o z  
lars for the same tanker had been received by the London Mission 
from a firm of brokers of very high repute. This resulted in an  ex- 
tra price of $25,000 being paid for the same tanker by the Rome 
Mission. 

The Committee endorse the observations made by the Auditor- 
General that if the negotiations in this case had been conducted 
with the manufacturers direct by the Director-General, I.S.D., London 
who had the necessary technical staff and whose jurisdiction extend- 
ed to purchase on the Continent also, more particularly in this case 
when he was fortified with an offer from a very well-known firm 
in respect of the same tanker, it might have resulted in securing an 
advantageous price. It is somewhat surprisin that the Mission staff 
in Rome who were non-technical persons an cf had no experience in 
this line of business should have been entrusted with the settlement 
of the deal. The Committee feel that Government should have 
waited till the other offers were also looked into and then proceeded 
to negotiate the deal directly with the manufacturers through the  
D.G.. I.S.D.. London and not through the Rome Mission. The Com- 

s mittee note; however, that ~ o v e r n z e n t  agree with their: conclusions 
and that Government propose hereafter to utilise the Organisation - 
of the D.G., I.S.D., Loridon for such procurement action. 



VI. 
DEFENCE INSTALLATIONS AND FACTORIES 

30. Cost o$ production by the Ordnance $ ' ~ ~ t o ~ ~ ~ . - D ~ ~ i ~ ~  t b  
*ourse of the evidence given by the Engineer-in-chief in connec- 
tion with the utilization of the equipment and articles manufa* 
t u r d  by the Ordnance Factories, jt ulas brought to the notice of 
the Committee that the cost of supplies obtained from these F ~ ~ -  
tories was considerably higher than the mst at which ?imilar sup 
'plies could be procured from olher sources. The Committee were 
concerned to note this. They feel that as these Factories are also 
under the control of the Ministry of Defence and they have to be 
maintained not on]!. as a War potential. but also on a care-and- 
maintenance basis, some formulae should be evolved by that 
Ministry in consultation with the Financial Adviser, Defence Ser- 
'vices under which these Factories made supplies not only to the 
M.E.S. but to other Defence and Civil Organisations at competi- 
tive rates treating the difference in the cost as a standing charge 
of the Factory concerned. 
COMMERCIAL APPENDIX TO THE APPROPRIATION ACCOUNTS (DEFENCE 

SERVICES), 1931-52 AND AUDIT KEPORT THERMN. 

31. Para 2(a)-Suspension of production of a cartridge case.- 
The Committee emphasise that there should be a closer co-ordina- 
tion between the Master General of Ordnance Branch and the 
Director-General. Ordnance Factories in the matter of production 
as the demands do not remaln static. Steps should therefore be 
taken to safeguard against the recurrence of cases similar to that 
reported in this para, 

32. Para 8-Overhead expenses.-This para points out that the 
idle capacity in the factories had resulted in increasing the over- 
head charges. The Committee were informed that right from the 
beginning, there existed a cost-accounting system for the correcb 
allocation of overhead expenses and for the determination of the 
cost of idle capacities. The Committee. however. reiterate the 
views expressed by them in the past that the installed capacity of 
these factories should be utilised to the fullest possible extent so 
as not only to restrict imports but also to reduce overheads. Only 
stores which cannot be rnanufacturcd in these factories should be 
imported. 

33, Para. 13 of Audit Report. 1954--Establishment of Machine 
~~~l prototype Factory .-This para relates to the contract entered 
into by the Governmmt of India in MR?. 1949 with a foreign C**- 
panv lor the tbst;ib:ishmc>n~ of a fully equipped machine tool-cum- 
prototype factory in India Accordini: to the contract, subject to the 
payment to the Company of a maximum ceiling of the equivalent 
of R s  2.716 crores, the Company undertook to S ~ P P ~ Y  
to Government machinery, equipment etc. and to put UP and instal .I the same in satisfactory running order and condition. The Company 

to provide the necessary technical personnel. data in- 
formation and supervision. Further, 25'; 04 the ceiling figure w&S 
go be paid to the Company by Government as an advance payment 
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within 90 days of the conclusion of the Agreement. Thereafter 
payments were to be made against the  forwarding agent's receipts 
t o  the extent of 75:h of the price of each consignment. According. 
to the time-table, the factory was to go into part production within 
18 months of signing the agreement (i.e., by November, 1950) and  
was to be ready for full production within 24 months of signing 
the agreement (i.e., May 1951). 

One of the reasons advanced as to why the factory could not 
go into production by May, 1951 was that buildings were not ready 
by then. The factory was opened in January, 1953 by which time 
t h e  buiidings were ready. 

The C o n ~ n ~ i t t e e  have notlced the following irregularities in this 
contract : 

( i )  The ceiling figure of Rs .  2.226 crows approximately was 
statcd t o  ha\,(: bwn n.orkcd out on the basis of nego- 
tiations with the firm and no agreed list of machinery, 
equipment and othcr particulars of cspcnditure were 
found cit.t:tilcd in thc Agrccmcnt. Thc plea put forth 
by the Xlin~str?. of' D(.ft.ncc that there \\,as a list of 
machines. stores ctc. appended to the Agreement is not 
of much substance. as no value had been indicated 
against tlic items in this list. In thc abscncc of the 
individual costs of the various items having been indi- 
cated, the payment of advance (,25', ) should have been 
made on a guess. 

(ii) Besidcs the payment of advance as nwntloned above, the  
Company was pald further sums to the tune of Hs. 157.95 
lakhs (approsirnately) which were In contravention of 
the term:, of thc agreement, as thcay wcrtb p a ~ d  w ~ t h o u t  
the forwarding agent's ~ ~ c c i p t s .  Awarding to the 
M1n1sti.y. ~ h c r c  acvrut d to G o v t  rnment certain finan- 
clal benefits as a result of thcsr advance payments, but  
the Comptroller and Auditor-General \vas not ab le  

to ver~f?;  or accept this claim. 

(hi) The Contract d ~ d  not s t~pula tc  how the fore~gn Corn- 
pany should set about purchas~ng the stores from o ther  
sources. e 9.. that ~t should buy In a compctltlve field 
or obsenvc certaln c o n d ~ t ~ o n s  ~ v h ~ c h  were cssentlal in 
any purchase activity. In other words, thc Company 
was given fu l l  discretion In t h ~ s  matter. 

(iv) The M~nistry of Dcfcanccb f a ~ l c d  to iAxt3rclsc any check on 
the reasonablc~ncss, or  o therw~sc of thr  prices a t  which 
thc purchabes w c ~ t  ma& by thtb forcxlgn Company al- 
though a provlslon to  this r iTc~t cxistrd In the con- 
tract. Thcv on the o thw hand. relwd in thls behalf 
on the certificate of the Aud~tors  who were the Audi- 
tors of the Company itself. 

(v) The Cornpaw had fa~ led  to  train adequately the Indian 
personnel as agreed upon. as 13 foreign technicians 
are still continuing 
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(vi) The Factory, which was to have gone into part pFoduc- 
tion by November, 1950 and into full production by, 
May, 1951, has so fa r  been able to manufacture only 
two types of tool grinders, motorised grinders, polish- 
ing machines and monodrivers. The absence of an 
agreed schedule of detailed production programme as 
part of the Agreement is highly defective and has re- 
sulted in the Company's demand for formal closure of 
the contract before establishing beyond doubt that the 
factory could in fact go into full production. From 
these irregularities it is demonstrably clear that the 
whole project had been planned in an unrealistic man- 
ner and executed perfunctorily. The Committee note, 
however, that the contract with the foreign Company 
has ended for all practical purposes. They 
would, however. like to be apprised in due course how 
far the factory in its present state could meet the De- 
fence requirements and what steps Government pro- 
post to take for utilising the installed production 
capacity fully. 

34. Paru 14 of Audit Report. 1954-Establishment of a fzdly 
equipped modern plant for manufacture of certain latest types of 
ammzrt?it~on.-The brlef facts of thls case are as follows:- 

In August, 1950. Government concluded an agreement with a 
foreign Company for the establishment of a fully equipped and 
up-to-date plant for the manufacture of ammunition of two call- 
bres of the latest types and also the rendering of supplies and ser- 
vices on the part of the Company for the operation of the same for 
a period of first six monthso%dfter completion. The date fixed in 
the Agreement for thct completion of the plant and commencement 
of full production was 1st -4pril. 1951. The Agreement with the 
Company merely mentioned that ammunition of that Company's 
type was to be produced but i t  did not mention the detailed speci- 
fications, components. schedules of acceptance and other data which 
were usually associated u.ith the description of all ammunition. 
According t o  the contract. the cost of sewices machinery, equip- 
ment. fuses and raw materials to be suppIied by the Company in- 
cluding packing and freight charges were not to exceed the ceiling 
figure of Rs. 125.27 lakhs (approximately). 2 5 7  of this celling was 
to be paid within 90 days of the conclusion of the agreement and 
75'; of the price of each consignment against the forwarding 
agents' receipts. This clause was, however. amended in May. 
1952 by an exchange of letters. according to which a further ad- 
vance of 8dr; over and above the advance payment of 25% 
was payable in respect of machinery etc. when orders were 
placed by the company for supply to the Government. the balance 
of 66fr; being payable at the time of the actual supply of the 
machinery. The contract also provided an additional sum of 
Rs. 10.89 lakhs (approsimately) to be paid by Government to the 
Company in addition to the above ceiling figure: 25 per cent within 
90 days of signing the agreement and the b l ance  of 75 per cent. 
after the final establishment of the production of fuses for keeping 
the Government indemnified against claims and demands of the 



Company or other persons for infringement of any .ocess, inven- 
tion, patent utilised in the undertaking and for mating available 
to Government all patents, inventions, processes in the Company's 
possession for the purpose of execution of this contract. 

From the memorandum submitted by the Ministry of Defence 
at the instance of the Committee (Appendix IV), they note that 
upto the 30th April, 1951, only a small portion of the supplies 
(amounting to 0.12 million Swiss Francs equivalent to Rs. 1.3 
lakhs had been shipped by the foreign Company as against Rs. 53 
lakhs, the total value of plant and machinery to be supplied under 
the terms of the contract. The Comptroller and Auditor-General 
brought to the notice of the Committee that although invoices of 
the above value had been received, equipment actually received 
by that date was only of the value of about 10,400 Swiss Francs. 
,The Company explained, as stated jn the above M~morandum, that 
changes in market conditions by supply of plant and machinery in 
'Europe owing to a change in the political situation prevented the 
.supyliers from adhering to delivery periods agreed upon previous- 
.IF. The Ministry of Defence have also on their part thought it in- 
,expedient to press the Company hard because of delay at their end 
in the completion of buildings: further. discussions about the de- 
sign of the ammunition and the Ministry's anxiety to utilise as 
many machines as possible from German Reparations Machinery 
which the Ordnance Factories had acquired comparatively cheaply 
took some time. By the time all final decisions regarding the types 
of ammunition to be produced had been reached, most of the plant 
and machinery had arrived from Switzerland. 

The Administrative authority in charge of Ordnance Factories 
informed the Committee that "in any case the plant provided by 
the company is capable of manufacturing any type of ammunition 
of the two calibres and if the concerned user service requires 
change in design to give different performance, the plant will still 
be capable of manufacturing such ammunition". The Committee 
are in fu l l  agreement with the Audit comments that the agreement 
obviously contemplated not only the establishment of the plant of 
specified capacity. but also the rendering of supplies and services 
on the part of the Company for the operation of the same for a 
period of six months after completion and for production of ammu- 
nition of the two calibres as per the Company's type. If, however, 
the project had been merely for the supply of the balancing plant 
and erection and installation of a complete plant adequate for the 
manufacture of ammunition of two calibres. the scope of the con- 
tract would have been different and the need for payment of a 
heavy sum of Rs 10.89 lakhs (approximately) as indemnity as 
stated above would not have arisen. This would have also faci- 
litated the inviting of competitive tenders with all its advantages. 

The Committee consider these two cases as 'most unfortunate'. 
On the basis of the evidence placed before them, they are led to 
the conclusion that there had been a total lack of foresight and 
proper planning. In&cision at evcry stage and frequent changes 
in designing resulted in the chequered progress of the project. 
Further, there was undue haste in concluding the agreement with 



the foreign firm though the Ministry of Defence were not ready at 
their end with the necessary buildings etc. The raison d' etre for 
the contract was the urgent need for the ammunition which was 
completely nullified by the delay of more than four years in the 
commissioning of the plant. 

To sum up, the Committee are constrained to observe that these 
projects were ill conceived and the terms of the contracts were 
a h  heavily weighted in favour of the foreign Company. 

35. Para 15 of Audit Report, 1954-Attempted rnunufacture of 
Dry Batteries in an Ordnance Factory.-In this case, an order for 
the manufacture of 28,000 batteries was placed on an Ordnance 
Factory in March, 1950 and action was taken to provide a large 
quantity of materials required for the manufacture of these b a t  
teries at  a cost of over Rs. 3 lakhs. The anticipated out-turn of the 
factory was placed at 1,000 batteries per month. The progress of 
manufacture was, however, considerably hampered due to non- 
availability of certain important components like plastic trays and 
an attempt was, therefore, made to obtain plastic trays by resort- 
ing to stripping of old and unserviceable batteries. After spending 
Rs. 68,383 on stripping of 2,800 batteries, plastic trays valued at 
about Rs. 7.100 only were obtained, but no batteries could be suc- 
cessfully manufactured with these retrieved materials. The sec- 
tion which undertook to manufacture batteries in the Ordnance 
Factory was declared idle with effect from June, 1952 and even- 
tually closed in May. 1953. The total infructuous expenditure to 
the State in the manufacture of 200 completed batteries (including 
the expenditure on stripping of old batteries and idle time payment) 
came to Rs. 1.11.383. Apart from this, any loss incured in the dis- 
posal of the materials collected for the purpose valued a t  over Rs. 3 
lakhs would be added to this. 

The Committee observe that the economics of the manufacture 
of these batteries on such a large scale were not properly consider- 
ed before embarking upon this experiment which has cost the Pub- 
lic Exchequer more than Rs. 1 lakh. They are not at  all satisfied 
with thc manner in which this scheme was conceived and executed. 
Thcy would have appreciated if the technique of the manufacture 
of batterips had been acquired by the Ordnance Factory before at- 
tempting to undertake the job. The Committee suggest that all 
avenues including the possibility of restarting the production unit 
should be explored to utilise the material to the best advantage of 
the Government. 

At one stage, it was urged by the Ministry that the standard of 
judging expenditure on research and development shsuld not be 
the same as were applicable to other ordinary expenditure. The , Committee recognise the difficulties of controlling expenditure on  
research and development without hampering essential progress 
But the history of this case clearly establishes that this particular 

was neither ip the nature of a developnmnt nor of research. 

36. G e m 2  0bnttwtbu.-The review of these cases as well 
of the pne ra l  admi~istration of the Ordnance factories, and U k f ~  



htilisation, has left an impression on the Committee that the plan- 
ning or production in these well-established units have not so far 
been in the best national interests. The Committee urge, there- 
fore, that an overhaul of the administration should be immediate- 
ly  undertaken so that the fuller beneficial utilisation of the install- 
ed capacity could be secured. 



VII 
MISCELLANEOUS 

37. Para 39 of Audit Report, 1953-Unauthori.~ed Sale of ref?> 
gerators.-Between May and July, 1949, seven refrigerators were 
.sold from an  Enginc,er Park, in contravention of the ruies, by the  
Chief Engineer of a Command to certain high-ranking Officers of 
the  Military Engineer Services stationed in Delhi. for a total sum 
of Rs. 7251-. The sale of refrigerators was not advertised nor was 
i t  entrusted to the Disposals Organisation, as required under the 
rules. 

During his evidence tendered btrfore the Committee in this case, 
the  Engineer-in-Chief dircloscd that onc of the Officers who pur- 
.chased the refrigc?rators was also on thtl Board of Officers who 
-drew up the report \s,hich stated that the refrigerators were sur- 
veyed and declared as beyond economical repairs. The Commit- 
tee are distressed to note that adequate disciplinary action had not 
been taken by the authorities against the Officers concerned who 
joined hands in securing this fa~,ourahle deal at such a ridiculously 
low price as Rs. 725 for seven refrigerators. Even remarks or  entry 

; about the displeasure of the Engineer-in-Chief having been convey- 
ed to these Officers had not been kept in their Confidential Records. 
The Engineer-in-Chief observed that. under the M.E.S. Regulations, 
the Officers were cmpmvercd t.rb dispose of ccrtain articles and the  
sale of thcsc refrigera tors was donr under these regulations. The 
Con~mittee would like t ( +  c1xprw. thrir strong rlisapproval of the  
lnanner in Iihich thcsc \ i r w  c1:sposc:d of In u t te r  disregard of all 
the canons of financial propriety. The Committee u-ish to express 
their dissatisfaclion \r-ith t h e  various aspects of :his case. They 
note that Goi~ernmt~nt  have slnct. -x::hdrawn the po\icrs vested in 
subordinate au:horities for sale of s?o~.t~..; to Got.ernrnent employees 
and h a w  laid doum that prior sanction of Government was neces- 
sary in these cases. 

38. Pnrn 46 ( I !  T hr Au(l i r  Report. I!Li3--Loss o f  Ordnclnce Stores 
by fire.--In thi:, caw. ~1 fi : .~ brc~kc out in a J-chicie Depot on the 3rd 
April. 1950 r~st i l i ing in thc c i t ~ r t r ~ ~ c t ~ o n  of stores and buildings 
valrlcd at 13s. 67.18 lakhs approsimately before i t  could be brought 
under control. The Cnurt of E:nqu!ry ~vh icn  invcs'l!gatcd into this 
casc 0pint.d that tht, fin. cotllci haye Seen localisrci in the beginning 
and p l w ~ n t c d  from spreading but for the ignorance, inefficiency 
and ncglipcncc on the  part of the Depot Staff .  

Eleven persons including 4 Comnlissinned Officers were held to 
blame. Tu.cr of these Officers were released from service on the  
11th Novcnlbcr. 1950, the third o f f i c c ~  was debarred from attending 

1 thc cot~rsr~ of Stafl' College and se\.cre displeasure of the Com- 
mander-in-Chicf was conveyed to him. The Gazette Xotification 
relating to t h e  substantive promotion of the fourth Officer was not 
published and his subs!antivc yrornotion ?s deferred till March, Y 1951. Action was also taken against the C.O.. C.G.O. and other 
non-gazetted staff. 
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In the case of the fourth Officer, it was brought to the notice 
of the Committee by the Comptroller and Auditor-General that t h e  
statement made by the Ministry was not correct as the Officer had 
been given promotion with retrospective effect by a Gazette Noti- 
fication dated the 22nd December, 1951 of the Ministry of Defence 
promoting him as a substantive Captain with effect from the 16th0 
March, 1950. The Committee desired the Ministry to explain why- 
a wrong statement of facts had been made to Audit in the first 
instance. In a note submitted to the Committee (Appendix VI)l 
the Ministry have explained that the original order regarding the  
deferment of substantive promotion of the Officer concerned from, 
March, 1950 to March, 1951 was interpreted 'to mean that the Notifi- 
cation of the promotion was to be deferred by one year, if in that. 
period of one year a favourable report on the Officer was received. 
Such a report was received and the notification of the promotion 
was, therefore, made retrospectively'. 

The Ministry have, however. admitted that the interpretation of 
the expression "Deferment of promotion" as "Deferment of Notifica- 
tion of promotion" was incorrect. The tffcct of' this has been to nul- 
lify the decision of the Court of Enquiry and to set at naught the' 
punishment proposed to be inflicted on this particular officer. The 
Committee would like to know what action has since been taken to 
see that the Officer does not on this account escape the punishment, 
which the Court of Enquiry had considered him to merit. The Com- 
mittee would also like to know the result of the further investigation 
promised by the Ministry of Defence in regard to the person respon- 
sible for misinterpreting the orders. 

39. Para. 55 of Audit Report. 1953-Misappropriation of Public 
Funds.-In this case. both the Officer Commanding of a Formation 
and the Cash Officer drew money from the Unit Cash Chest for their 
personal use, the former keeping in lieu personal chits and cheques. 
drawn on self, Tocover u p  ; I I ( ~ ( . ; I \ ~ I  tic:tic~ii~nc~v. c - ; r k . l ~  t.c~nlisatlons 
from payment for issues of rations and clothing 1vt.re al!owcd to ac- 
cumulate in the cash chest nstead of their be~ng promptly remitted 
into the Treasury and the cash relating to Regimental Funds was 
also mised up xvith that of Publlc Funds. The Ofliccrs involved in 
the misappropriation were a British Lt. Colonel and an Indian Lieu- 
tenant. It was pleaded by the Ministry of Defence that disciplinary 
action could not be proceeded with due to certain reasons, as in this 
case the British Officer could only be tried under the (British) Army 
Act and the Cash Officer under the (Indian) Army Act. 

In a note submitted to ihe Committee, (Appendix VII), the Minis- 
try of Defence have stated that considering the fact that the British, 
Officer was mainly responsible for the misappropriation, it was de- 
cided not to proceed against the Indian Otficer alone in a Civil Court, 
Bath the Officers wen?, therefore, released from service forfeiting 
rebase concessions. 

The Committee are .wt satisfied with the reasons for not prose- 
cuting the two o fhe r s  in an ordinary criminal court. 
COMMERCIAL APPENDIX TO THE APPROPRUTION ACCOUNTS (DEFENCE 

S ~ ~ v m s ) ,  1S51-52 AND Aaorr REPORT THEREON. 
40. Para. 10--Can teen Stores Department.--It has been pointed out 

in the Audit Report that the Canteen Stores Department was being 



run as a Government commercial undertaking but its receipts and ex- 
penditure were still being kept outside the Government Accounts 
(Consolidated Fund of India) in contravention of the revisions of 
Article 266 of the Constitution. The effect of this i r regdar  procedure 
has been that expenditure incurred on this Organisation and sums 
appropriated out of its profits for the purpose of welfare and ameni- 
ties to troops from time to time had not been submitted to the vote 
of Parliament. The Committee are informed* that the whole matter 
regarding the future set-up of this Organisation is under considera- 
tion of Government. They should like to know in due course the 
decision arrived a t  in the matter. 

41. Para. 11-Hindustan Aircraft Ltd.-The Committee are in- 
formed by the Chief of the Air Staff that the standard of work done 
by the Hindustan Aircraft Ltd. is good although it was a little 
more expensive as compared to the cost of a similar job done 
elsewhere. 

The Committee feel that departmental accounts should be 
maintained, viz., Aircraft, Railway Coaches and Bus Bodies so as to 
facilitate a comparison and scrutiny of the operational efficiency of 
the respective Wings. They would also suggest that a fuller Report 
embracing the various activities of this concern as also its Balance 
Sheet and Profit and Loss Accounts, separately for each Department. 
should be made available to Members of Parliament annually for 
their information. 

42. Para. 22 of Audit Report,  1954-Clearance of Outstanding 
Audit Objections.-The Committee note that the bulk of the out- 
standing audit objections relate to the M.E.S. During the course 
of evidence given by him before the Committee the Engineer- 
in-Chief raised an important point vu.,  that delegation of powers to 
the Officers a t  various levels to dispose of on the spot unimportant 
objections arising out of minor breaches of rules and regulations 
etc. would go a long way in reducmg the number of outstanding 
objections. The Committee commend this suggestion for considera- 
tion not only by the Ministry of Defence but by all major spending 
Ministries as this measure would undoubtedly lead to the expedi- 
tious settlement of the majority of the outstanding objections and 
save considerable time and money, both in the Audit and Executive 
Offices. 



VIII 
' OUTSTANDING RECOMMENDATIONS-ACTION 

TAKEN ON 

43. The  Committee shall now proceed to deal with some of t h e  
important items outstanding from the previous stages of progress 
(Appendix I ) .  They recomn~end that in each case the disposal 

should be expedited. 

4 .  1t.em &Para. 16 of thq Ninth. Report-Irregularities in  the 
Naval Stores Repot.-(i) and (ii) In reply to the Committee's observa- 
tion that the inlrestigation should have been conducted by a Board 
of Senior Officers not connected with the Naval Stores Organisation, 
Ministry of Defence have stated that the Board consisted of three 
,officers not connected with the Naval Stores Depot or even Dock- 
yard .  But the Captain Superintendent, Dockyard. was allowed to 
sit with the Board, \ihich Ivas irregular. 

I n  regard to the Committee's observation that those who resisted 
audit inspt.ction should bc suitably dealt w ~ t h .  the M~nls t ry  of Defence 
have 5tatt.d tha; no d~sciplinary action is ca1lc.d for. T h t ~  M~nistry's 
version of the case lead~nc: to  the above conclusion docs not, however, 
fit in with facts. On the 13th May. 1949. the Foreman of the Transit 
Shed did Pspless his dlsLncllncl:!on to gi\vtB thc documents to A u d ~ t .  
O n  the 24th May. 1949, the Na\-a1 Stores Officer issued alders that  
the documents under audit should no l o n q t ~  bc made ava~lable  for 
audit purposes Later on. docunwnts were protiuctvi but no action 
has been taken against those ~ n d ~ \ ~ i d u a l s  n-11o I-ufuscd to produce 
documents In thr. first instance-z'lric paqc 109 01 thv Ninth Re- 
port-Volumt. I. Thcy thercforc rccommcnd that the position 
should be further esam!ncu b~ the M~nistry of Ilcfcncc and a re- 
port made to  thcm. after +o\{.inq ~t to A u d ~ t .  In this connection, 
the Commlttcr obscrve that t h ( b  Ministry did riot shou. t h c ~ r  reply 
to Audit before xub~nittrnq 11 to tht.m as ~c~lu~r -oc l  undclr the stand- 
lng ~nstructlons given by thcnl i lom timt. to tlmc 

45. Items 9 und 10-Para. 33 of the Nznth Report-Loss on pur- 
chase of avzulto,~ stores 7i'l tf lol~l JJTOpf'T ~'~tifiC'utlO?l of the fi71ancial 
status of the firm nanrcd Mcssrs. Aircraft l n s t r t ~ ~ n ~ t z t n t i o i ~  IJtd - 
~ h c  Committw should iike to know in due course the action 
taken against the person br persons responsible for not verifying the 
credentials and financial standing of this firm, which had a capital 
of E 2,000 before placing an order to  the value of 2 8,115 with it. 



46. Item l&Para. 52 of the Ninth Report-Setting up of Arbitra- 
t ion Tribunals to decide cases of disagreement under Works con- 
-tracts.-The Committee defer consideration of this matter till they 
take up next year's Accounts when they would like to examine the 
representatives of the Ministries of Defence and Finance (Defence) 
.on the note (Appendix IX) submitted by Government. 

47. Item 19-Para. 53 of the Ninth Report-Irregular disposal of 
Engineer Stores.-The Committee wanted Government to explain 
why when the party had agreed to the sale at cost price plus 10 per 
cent. the Saw Mill was released to him at 40 per cent of the book 
value. The Disposals Organisation came to know In July. 1948 that 
the indnndual had comm~tted himself in July, 161)"tahe purchase 
of the entire plant at cost price plus 10 per cent. In June. 1949, after 
taking legal opmion the M ~ n ~ s t r y  of Industry and Supply (now 
Works, Housing and Supply) declded to ask the party to return the 
plant if he was not prepared to pay the balance of Rs. 1,31.335/-. The 
Ministry, however, r&r$ed their decwon on 2nd July, 1949. The 
action to be taken aaginst the officials responsible for the reversal 
of the decls~on taken in June. 1949 has not been stated. The Com- 
m~t t ee  would l ~ k e  the case to be re-examined and a report submit- 
ted to them. 

48. I tem 20-Para. 54 of the Ninth Report-Errors i n  letting out 
ailtl operation of colttracts-Alleged irregularities committed it1 the 
Term Contruct.-The Committee had recommended that as the delay 
in convening a Court of Enquiry and/or delay in taking action 
on t h e ~ s  ~wommcnda:ions defeated thc very objec; of s w h  
a n  enquiry. the Ministry of Defence should examine this 
aspect of the  mattcr and amend the Army -4ct. i f  necessary. to 
cnsurc. that adccjuate disciplinar~ actlon \*.as taken in all cases 
against Otlicers who had been guilty of financial irregularities and 
thry did not cscapc punishment by takins shelter under the 'time 
limit' clausc. In csplanation. the Ministry h a w  stated in their 
Memurandurn (Appendix X) that there nras no need to alter the ex- 
isting provisions sincc the 3-year iimitation had no legal effect as it 
could not prevent action being taken in  a cilVil court after the lapse 
of that pcriod. The Committee have csamined the matter and would 
rcitcrate the \.ie\vs already expressed by them in this respect in their 
previous Report and shall bc glad if the Ministry of Defence took 
further action in the matter. 

49. Itern 28-Prim. 68-Uncconomicnl purchase of stores for mili- 
tar!/ 1corfis.-Thc Con~mittee note that on the advice of the V.P.S.C. 
the increment of the Executive Engineer concerned has been stopped 
for one year. 

The Committee are, however, unable to understand the implica- 
tions of the remark "The matter is undm consideration" offered by 
the Ministry of Defence in regard to the suggestion made by them 
in this case that 'contracts should be placed after tenders have been 
apenly invited'. 



50. Item 29-Para. 70 of the Ninth Report--Compensation pay- ments.-The Committee may be informed of -the result of the 
reference made to the West Bengal Government as suggested by 
them. 

51. Item 33-Para. 115 of the Ninth Report-Advance payments 
to the U.K. Government.-The Committee note the remarks offered 
by the Ministry of Defence. As important issues arise therefrom the 
Committee desire to discuss this matter with the representatives of 
the Ministries of Finance, Defence and W. H. and S. a t  the time 
they take up examination of the next year's Defence Accounts. In  
the meantime, they defer further consideration of this item. 

52. Item 37-Para. 63 of the Nith Report-Absence of control 
over production cost in Naval Dockyards.-The Committee had sug- 
gested that Government should take steps to train sufficient man- 
power in cost accounting and estimating work, not only for the 
Naval Dockyards but also for employment in other Governmental 
Industrial Undertakings. The Ministry of Defence have stated that 
with a view to improving the system of estimating cost of jobs in  
the Indian Naval Dockyards, a Statistical Section has been set up 
since early 1954. They had also issued instructions that in cases 
where jobs were executed by the Dockyards for outside parties, a 
written undertaking should be obtained that in the event of the 
actuals exceeding the estimates, the actual charges would be recover- 
ed from them. As regards the Ordnance Factories, the Committee 
note that the Government are examining the recommendations made 
by the Ordnance Factories Re-organisation Committee for improv- 
ing the system of cost accounting and estimates. The Committee 
desire to be furnished with a statement showing the important 
recommendations made by that Committee in this behalf and the 
action taken thereon by the Government. 

B. DAS, 
CHAIRMAN, 

PUBLIC ACCOUNTS COMMI~TEE. 
NEW DELHI; 

Dated the 29th June, 1955. 



Proceedings of the sittings of the Public Accounts Committee held 
on the 9th, loth, and 12th February, 24th and 26th March; 2nd. 
Ith, 15th, 22nd, and 27th April, 1955. 



Proceedings of the Thirtieth Sitting of the Public Accounts Com- 
mittee held on Wednesday, the 9th February, 1955. 
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MINISTRY OF DEFENCE 
APPROPRIATION ACCOUNTS (DEFENCE SERVICES), 1951-52 ,AND 1952-53 

AND AUDIT REPORTS THEREON. 

54. The Committee took up consideration of the Appropriation 
Accounts (Defence Services), 1951-52 and Audit Report, 1953. 

55. Para 4(i i i )  of the Audit Report, 1953-Savings in the voted 
grants as compared with the  previous years.-This Para disclosed 
that the total savings in the Defence Budget were over Rs. 20.83 
crores in the year 1951-52. The Committee drew attention to the 
audit comments contained in para 3 of the Audit Report, 1954 which 
showed that the savings in the Defence Budget were steadily increas- 
ing from year to year. The Comptroller and Auditor-General point- 
ed out that in the year 1953-54, the savings were of the order of 
Rs. 29.99 crores thus representing 10.5 per cent. of the total budget. 
The Committee observed that the savings or lapse of funds indicated 
that the plans which had been conceived by the Ministry of Defence 
were not being adequately implemented, and it reflected badly on 
the efficiency of the Administration. Further, it immobilised large 
sums of money which might have been diverted for more beneficial 
purposes by Government in other Departments. 

56. The representative of the Ministry of Defence stated that the 
lapses or savings were due not so much to defective bud eting and 
planning as to defective execution. The Comptroller an 8 Auditor- 
,General, however, suggested that the Defence Secretary might dis- 
cuss the matter with him with a view to evolving a better mechan- 
ism for budgetary control. 

57. Explaining some of the measures which had been adopted to 
prevent such things happening in the future, the representative of 
the Ministry of Defence stated that they had tried to reorganise and 
improve the purchasing machinery for the purchase of stores from 
abroad. They had also appointed a Screening Committee in the case 
of defence requirements which screened all indents for imports from 
abroad. To the extent that goods were available or could be manu- 
factured in the country the Committee saw that those were not im- 
ported. There also existed a cell in the Ministry of Works, Housing 
and Supply for processing ~ n d e n t s  of stores to be procured in India 
and full use of that cell was bemg made In framlng the periodical 
estimates. They were also obtaining fortnightly statements show- 
ing progress of stores supplied to the Defence Services during the 
year. 

58. Para 8 of Audit Report, 1953-Excessive rates of daily wages 
of labour.-In the Southern Command, the rates fixed for labour in 
Military Works Division were far in excess of the rates paid by other 
departments in the same station. This was done in contravention of 
the existing rules. The Committee wanted to know whether any 
responsibility had been fixed for continuin to pay on the basis of 
these excessive rates upto June 1952. The 5 ngineer-in-Chief, Army 
Headquarters stated that monthly labour rates were calculated a t  26 
times the daily rate, and the Chief Engineer, Southern Command 
interpreting the Governff~ent orders that the labour should be paid at 
the monthly rate of Rs. 701- (calculated @ Rs. 1/2/- plus Rs. 1/8/- 
Dearness Allowance plus Compensatory Allowance for 26 days) 
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thought that it was right to pay the daily rate a t  1/26th of the 
monthly rate. He further stated that as soon as it was pointed out 
that this was wrong, action was taken to stop it. The Chief Engi- 
neer, he added, acted in good faith, and maintained that if he emp- 
loyed two kinds of labour, monthly labour at  one rate and the 
daily labour a t  a much lower rate, there would be discontentment. 

In reply to a question, the Engineer-in-Chief stated that while the  
local rate was Rs. 1/14/-, the rate paid by the Chief Engineer was 
Rs. 2141- per day. The representative of the Comptroller and 
Auditor-General pointed out that the local rate at Poona including 
dearness allowance prevailing at present was Rs. 21- while the M.E.S. 
were even now paying Hs. 2181- or so per day. The Engineer-in- 
Chief undertook to check this up. The Engineer-in-Chief further 
informed the Committee that the Chief Engineer, Southern Com- 
mand was competent to sanction local daily rates for payment of 
wages to labour. After some discussion, the Committee desired to 
be Furnished with a note stating: 

( i )  What is the present local rate of wages per day/per month 
for the labour in the area lying in the jurisdiction of 
the Southern Command; 

(i i)  the rate of wages paid by the Defence authorities in the 
Southern Command-the rates of Dearness Allowance 
and Compensatory Allowance to be indicated separately; 
and 

(iii) whether there still subsists a variation of 25', in the two 
rates. 

59. Para 11-Purchase of Orditance stores maiztifactured i.n s 
foreign cou?~trg.-In this case. an official of the Ministry of Defence 
attended a demonstration on the Continent of certain weapons in 
May, 1951 as a result of which he orally asked a firm, not on the a p  
proved list of contractors of the India Stores Department. to forward 
to India for trial purposes a sample of each of the two different 
weapons and necessary ammunition. The firm thereon placed a trial 
order with the manufacturers informing the High Comissioner for 
India in the U.K. on the 25th June, 1951 that they had done so, and 
the stores were shipped in August, 1951. The position was regu- 
larized by the D.G.. I.S.D., London after the stores had been deli- 
vered, by the placing of a formal order at a cost of £6,990 with the 
firm in August, 1951 on the authority of a telegram from the Gov- 
ernment of India. The Committee pointed out that this was ano- 
there instance where the recognised procuring agency was by- 
passed without any justification. The urgency for the purchase 
of the stores, it was further pointed out, had not been established 
and the extraordinary procedure by which the roder was placed 
with an unapproved firm lacked justification. 

The representative of the Ministry of Defence stated that this 
was not considered a very big order and it was placed by a res- 
ponsible Officer of the Government of India in good faith. There 
was no desire or intention to by-pass the normal procurement 
channels. In reply to a question, he s tabd  that the particular 
omcia1 was the Defence Secretary himself and he was accompa- 
nied by an Army Officer in this visit to the Continent. It was 
further disclosed in reply to another question that the interme- 
428 L.E. 
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diary firm concerned in this case too was associated with the 
S.C.K (Agencies), Ltd. He pleaded that the Defence Secretar at 
that time was not concerned with so much about the i n t e r m d a r y  
but about the particular article which he found was good. 

60. Para l&Non-accounting of stores.-This para disclosed the 
non-maintenance or irregular maintenance of accounts in a certain 
Ordnance Depot. The Committee wanted to know whether the 
ledgers had now been completely posted and also what disciplinary 
action had been taken against those responsible for this omission. 
The representati1.e of the Ministry of Defence stated that none of the 
persons concerned was in India at  present, some of them had gone 
to Pakistan and some of them repatriated to U.K. It  was, therefore, 
not possible for the authorities to take any disciplinary action. The 
irregularity in this case, he added, had been condoned subsequently. 

61. Referring to the overall position of maintenance of Stores Ac- 
counts, the representative of the Ministry of Defence drew the atten- 
tion of the Committee to the Controller General of Defence Accounts' 
Certificate on the Accounts for 1952-53 stating that the position re- 
garding stock \.critication showed an improvement over the previous 
year and the results were also found to be generally satisfactory. 
The Comptroller and Auditor-General pointed out that there were 
cases where stores were indented even when large surpluses existed 

. in certain depots etc. He, therefore, suggested that a stage had now 
been reached when the Defence Authorities should review the whole 
position and put i t  on a more rational and acceptable footing. The 
representative of the Dcfcncc Ministry undertook to consider that 
suggestion. He also assured the Committee that they were en- 
deavouring to improve matters in this respect. 

62. Elucidating the position regarding the accouriting and stock- 
verification of stores as it existed in the Defence installations and 
Ordnance Depots, the Master General of Ordnance stated that im- 
mediatelv after Independence, the British Oficers who mostly man- 
ned the Ordnance Services cithcr u7t:nt away to U.K. or Pakistan 
and thus they were confronted with shortage o f  technical personnel 
to look after the stores depots etc. Further, thil process c ~ f  opening 
of packages, verification of stores and their accountal took much 
time. The reorganisation process which they started in 1950, he said, 
had now been completed. He hoped that w r y  shortly the whole 
thing would be set on a satisfactory footing. 

63. -4s regards the disposal of surplus stores. the Master Gene- 
ral of Ordnance stated that they were constantly cndeavouring to 
find out alternative uses for them. But, at the same time, the ma- 
jor consideration which weighed with them was that they had to 
maintain certain standards for thc services and had to ensure that 
these stores were fit for field servicc. 

64. The Master General of Ordnance also informed the Commit- 
tee about the method followed by them in the matter of provi- 
sioning of stores and its periodical review. He made a reference 
to the machinery that had been provided in the Central Ordnance 
Depots for the purposC! of cosrdination in the matter of purchase 
and supply of the same kind of stores. He also hinted that, al- 
though he was not quite satisfied with the existing position, they 

4 



.were examining the possibility of centralising provisioning, as it 
lused to be before the War, but the question of economy and man- 
power stood in the way. The representative of the Ministry of 

:Defence assured the Committee that they would take all possible 
steps to see that there was actual periodical stock verification and 

' ledgers were regularly posted. 
65. In reply to a question, the Master General of Ordnance stated 

f that  80 per cent of the Depots under his charge were lacking in 
adequate covered accommodation. The representative of the 
Ministry of Defence stated that they were fully aware of the posi- 

'tion and they had taken note of it and in the Priority Committee 
they did assess the relevant importance and urgency of all projects 

'including that for the provision o f  covered accommodation for 
.valuable Defcncc stores lying in the open. 

66, The Committee then adjourned to meet again at 10-30 A.M. on 
'$he 10th February, 1955. 



Proceedings of the Thirty-first Sitting of the Public Accounts; 
Committee held on Thursday, the 10th February,. 1955.. --- 

67. The Committee sat from 10 A.M. to 1 P.M. 
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tor-General of lndia 

Shr; V. Narayanan, Director of Audit. D t~fenc t~   service^ 
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Shri M. R. Sachdev, Secretary of Works, Housing cmd 
S ~ R P ~ I  

Shri T. C. Puri, Deputy Secretary, Ministry of Wwks, 
Housing and Supply. 

Shri J. Dayal, Financial Adviser, Defence Services. 
Shri A. Subrahmanyam, Controller-General, Defence Accounts. 

68. Appropriation Accounts (Defence Services), 1951-52 and 
[Audit Report, 1953-Para 17 of Audit Report, 1953.-A$ the outset, 
.the Committee asked the Engineer-in-Chief, Army Headquarterr 
to make a few general observations on the state of stores account 
ling, stock verification and disposal of surplus stores in the M.E.S. 
formations under his control. 

69. The Engineer-in-Chief stated that the big Engineer Stores 
Depots had been brought to a reasonable state of efficiency and 

-definite progress had been made in putting right the irregularities 
which had been reported in the Audit Reports in this behalf and 
brought up before the Committee from time to time. But there 
was another handicap viz., according to Government orders, a 
hundred per cent stock verification of all stores had to be carried 
out. Thus even very valuable things were treated in exactly the 
same way as things which were not so valuable, and as a result of 
this, quite a number of staff had to be uneconomically employed 
for attending to this work. The Comptroller and Auditor-General 
suggested that the Engineer-in-Chief should put up concrete pro- 
posals regarding the percentage of checks that should be applied 
to the various categories of stores instead of cent per cent check 
as done at present. 

The Committee referred to the comments made in para 17 of 
the Audit Report, 1953 that in an Engineer Stores Depot, where'the 
tonnage of stores held was about 1.6 laks tons worth Rs. 20 crores 
approximately, but there was covered accommodation for 0.2 lakh 
tons only, the rest of the stores being stacked in the open. and 
wanted to know the views of the Engineer-in-Chief in the matter. 
The Engineer-in-Chief stated that the provision of covered accom- 
modation in the depots was treated like a Works Project and it bad 
to go before the Works Committee and had to take its turn with the 
other items. When asked whether he could assure the Committee 
that all the stores which were liable to deterioration as a result of 

.exposure had been placed under covered storage, the Engineer-in- 
Chief stated that this had been done by and large but he would 
prefer to check it up by a personal visit to the depot concerned. 

70. As regards the surplus stores, the Committee were inform- 
Ted that the Defence authorities were continually reviewing the 
position depending on the rate at which the stores were consumed 
and the rate at  which the General st& informed the M.E.S. from 
time to time about what they would like them to hold, and their 
:reserve altered accordingly. 

L 

71. The Comptroller and ~uditor-Generk s ested that now 
Wmt the stack-taking had been completed, the%S. authorities 
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should take steps to cancel the orders for Stores laced abroad? 

took to look into the matter and do the needful. 
E wkich were no longer necessary. The Engineer-in- hief under- 

72. In reply to a question, the  Engineer-in-Chief informed t h e -  
Committee that the  value of purchases of Stores made from U.K. 
did not exceed 10 per cent of the total purchases made by the 
M.E.S. in India and further stated that they were endeavouring,. 
as far as possible, to use materials which were available in t h e .  
country. 

73. While replying to a question raised by the Committee re-. 
garding the utilisation of Stores manufactured by the Ordnance 
Factories, the Engineer-in-Chief stated that the cost of Stores sup- 
plied by the Ordnance Factories was considerably higher than the  
cost at which these could be procured from elsewhere. The 
C. & A. G. suggested that as Ordnance Factories belonged to t h e  
Ministry of Defence, that Ministry should evolve a formula by 
which they could make supplies to the M.E.S. and other Defence 
Orgmisations at competitive prices treating the difference in the  
cost as a standing charge of the factory. 

74. Para 39 of Audit Report 1953-Unauthorised sale of refri- 
gerators.-In this case, seven refrigerators were sold from an Engi- 
b e r  Park, in contravention of the I-ules, by the Chief Engineer of 
a Command to certain officers of the Military Engineering Services. 
for a total sum of Rs. 725. The sale of refrigerators was not adver- 
tised. nor was i t  entrusted to the Government Disposals Organisa- 
tion as required under the rules. It was. however, contended by 
the Engineer-in-chief that the sale was circularised to the officers. 
of Army Headquarters but a copy of the circular could not be 
shown to audit. The Conlmittee were glven to understand that  
the officers ~ v h o  made the purchases in this case were of the rank 
of Colonels, Lt. Colonels and Majors stationed in Delhi. The Engi- 
neer-in-Chief stated that when the matter came up before him h e  
went into i t  very carefully and had reasons to belicvc that t h e ,  
Ofticers concerned acted in good faith: but, at any rate, he made.  
it clcar to them that their action uVas foolish. though not criminal. 

75. In reply to a question, the Enpneer-in-Chief said that one 
of the officers who purchased the refrigerators ivas also on the  
Board of officers n h o  d r c v  u p  thc manuscr~pt rcport which stated 
that the refrigerators were surveyed and declared as beyond eco- 
nomlcal repalrs The Comm~ttec  pointed out that they were dls- 
tresscbd to set that no action had been taken agalnst the officers 
concerned. The Eng~neer-in-Chwf esplalncd that after going mto 
the lvholr matter, whvther the action on the part of the officers 
was a malaficle or u.hcthcr i t  was a gcnulne m~s take ,  he 
gave them the benefit of doubt. The representatives of the Min- 
istry agreed wlth the Committee that such a n  action on part of the. 
officers who were to deal with the contractors and made payments 
of lakhs of rupees was certainly undesirable. 

The Engineer-in-Chief observcd that thc M.E. S, regulations allow- 
ed the  right to sell ce rh in  things to Goviwment  personnel and  the^ 
officers who carried out these transactions pleaded that  they hod 
done so under these regulations. The Ministry in consultation with& 
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Finance had since withdrawn this authority and alfy sale of stores 
to  Government employees would have to come to the Ministry. He 
assured the Committee that if such a thing hap ned again, serious 
action would be taken against the delin uent o cers. In reply to a 8 8 
question, the Committee were informe that no remarks or entry 
about the displeasure of the Engineer-in-Chief, havin been conveyed 
to the Officers concerned, had been kept in their con f dential records. 

76. Para 62-Audit Report, 1953-Outstandiny Audit Objections.- 
The Committee wanted to know the present position regarding the 
clearance of audit objection relating to the M. E. S .  Organisation. 
The Engineer-in-Chief stated that prior to 1950 a large number of 
objections raised by audit remained in their books unanswered and 
finally it was decided in consultation with Finanpe that they should 
appoint an ad hoc Committee which should go to the Command 
concerned and examine all those objections. Out of 15,000 objections, 
they had cleared over 12,000 on the spot, the remaining were being 
dealt with in the ordinary course and Government's sanction was 
being obtained wherever necessary. He assured the Committee that 
they were now endeavouring to keep themselves in closer touch with 
the representatives of Audit on the spot and dispose of all those 
audit objections very expeditiously. 

77. The Committee then referred the Engineer-in-Chief to the 
cases commented upon in para 62 (c) (v) of the Audit Report where- 
in it was stated that advance payment of Rs. 1,00,000 was made to 
contractors in excess of the prescribed limit of 90::; of work done, 
while in one case work done was also below specification or of 
inferior workmanship, and wanted to know what action had been 
taken against the officer who paid more. The Engineer-in-Chief 
stated that after the work was completed and during the mainten- 
ance period, the contractor was asked to rectify certain defective 
works under the terms of his contract, but it was found that he did 
not do the needful and refused to accept the bill prepared by the 
Garrison Engineer as a result of the work having been revalued by 
him. The contractor then raised a number of counter-claims and 
wanted the dispute to be referred to arbitration. The Contractor 
had offered t.o abide by the decisions of the Chief Engineer, Eastern 
Command in respect of many of his claims and the former was now 
examining them prior to arbitration. 

78. In reply to a question, the Engineer-in-Chief informed the 
Committee that action had been taken against the same officer in 
connection with other i t e m  and he had already been convicted for 
taking bribe six months ago. 

79. Para 9 o j  Audit Report. 1953-Purchase of tinned milk and 
n ~ i l k  ptodzccts.--This para relates to the procurement of large q u a -  
titie; of tinned milk and skimmed milk powder by the High Com- 
missioner for India in the U.K. for the Defence Services. The value 
of the purchases made during 1951-52 amounted to about 
f3.00.000 and to about E5.00.000 during the preceding year. 
This para brought out ( i )  the failure to follow the pres- 
cribed tender procedure and (ii) unnecessary restriction of 
competition in certain cases resulting in avoidable losses. The 
Committee wanted to know why the correct procedure was not fol- 
lowed in this case. The representative 8f the Ministry of Defence 
stat& that this particular item was controlled by the Ministry d 
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Food and Agriculture and that the Committee mi h t  direct its queb 
tions either to that Ministry or to the Ministry o ! W. H. & S. who 
were controlling the I. S.D., London rather than to his Minis 
added that so far  as the Defence Ministry was concerned they "r* s m ly 
$aced the indent with the Indian High Commission and i t  was %e 
latter who made the procurement in consultation with their Techni- 
cal and Financial Officers and they did not, therefore, come into the 
picture. He therefore, urged before the Committee that as he was 
not ready with the answers, he should 'be given a little more time to 
look into t h ~ s  matter and if ultimately he found that he was answer- 
able to the Committee in this case, he was quite prepared to do so. 
The Committee agreed to this and postponed further discussion on 
t h z  para till their next meeting to be held on the 12th February, 1955. 

The Committee, however, drew attention in this connection to 
the recommendations made by them in para 10 of their Second 
Report according to which the indenting Ministry was also answer- 
able to the Coinmittee in regard to the transactions concerning them. 

80 Para. 10 of Audzt Report, 1953-Contracts for purchase of 
asbestos cement sheets.-In this case, supply from indigenous sources 
of asbestos cement sheets being inadequate, two indents for 5,54,600 
sheets and 1,10,000 numbers of ridges (asbestos cement sheets of 
various kinds and sizes) were cross-mandated to the D. G., I. S. D., 
London on the 31st March. 1949 and the 2nd June, 1949. In spite of 
wide publicity, only two offers from two British firms named 
Messrs Witt~nr: Bros. Ltd. and Messrs Kenbanks Enterprises Ltd. 
were received out of which one was for stores of Italian manufac- 
ture. These offers were accepted and before the actual contracts 
were concluded, Messers Kenbanks proposed that the contract aris- 
ing from their offer be placed with Messrs Crane Anderson & Co. 
Accordingly, contracts were entered into by the D.G., I.S.D., with 
Messrs Witting Bros. Ltd.. on the 30th Octoher, 1949 for 50,000 
sheets and 12,500 ridges of U.K. manufacture and with Messrs ' 

Crane Anderson & Co. on 1.12.49 for 2.39,100 sheets and 42,500 pairs 
of ridges of Italian m a n u f a c t u ~ .  The latter contract also provided 
for the opening of an irrevocable, divisible and transferable letter 
of credit covering stores of Italian manufacture to the extent of 
2 1,82,401-15-11 and it was opened in the name of another firm named 
Messrs Sale & Co. 

On arrival of the first consignment in India of asbestos cement 
sheets of Italian manufacture, abnormal breakages were noticed. 
The D.G., I.S.D., to whom the matter was referred, explained in 
reply that it had been found b experience over many years that 
the asbestos cement sheets trave ? led more safely when shipped loose 
and that the breakages were greater when they were cased or  crated. 
Before, however, the D.G.. I.S.D., could suspend further despatch 
of asbestos cement sheets as saked by the Ministry, almost all the 
contracted quantities except 8,000 ridges of British manufacture had 
been received in India and heavy breakages were reported. The 
initial loss due to  breakage in transit of sheets of both U.K. and 
Italian manufacture u p b  the Arst receiving depot in India was over 
Rs. 8.32.490. Exact figurps for further losses were not available. In 
about 34 per cent of the consignments, such transit loss was more than 
10 per cent and the amount of this loss was estimated to be wtr  
mperts one lakh. Samples of these asbestos sheets were later sent to 



;the Government Test Houses in India and the results indicated that 
the sheets of U.K. manufacture were thinner by 1.6/64" than the 
.standard specification and in those of Italian manufacture-in almost 
all cases-there were variations in all the dimensions and the sheets 
failed below the stipulated breaking load. 

81. The Cammittee then drew the attention of the representative 
of the Ministry of W. H. and S. to the comments contained in Para. 6 
.of the Audit Report and wanted to know what had been the total 
loss in this transaction and whether any action had been taken in 
respect of the failure on the part of the Director General, ISD. 
Inspection staff. 

Explaining first the reasons for opening a letter of credit in the 
name of a different firm for and on account of the firm which actual- 
ly had the contract, the representative of the Ministry stated that 
Messrs. Kenbanks Ltd. did not have a satisfactory financial standing 
because a year later, i.e., on 27th November 1950, this firm went into 
liquidation. 

82. The Committee wanted to know why despite the unsatisfac- 
tory financial position of Messrs Kenbanks, as the fertilizer transac- 
tion had indicated, the contract was entered into with them in the 
first instance. The Secretary, Works, Housing and Supply Ministry 
stated that the only offer received, apart from the U.K. offer, was 
the one from Messrs Kenbanks Ltd. So, the D.G., I.S.D., had no 
option in the matter but to go ahead with the contract. The re- 
presentative of the ~i 'n is t ry  of Works. Housing and S u ~ p l y  stated 
that the D.G. felt that it would not be safe to place an order on 
this firm; and this Arm themselves suggested that they should be 
reiieved of the responsibility of fulfilling this contract and that it 
might be placed with a new firm Messrs. Crane Anderson & Co. 
In reply to a question as to why the Government decided to accept 
the nominees of Messrs Kenbanks Ltd. without going into their 
(nominees') financial standing or calling for fresh tenders, the re- 
pesentative observed that the contract was placed with this firm 
as a result of negotiations instead of calling for a formal offer from 
them. Answering another question, he stated that the D.G., I.SD., 
had reported that Messrs. Sale & Co. were bankers of Messrs. Crane 
Anderson & Co. and so the letter of credit was opened in their 
name. He agreed wlth the Committee that the D.G., I.S.D. followed 
an unorthodox and unconventional procedure in this case. None of 
these firms was on the approved list of contractors. 

83. As regards the price factor. he stated that according to his in- 
formation, the price of U.K. sheet was E - / S / l a  f.0.b. and it came to 
E-/5/91 c.i.f. The Italian sheet price was quoted c.i.f. at £-/5/4 as 
against E - / 5 / 9 1  for the British sheets. So, the Italian price was less 
when the c.i.f. prices were compared. 

84. Referring to the alteration in the size of Italian sheets, the 
entative of the Ministry of Works, Housing and Su ply obsem- S ,e 'y that at that time, a reference to the inbntor  was ma e reg- 

the ~ i z t  of these sheets. But that reference did not mention any- 
thing about the changed specifications according to which the con- 
*tract was placed. But, later, during the discussions they were toM 

b 



that the need for these sheets was so great that they would have ac- 
cepted the charges. The representative of the Ministry confirmed. 
this statement. 

85. When asked whether the Italian manufacturers conformed to 
the specifications as given by the Ministry, the representative of the. 
Ministr of Works, Housing and Supply stated that they were u tm 
the 118 ? Ian specifications. He, however, added that the Alipore t e s t  
House results showed that they were not up to the British standard. 
In reply to a question whether it was the practice to accept the sup- 
plies below specifications without reference to the indentor, the re- 
presentative stated that as the need was great, the D.G., I.S.D. pro- 
ceeded on the assumption that these sheets woyld be accepted. 

86. As regards the action against the Inspector responsible for 
conducting the inspection of the sheets carried out in the U.K., the 
representative of the Ministry of W.H. & S. stated that the records. 
of inspection which had been scrutinised showed that in the matter 
of thickness, there were so many sheets which were tested and ex- 
cept one the others were according to specifications. The Inspector 
concerned. he added, had retired at that time. He, however, sub- 
scribed to the committee's view that the inspection carried out in 
the U.K. was not satisfactory. 

87. It was further disclosed that such of these sheets which had  
not been broken were used for roofing the buildings of a certain 
factory and they became unserviceable in the course of a year or so. 

88. The Committee then desired to be furnished with further in- 
formation on the following points arising from the discussions which 
they had in this case: - 

( a )  Were Messrs Sale & Co. the bankers of Mess~s Crane. 
Anderson & Co.? 

(b) Were this firm professional bankers? If so, what was their 
financial standing? 

(c) A copy of the letter head used by this firm. 
(d) Did the D.G.. I.S.D., London examine the credentials of the 

above firm and also, the other three firms, referred to in 
the Audit Para or did he merely act on the suggestion 
of M/s Kenbanks and transfer the contract to M / s  Crane 
Anderson & Co. without any further inquiry into their 
credentials? Were these genuiric transactions or only 
benami transfer? 

(e) Are there any directors common to all these four firms? 
If so, what are their names? 

( f )  Was any of the above firms in the approved list of Sup- 
pliers to IiMG? 

(g) What were the f o.b. and c.i.f.--Itallan and U.K. prices of 
cement asbestos sheets referrcd to In t h ~ s  para? What 
would have been comparative c.1.f. prtce in India of 
cement a s w t o s  sheets imported from both thc countries? 

(h) The timelag between the date of placing of the indent 
and actual receipt of asbestos sheets in India. 
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( i )  Any other additional information which the Ministry may  
like to place before the Committee in regard to this tran- 
saction. 

89. The Committee then adjourned to meet again at 10-30 A.M. om 
the 11th February, 1955. 
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91. At the outset, the$ommitke felt that as the time at their dis- 

oposal was very short, they would not .be able to take up examination 
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of the Appropriation Accounts (Defence Services), 1952-53, Commer- 
cial Appendix thereto and the Audit Report thereon. They, there- 
xore, decided to meet for two days in the last week of March to take 
up these Accounts etc. 

92. Non-linking of Air Force Stores received From U.K.-Para. 18 
of the Audit Report, 1953, and Para. 17 of Audit Report, 1954- 
Arrears in the linking of invoices with packing accounts.-The Com- 
mittee wanted to know (i) whether the work of linking the involces 
with the receipt of stores was being attended to with a due sense 
of urgency; (ii) what was the present position and (iii) whether it 
had b x n  possible to establish definitely that any stores paid for had 
not been feceived and whether any claims had been made against 
the su pliers. The Air Marshal giving a background of the forma- 
tion o P the Air Headquarters in the Post-Independence era explained 
the various difficulties especially the lack of man-power which stood 
in their way in the correct accountal of the Air Force equipment 
etc. The representative of the Ministry of Defence stated that the 
procedural difficulties in obtaining stores or processing any pro- 
gramme delayed procurement and on these matters the Air Marshal 
had no control whatsoever. The Air Marshal stated that there 
were two main difficulties in getting the equipment. ciz., ( i )  delivery 
dates of equipment and ( i i )  procedure for obtaining equipment. The 
representative of the Ministry of Defence informed the Committee 
that ~vi th a viotv to expedite disposal of indents placed by the 
Defence Headquartc!rs on the D.G., I.S.D., London, they had recently 
suggcstcd that there should be a certain number of technical Defence 
personnel on the staff of the D.G., I.S.D., who ~vouid assist him in 
the procurement of stores and this had been agreed upon. Ile 
hoped that this tf.ould lead to an irnprovcment in the present 
situation. 

93. As regards the non-linking of stores. the Air Marshal first re- 
ferred to the equipment which had been ordered prior to 1947 and 
the deliveries of which were spread over from 1947 to 1949. These 
stores, he said, were sent by the Air Ministry in the U.K. to India 
and in many cases, they had no record as to their arrival here as  the, 
despatching authorities did not send the relevant docunlents to either 
the Air Headquarters or to the Depots As payments were being. 
made in the U.K.. the audit staff there checked up in 1950 whether or  
not these items had been actually received in India. It was then found 
that they had no records regarding these items and early in 1954, 
the Air Headquarters ordered a Court of Enquiry to go into the, 
matter. The Court found that there was a deficiency of roughly 10' 
lakh pounds worth of equipment and with the help of the local 
Audit staff approximately 7 lakh pounds worth of equipment had 
been traced. After further linking of vouchers, a balance of 14 lakh 
pounds worth of equipment was still to be traced as they possessed 
no documents on the subject. The Air Ministry in the U.K. h a d  
a reed to trace these vouchers and they were doing so a t  present. & continued to say that even after 1949 and up to now there h a d  
been cases where the despatching authorities had not sent the des- 
patch articulars to the Air Headquarters and to the De ts in India 
with &F result that it had not been p d b l e  to link vouchvr 
He assured the Committee that new orders had now been issued 
the subject and there would be no deficiencies in future. 

- 
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94. Para 26 of Audit Report, 1953-Stock verification in Air Forw 

Stores Organisation.-Explaining the reasons for not carrying out 
t h e  annual stock verification in the two Air Force Stores Organisa- 
?ions referred to in this para, the Air Marshal stated that these were 
dormed in the middle of a financial year and on the formation of 
these units, equipment began to arrive during the next two or three 
months with the result that there was no time left to carry out the 
annual stock-taking. They had, however, suggested to the Ministry 
.of Defence that where formations were set-up in the middle of a 
financial year, the annual stock verification should be carried out in 
-the following financial year. 

95. Para 9 of Audit Report. 1953-Purchase of tinned milk and 
mi,lk products.-The Committee resumed further consideration of 
this para. The representative of the Ministry of Defence expressed 
his regret that he could not reply to the points arising from this 
.para at  the earlier meeting of the Committee as he was under the 
impression that the Ministry of Food and Agriculture were concern- 
.ed with i t  and they would defend it. But now he was prepared to 
answer any question that the Committee might put to him. 

He agreed with the Committee that strict tender procedure was 
not  followed in this case and there was no explanation why the High 
Commissioner's office did not call for tenders. He further stated 
that the matter was looked into carefully by the High Commissioner 
subsequcntly and he was satistied that thew were no rnaln f ides in 
this transaction. 

96. Referring to the comments made in Para 9 ( 2 )  ( v )  of the 
Audit Report relating to the Irish supplies, the representative of the 
Ministry of Defence stated that it was true that the Irish Government 
offered to sell Irish milk to India. But after the work had been 
transferred to the D.G.. I.S.D.. they iniyited tendcrs for supplies for 
1952. The Irish firms did not tcnder for the supplies. He added 
that there was no previous supply from Irtbland of this product to 
India nor had there been subsequently. He, therefore, felt that even 
if the earlier offer had been pursuecl with the Irish Government it 
would not perhaps h a w  been fruitful. 

Another point that emerged from certain files read out by the 
Comptroller and Auditor C;eneral of India during the discussion was 
that the then High Commissioner for India was opposed to the trans- 
fer of this contract from his Commercial Department to the I.S.D., 
London. The representative of the Ministry of Dcfence stated that 
h e  should be given an opportunity of examining that point in con- 
sultation with Audit, if necessary, before any further question was 
pu t  !o him on that. 

The Committee then desired to be furnished with information on 
the following pointsf: 

(a) Is the officer in the Indian High Commissioner's OBce, 
London, who was entrusted with the purchase in this case 
still in service? If so, wherc, and what post, is he holding? 

(b) Has any actiorl been taken a ainst this Otiicer for the 
various lapses referred to in t e Audit Report? If not, - " - - . . "--.. .. - . . .. . - . 

7, - ~. , . , .. " . . - . ,. .. ------ 
'Since received. Not printto. 
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why not? (A copy of the note recorded by the High Com- 
missioner that  there were no male fides against this Ol3cer 
in handling this transaction). 
What were the rates quoted by the firms X and Y referred 
to in this Para? 

(d) What were the reasons for entrusting this work to the 
Commercial Department in the Indian High Commission 
and not to the India Stores Department, London. 

97. Para 51, Audit Report, 1953-Fraud in a Military Dairy Farm.- 
T h i s  para referred to the smuggling of milk out of a Military Dairy 
F a r m  for fraudulent disposal which was detected in June, 1951, and  
t h e  misappropriation of the sale proceeds amounting to about 
Rs. 10,000/- per month by the farm staff. The Court of Enquiry had 
opined that to make up for the misappropriated milk, the milk issued 
to troops and other customers was adulterated. The Committee were 
informed that  11 out of the 23 persons involved were dismissed; they 
wanted to know the present position of the disciplinary action taken 
against the rest. The representative of the Ministry of Defence 
undertook to furnish a note* on the subject. 

98. Para  46 of t h e  Audtt Report. 1953-Loss of Ordnance Stores by 
fire.-In this case, in a Vehicle Depot a fire broke out on 3rd April, 
1950. resulting in the destruction of stores and building valued at 
Rs. 67.18 lakhs approxin~ately before it could be brought under con- 
trol. The Court of Enquiry which in\,estigated into this case opined 
that  the Lire could have been localised in the beg~nnmg and prevented 
from spreading but for the ignorance, inefficiency and negligence on 
the part of the Depot Administration. 

Elevcn persons including 4 Commissioned Officers were held to 
blame. Two of the Commissioned Officers were released from ser- 
\.ice on the 11th No\.ember. 1950. The third Officer's name was re- 
moved frum atttmtling thc  course o f  Staff College. He was also de- 
barred from b r ~ n g  se1ec:cd for future courses. and severe displeasure 
of the C.-in-C. was con\-taycd to him. The Gazette Kotification relat- 
ing to the substantive promotion o f  the fourth Officer was not p u b  
lished deferring his substanti\.e promotion till Illarch, 1951. Action 
was also taken against the J.C.O.. C.G.O. and other non-gazetted 
staff. 

In the case of the fourth officer. it mas, however. disclosed by 
Audit that tht. statement made by the Ministry was not correct. as 
the Officc>r had been given promotion with retrospective effect and a 
'Gazette Notification promoting him as a substantive Captain with 
effect from March. 1950 appeared in the Gazette of India dated the  
22nd December, 1951. The representative of the hlinistry of Defence 
pleaded that he was not aware of this and he promised to look into 
the matter and submit to the Committee a note? on this point in due 
course. The Committee also wanted to know whether two of the 
Commissioned Officers who had been released from service were at  
present in the Civil employ and if so, what posts they held. The 
~epresenta t ive  of the Ministry promised to look into this also and 
k n i s h  a note to the Committee. 

See Appendix XI. 
See Appendix VI. 
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99. Para 52 of Audit Report, 1953-Irregularities in the cash ac- 
,counts of a military hospital.-In this case, a Commissioned Officer 

+ 

who acted as an Accounts Officer of a Military Hospital misappro- 
priated a sum of Rs. 3,6301- by manipulating the accounts and delay-. 
ing remittance into th: Treasury of sums received on account of pay- 
ment issues of rations and laboratory fees. The Committee were in- 
formed that all these irregularities came to notice after this officer 
had handed over charge to his successor. A Court of Enquiry was. 
held, and the question of taking legal action in a Civil Court of Law 
was examined but it had tci be dropped, as the chances of conviction\ 
were remote. 

100. Para 55 of Audit Report, 1953-Misappropriation of Public 
Funds.-In this case, both the Officer Commanding of a formation* 
and the Cash OfEcer drew money from the unit cash chest lor their 
personal use, the former keeping in lieu personal chits and cheques 
drawn on self. To cover up the cash deficiency, the cash realisations 
from payment issues of rations and clothing were allowed to accu- 
mulate in the cash chest instead of promptly being remitted to the 
Treasury and the cash relating to Regimental Funds was also mixed 
up with that of Public Funds. As a result of the findings of the 
Court of Enquiry, both the officers were suspended from service on 
the 16th November, 1950. It was stated that the disciplinary action 
against them could not be proceeded with due to certain reasons a s  
in this case the Officer Commanding was a British Officer who could 
only be tried under the (British) Army Act and the Cash Officer 
being an Indian was to be tried under the (Indian) Army Act. 

The Committee emphasised that criminal action should have been 
taken in this case. The representative of the Ministry of Defence 
undertook to examine* this aspect. 
COMMERCIAL APPENDIX TO THE APPROPRIATION ACCOUNTS (DEFENCE 

SERVICES) 1951-52 AND AUDIT REPORT THEREON. 
101. Para 2(a)-Suspension of production of a caqtridge case.- 

The Committee wanted to know whether the suspension of produc- 
tion in this case was due to wrong planning. The representative 
of the Ministry stated that what he had been able to gather from 
the discussion with the M.G.O. and others was that the fall in the 
demand of the cases was somewhat sudden, which could not have 
been anticipated. The Committee emphasised that there should b e  
closer co-ordination between the M.G.O. and the Director-General, 
Ordnance Factories in the matter of production, and steps should be, 
taken to safeguard against the recurrence of similar cases in future. 
The representative of the Ministry of Defence promised to consider 
this. 

102. Para 2 (b)-Heavy rejections.-This para disclosed that there 
was about 24%) of rejection in an item of store manufactured by a 
certain factory. The Committee wanted to know the explanations 
for this heavy rate of rejections. The representative of the Ministry 
of Defence stated that this was due to the fact that some of the 
machinery in certain Ordnance Factories was very antiquated and 
required renewal. Sucq rejections, he contended, did happen iq 
certain cases. 
C- - 

* See Appendix VII. 
, 
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103. Pam $-Manufacture of Snow Goggles.-The Committee 

wanted to know how the Director of Ordnance Services placed an 
order for the maufacture of 14,730 pairs of goggles when there were 
already in stock nearly seven times the number required. The re- 
presentative of the Ministry of Defence stated that it happened a few 
years ago, viz., in 1950 and it was just possible that in those years the 
inspection and verification of the stores in stock were no; done 
properly. He added that he could not give any explanation except 
that the persons concerned did not notice it. 

104. ( i )  Para 6-Delay in p ~ ~ d ~ ~ t i o n  in an Ordw~ice  Fuctory-and 
(ii) Paru 7 Heavy rejections.-These paras revealed lack of proper 
planning which resulted in overhead charges to the extent of 
Rs. 70.88,974 upto the 31st March, 1952, being kept out of the procluc- 
tion accounts. The representative of the Ministry stated that some 
of the machinery in all the Ordnance Factories xvas very antiquated 
and required renewal. He added that they were doing all ?hat was 
possible to reduce rejections, but in cert3in cases rejections were 
high. 

The representative of the Ministry stated that the plant and 
machinery acquired during the War were tx,ansferred to a certain sta- 
tion and installed in a factory there. As one had to perform 3,000 
o ~ x a t i o n s  before a Bren Gun could be produced, it took continuously 
18 months or so and thus if there was no production for 24 years, it 
was not such a serious matter really. 

105. Para 8-Overhead expenses-utilization of idle capacity of 
O~dnance Factories.-The Committee wanted to know whether the 
question of undertaking production on behalf of Civil had been con- 
sidered by the Government with a view to reducing the idle capacity 
of the factories. The representative of the Ministry of Defence stat- 
ed that they were now producing goods worth Rs. 3 crores for civil 
use. In reply to a question, he stated that the Report of the Com- 
mittee appointed to go into this question was under examination by 
Government. 

106. Para 10-Canteen-Stores Department.-It was pointed out in 
the Audit Report that the Canteen Stores Department was being run 
as a Government commercial undertaking but its receipts and expen- 
diture were still being kept outside the Government accounts (Con- 
solidated Fund of India) in contravention of the provisions of Article 
266 of the Constitution. The effect of this irregular procedure had 
been that expenditure incurred on this Organisation and the sums 
appropriated out of its profits for the purposes of welfare and ameni- 
ties to troops from time to time had escaped the vote of Parliament. 
The representative of the Ministry gf Defence stated that the whole 
matter regarding the future "set-up of this Organisation was under 
the consideration of Government. 

107. The Committee then adjourned sinedie. 
-- L .. ..- .. -- 

* See also Appendix VIII.  
428 L.S. 
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1C19. The Committee took up consideration of the note submitted 
by the Ministry of Finarrcc regarding the contracts for the purchase 
of Jeeps In tnc Unlled Kinp!om and two contracts for the purchase of 
Defence Stores In a Forclr:n Country (Appendix 11) and the state- 
ment made on thc tioor ol the House by the Finance Minister on 
the 21st December, 1954 (Appendix 111). 

110, At the outset, the Committee asked the Secretary, Ministry 
of Finance CR. & E.) to sizie the bx i s  on v;hi~h Government were 
led to the conclusions as simmed up in the Finance Minister's 
statement referred to abc~v? that there no need to take action 
in the matter by way o! k:)idinq a judicial clnquily as recommended 
by the I?ublic Accounts Committee in P2,ra 30 of t,t.\cir T.';.-~.ih Report. 
In reply, he stated that he could not say why and how 1l.c) ztatement 
was made, as in the c a x  of all statements rnade by the 1VIin:sters on 
the floor ol the Housc, it is ior the Ministers to decide. 

112. I'!),. C ~ ~ ~ . . I ! Y : : ~ C P  . - - ,  y:.,;i CI:~:; '.h2' ~:nless the for?ign manu- 
f c u  I . : 'f" , . 'r. LK:~: -]I,: Gover;?nen: of India would ,. -. purchasih I l l i  , ? .r>i, ) I  I :. : ..; r S.pv"e. . ! i e \ ~  c:!uld not sce any reason , . h h I '  1 ; :, . . )  .! 1 l i .c ci~::res;.~\d tht: ictter of 4th . , ,. Sep!cmb-d;., I?:-,', : , I  .,... $., :\. Fliqh C:n:n:-r-iiwicn. The representative 
of thil  mini..::.^ i'.! I : (  t'c>r~,:. ~~l;.ncied t ha t  t he  letter i tsclf ,  in his view, 
\ira:: [!ir ! c . ; 1 : - , .  ( I' :I ;.;..8~8\;~.,.;.i- concern ~~ddress td  to the High Com- 
mi:;.-io:l ; , I  C.x 7.:;; 1i.i: . i f :  .!lat :h,- S.C.K. (Apcncim) were their 
nqents n :!~.1!. ..' I:- ,:. i 1 - - .:..i:\in:; : h i  letter. hc did not get the 

4 i mpy,-x,. ;,. ! ; a  ,,:, , I  ,?.,. ; A -  : 1 .,,, . ..- :,;;;;&:I li ;::i: (:111y ;c,r t lip specific pur- 
p o s ~  o f  si?:?::'vipy ;':r +-'I -7v1 s:~?r:.: !? c!~lcstinn to t h ~  Government . , of Indin.  T~I:. ! ' , ,1 : - :  - 1  :-!qn'c~'::r, drc..:. t;:c ?.ttention of the 
See&-.tar:; tb-2 \li:p?t:.y ! - I  q1-dcrcs.:,:,r1; s?atea~cn~ made before 
them prc*,riously tt,-:lcrei!~ 5:. had shtec: ihdt the s.c.ii. ..-,.. (Agencies) 
were appoin!ed only for. i\c p c - ~ x c  ?f this ccntrclci. \vr~:ie there was 
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no letter or document in their possession to show that the Govern- 
ment of India's intentions were not known to the intermediaries * 
before the contract was entered into with them, he continued that 
as the Government of India definitely decided to go in for these 
defence stores on a certain date in December, 1950, no information 
of that fact could have been communicated earlier than the date 
on which the decision was taken. 

113. In reply to a question, the representative of the Ministry of 
Defence stated that they had not got the letter dated the 4th Sep- 
tember, 1950 referred to above in original but had a copy only which 
was sent to   hem by the High Commission. 

114. As regards the contention that the ap$ointment of interrne- 
diaries was inescapable in the case of the second ammunition con- 
tract, the representative of the Ministry of Defence pleaded that in 
the circumstances in which the supplies were made, it would not 
be held very unreasonable on the part of the High Commission to 
have employed agents for the procurement of these defence stores 
which were very effective and were in great demand by other 
countries including Pakistan. The Committee, however, drew the 
attention of the Ministry's representative to the evidence previously 
tendered before them by his predecessor and also the correspondence 
exchanged with the Indian Ambassador in the foreign country 
concerned which clearly established that the contra* in question 
could have been placed direct. The representative of the Ministry 
of Defence, however, pressed his viewpoint that these purchases had 
got to be judged in the context of the circumstances that obtained 
at that time. According to him, there was some justification in  
such cases to depart from the normal methods and go to interme- 
diaries. 

The Committee, however, did not feel satisfied with the expIa- 
nations given by the representative of the Ministry of Defence in 
the matter of interposition of intermediaries in the case of the 
second ammunition contract under consideration. They, therefore, 
decided to discuss the matter further among themselves on some 
other date and adjourned to meet again on the 26th March, 1955 for 
considering the Defence Audit Report, 1954. 
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Services. 

Shri A. Subrahamanyam, Controller General, Defence 
Services. 

h n ' I 1 ~ ~ ~ 1 7 ' ~  OF FT>~.ZNCE (E.A.) 
Shri H. S. Ncgi, l k p ~ i j .  *Srx:e::try. 
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MINISTRY OF DEFENCE (COT] ld.) 
-0.UDIT E~F&CJPT ( D E ~ ~ k ~ ~ ~ ~  , y. ' , ; ,  <,,.!ti - :: ), . 4. 

116. Thc C,'c?r-r:r~itfr-.: ! c  ck ~ ! p  cc:isidcrr?t ;:I-: ..I Ih-. fau3:i; E!+por.t 
(Defenx Sex-iccs j .  1!'?Q. 

8-C0ny7'q,,.-,:.- ,-- , ;.: .,.?,.I;S . " , ,  . ' - ' I . -  ,.. . * * < ' : c . 1 - . , ; . . r . 7  . , ...A' r2;: $\::>- 
117. This PEE-.? d&fgs& , '  ,': i.: c-;? - . . . t  , -- .':... of :I!c pf.,,ic*r.br:cf 

procedure for the execut io~ uf thc Gvient e '.V. :.i .-.  icnr.-lc.r:; \<;ere 
called for i n  the cas? :..; T'' (,il--.!:,rcts cost;.::; . . :)st 13:;. .IT;..1: 1al;hs 
before T~t--!.:>g ipc'~r:i;:.I : i T ' : .  11 -. i,!:.t;x,r. i n  respect 
of one works C O ~ ~ ! ~ ~ ~ L ~  c r  s t ink  1:~:. l0.65 labl?k.  . : . ( ,  .;..:hnical sanction 
had bee2 accorded at a vclr:, I... 2 :*;.PC ;;.i:_il s 1;-,zj.c,;. portion of the 
work arcunting : . 5 lal,;!is had t:t:ri-, c.!i.nplL.;v(!. The 
Commit'et. ~rar:iecl ig h?c!:v th=. ilrcu:;:stn-?cL,; :,:i:ich lcd ti;,? M.E.S. 
authoriues to cit.~L:c L o r n  ihc p:.escribi\c' ~:.o:edure zi>d the 
measure-; that had been taken to pscvcrlt :;I:, 1-ccurrcncc of such 
cases i-1 futui-2. 

The E-gineer-in- chi^ cy:plair,ed :ha!. tbi ;  t..?.r!. h?ppcned because 
a numbcr of works west? cxccut?d by fF.c En: inccrs in the Western 
Commnr.c? i 2  great burr:- at thc :ustancc e l  ike khxutive Officers 
who were i:.ol 2ware cf the impctriance of oLL ,;nir,z prior technical 
sanction. A; rcg?rcls thc  ril,:n.-urcs adoptcd Lo cn:.ui-e that all the 
technicalities regarding Irchnksl s2nction c:-uld bc readily c o m p  
lied with, he stated that ihey had now decided to gct the adminis- 
trative approval to undertake a work at least 6 months before the 
financial :?e;r began. Duriag these six moatha. ihc Engincc,rs would 
have an opportunity to preparc thc designs in detail and to get the 
contract documents, drawings ctc. ready. 

The Comptroller zn(i Aiidiior-General iniormcd the Committee 
that the result of the action takcn by the Defence Headquarters 
in this behalf would, however, he reflected in the n(>xt year's Audit 
Report. He further suggested that it n ould be desirable in the 
interest of the Defence Services as well as the Ministry of Defence 
. to  have a forward programme of vcorks prepared indicating approxi- 
mately how much funds would he available for the execution of 
various works during a gi.:r?n pcriod and n general overall picture 
on the basis of which the Services could prepare their plans and 
estimates. The representative of the Ministry of Defence undcrt.ook 
to look into this sugg~siiiii~. 

118. Para 9-Yurchase of an I t a l l a ;~  tank&-1n this case, the 
Indian Embassy in Rome ,~  on being asked by the Ministry of 

0 /': 
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Defence, directly negotiated with a firm of builders in Italy for the 
purchase of an ocean-going tanker at  a price of $1,025,000 whereas 
a firm offer for 1 million dollars for -.the same tanker had heen 
received by the London Mission from a firm of brokers of a very 
high standing. This resulted in an extra price of $25,000 being paid 
for the same tanker by the Rome Mission. The Committee endorse 
the audit comment that had the ncgotiati.ons with the builders in 
Italy been entrusted to the Direclor General, I.S.D., London, whose 
jurisdiction extended to purchases on the Continent also, he might 
have secured a price advanlage, a;med as he was with the lower 
firm offw from a well-know firm of brokers in London. 

119. The Committee wanted to know the circumstances undcr 
which the D.G., I.S.U., London was by-pas:,ed by the Minist7 of 
Defence while placing ah order for the supply of a tanker ,,. ith 
the firm in Romc as also .ivh:y $ 25.00i) were paid in excess f,,r ,L:l,? 
samc tankctr v;hcn a f-irm of b:oi:crs had given a firm ofl'er ;.,r 1 
million dol!ars. The rcpi'cx niat  ivc of the Ministry of D~lcncre 
explained that cdcrs were received for the same tanker from ..ilree 
places viz., Lci!don, Was!?in~;on and Stockholm through brskers 
etc. The pricci; quo:cd xcrc  Ij 1.085.000 by Stockholm, $ 9,00,0~0 by 
Washington arid $ l,OdC.003 by London. As the Washington offer 
was the loiwst. the 1.S.M. TbVa:!-~ington were asked to find out .,vhat 
that offer way hikc and thc  manuiacturers of the tanker were 31~0 
approached bj-'.thc Romc Emlxssy and they stated that the r;.,inu- 
facturcr's Lvcw not pr~parcd  to  sell .th? tanker at a price less :han 
fhe price they paid f x  it I.e. S 1,025,000 dollars and that the price 
of $ 9.0'3,000 must be mrrely a speculative offer and that was why 
it was decided after serious cnnsideration by the Ministry of Defence 
in consultation with the bIinistries of W. H. & S. and Finance to 
authorise the Indian Embasry in Rome to proceed with this matter 
and fina1i.e the offer with the manufacturers. 

120. Tnc Comptroller 2nd .Auditor-Gencral pointed out that the 
offers from Washiqg:on and Stockholm might not have been firm 
offers. But it was not so a:; fzr a,; t i l e  London offer was concerned, 
which was a firm offer in lvrliing addressed by the London firm to 
the Director General, 1.S D. The representative of the Ministry of 
Defence, however. agreed with the Commit tee that Government 
should have waited till the othcr offers \\.ere also looked into and 
then proceeded to negotiate ihc deal directly with the manufactu- 
rers through the D.G.. T.S.D. 1,ondon and not through the non- 
technical gcop'le of tf;c I n d k n  Embaszy in Rome, more particularly 
when the D.G.. T.SI3. h ~ l d  3 cri t ten offer lrom a firm of brokers in 
London. It woald k ~ v c  hclpcd the negotiations very much. 

121. Para IO(ck-01:er indc?ltino of Stores.-In this ease, 
mders were placed by the D.G., I.S.D., London, in October, 1948 for 
the supply of three irbning mnchints against a demand placed on 
h h  in March. 1947 bv th:! Q.711.G's Brarxh. In July,  1949. the 
indentor found that thc  t h r w  rnachincs of this pnrticular tvpe were 
not required. He. therefore, requestcd cancellation of the contract. 
The firm, however. djd not agree to tho cancellation without pay- 
ment of heavv compnsation. U l t i ~ 7 3 i c l ~  811 the ?!lren machines 
had to be accepted. Two of them which were purchased for 
f 11,000 were disposegi of to the same firm in U.K. for f2.000 and 
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the third machine, costing roughly £5000 was brought to India in 
March, 1952 and was stated to have been offered to the Disposals 
for sale. 

The representative of the Ministry of Defence admitted that  a 
mistake had been made in this case in accepting a different type of 
machines and that the Otficer concerned who confirmed the mdent 
had already been dismissed from service, though on some other 
account. 

The C. & A. G. pointed out that the firm concerned demanded a 
compensation of £6,300 for the cancellation of the  order and i t  
would have been cheaper to have paid that amount rather than 
obtained these machines and tried to dispose of them, because they 
had got only £2,000 for iwo machines. 'The representative of the 
Ministry of Defence, however, pleaded that they did not know what 
the disposal value would be. 

'- 

122. Para 10 (e) , (f)  and (g) -0verprovisioning and over-indent- 
. k g  s;ards.-These paras disclose certain cases ' of overprovisioning 
and xer-indenting or" stores indented for by the Director General of 
Orcins;lc? Factor ics. The Committee wanted to know what maci-linery 
existxl In the Defence Headquarters to conduct a periodical provisic~n- 
ing review fo; the s:ores required by ihe Services aixi v,r!lat sleps had 
b2en zaken to ensure :hat such lapse:; as disciosed in the Audit 
i i epor~  did not o x u r  in future. 

123. Parc 1Ote)-Thc Rcpresentativc of :he Ministry of Defence 
st>L?d thaz in this case iilere wa:  a d c h y  of 2?( years in the procure- 
n x x t  of stores and the D.G., I.S.D. was constantly reminded about 
it. \'v%en all this delay took plac? i n  obtaining supplies from 
abroad, thcy tried espcriments in India with substitute material 
and i t  \\as eventually f r ~ u ~ d  that these substitute materials would 
ser.vt. the  purpase. Unfortunately, by the time thcsc tx:,.eriments 
corcluded, a commitment had already been made by the D.G., 
I.S.D.. London. He further said that this supply hsd not resulted 
in any lo.;s. This mstcrial. he addnd, was, howcvcr. for maintenance 
purposes an:.] co!.ild bc ujcd ietcr on. 

124. The Committee then w ~ n t c d  to know why the 'D.c.. I.S.D., 
Lrmdorl 'Ivd.: 2f years to comply with the order placed with him. 
l ' i i ~  1 - i  !! --sxtative of the Minis:ry of Dc7fmca eqxcs*d his inabi- 
lity to  answer this point. 

133. PLTZ 10lf).-As regards this ca;? whcrc 15;000 ammunition 
1 .I.....,- . . costir.7 3?13at Rs. 82.500 had to hcl accepted cvcn thotlgh thcy 
.l-.l-vl x u ~ p l u  to r'equirc-nrnts, the reprcscntstive of the Ministry of 
I)c ':'nnr.,> ~s;: ' . :1in4 tha ;  this was normallv a type of stores for which 
+!2,.:: 3 - - 1 1 :  a..rewrrir.e demand from t h c  Armv. Un&rtunately, 
during t h r  Geriod under report, the army reduced its demand thus 
7-c--lltinq in'' @is surplus. 

T1.r.sc boxes, it was cxulaincd, were got manufactured both 
!+r.-uch the Ordnance Factorips and the trade. T h r  t r d c  supolics 
cam- in verv late hut the s u ~ p l i e s  from the Ordnance Fartorips which 
werc large enough to 'meet the demand became available during 
the  year. If i t  had been known that the demand would shrink, no 
demand would have been placed on the trade for the supply,' 
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Explaining further the extenuating circumstances, the represen- 

tative of the Ministry of Defence stated that it was a special case 
because at that time experience had showed that there was serious 

delay in the supply of ammunition boxes. In  order, therefore, to 
avoid this delay, they thought that on the basis of the requirements 
received, they might take some action so that when the ammunition 
was ready, there might not be any delay in supplying the boxes, 

126. Para 10(g).-In this case. demands were placed on an 
Ordnance Factory by the M.G.O. in October, 1950 for 10,000 great 
coats. As a result of the provision review carried out in 1951 and 
1952. large snrpiuses of this item were revealed and in 1953 it was 
,decided to cancel one of the demands for 7,000 numbers. But as the 
stores were already in process of fabrication by this time, only 1,975 
numbers could be cancelled. The representative of the Ministry 
of Del'ence stated that when these surpluses were discovered, there 
was no immediate cancellation in 1951 because it was expected 
that the scales for  great coats would be revised upwards 
but it did not. however, happen. He added that had it 
happened, the surpluses would have been absorbed. The revised 
scales, he pomted out, had not been finalised as yet. 

The Comptroller and Auditor General informed the Committee 
that there were a number of similar items where provisioning plans 
had been done by the Delence authoritiej: upon expectation and 
these u~ocld be brought to the notice of the Committee in the near 

.future. 
127. Para 11-Irregular advances for t h e  supply  of stores.-In 

this ca-e, iollo~ving requests from Naval Headquarters (expressly 
directpd to t h e  avoidance of :he lapse of funds). a sum o? fllG.Gi3 
was paid on the 27th March. 1953 to the r ldmir~l ty (wno had not 
asked f o r  i t )  as an advance in r,-spect o f  stores reported ready but 
no: yet ordered for shipment (including nbout f 5 . C O O  in rcspec: ol t h e  
antlcipikd cus! o f  mo\.ing the stores). The Committee wanted to 
know ..vho was respGn:iblc\ for making the advance payment of such 
a huge q ~ o u n t  t o  tilt. =Idmii.alty. The representative c.f the 
Mfnis?~\- of 9cfe:lcc r;tn:.?d that the Naval Headquarters wrote to 
the I n d i a ; ~ ~ l \ i , i ~ ~ a l  Adviser. Lcnclon. askinr! for this p:ay,mnt to be 

'did zo: t skc  i hc  c o ~ s c n t  of the EIinistry of Defence. 
:?is n:2!: rnther an unusual ca?? which the Ministry 

thst thcy had warned the Naval Headquarter: 
to adher? fa thR prescribed croccdure in s ~ w h  cases in future. 

132. P e n  13-P:!rclrasc of Engineer Stores.-In this case, an 
indent far TI..I".P~ ,:sq:~c pnrts was placed in August 1951 on the 
Cent;-a1 P~ircLlase Oygazisntion for delivery before the 31st Decem- 
ber. 1% Tht. Put.c!~asin:: Dnnartmcnt. tren'ing i! RS a n  1ir::mt 
drmnnd&:wcd :y;.n cont rar?s ivith n firm first s t ioulat in?  .----!wL 
delivery  and'':!^^ q-pond 'Torward dc1iver;v'. The rates for the 

. former were hi,ghet%nn fo:. the Izttrr. The stores werc zr!mlly re- 
quired for bulk-provisioning a d  there was no urgpncv. This 
m l t e d  in an infructuous expenditure of Rq. 8,500. The Committ.ee 
wanted to know what action had been Qken against the persons 
mponsible for this. 

The Engineer-in-Chief explained that in this case the confusion 
arose as a result of wrong marking of the-order of priority on the 
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Ministry of Finance ( E .  A.): 

Shri H. S. Negi, Deputy Secreta.ry. -- 
MINIST~Y O F  DEFENCE-~0ntd. 

Commercial Appendix to the Appropriation Accounts, Defence 
Services, 1951-52 and Audit Report thereon. 

HINDUSTAN AIRCRAFT LTD. 
133. At the outset, the Comptroller and Auditor-General informed 

the Committee that as the Hindustan Aircraft Ltd. had been consti- 
tuted as a Company under the Indian Companies Act, it had its own 
Commercial Auditors who audited its Accounts. As such, his audit 
of those accounts would generally be in the nature of a propriety 
audit. He added that one of the purposes of the audit to be con- 
ducted by him would be to establish unit cost of production and to 
compare it with similar cost elsewhere. That would, according to 
him, provide an index of efficiency. 

134. When asked whether the H. A. L. maintained separate 
accounts for each department, v i z . ,  (i)  aircraft, (ii) rnilway coaches 
and (iii) bus bodies, the General Manager. H.A.L. stated that no 
separate Balance Sheet as such was prepared. The accounts relat- 
ing to common facilities like machine shops, sheet metals, welding 
and painting shops were all combined. He added that in accordance 
tvith the decision taken by , the Board o f  Directors, it was intended 
tn separate the accounts ot some n1a)or shops. The Accounts 
Mana~e:, Hindustan Aircraft Ltd., explained to the Committee that 
for. cach shop they did the cos!ir;g scynra~cl>* a n d  coni!x)~!ed the cost 
of different produc:s through .i\.orl; orilcrs: and in t!lis manncr 
calculated the costs separately f o ~  11-!z three different activities 
undertaken by the Hindustan Aircraft Ltd. 

In reply to n question, the General Manager stated that they had 
established mi!*.:hine hours lor every machine and a time docket 
system for each operation which recorded the time of cach operation 
for a job. In this manncr, they co:ild c:ilculalc thr> numlx,r of 
hours spent on a particular joL He, llowcwr, stated that complete 
separation of Accounts for each Department could be done, if desired, 
showing the working of each of the difl'erent activities in which 
the Hindustan Aircraft Ltd. was engjngccl a1 prc:;en?. 

135. The Committee pointed out that Annual Reports on the 
working of the Hindustan Aircraft Ltd., were not being furnished 
to Members of Parlianlent. 

135. Pu;n 1:-Bad Debts u7rittcn o,V--The Cornmittcc wanted to 
know the present position regarding the recovery of repair charges 
from the Air Cornpanics concerned and aiso what  mcasu:.es had b e n  
taken by the Hindustan Aircraft Ltd.: to cnsuro such ainounts being 
recovered from them. The representative of tl~c.? nfinisiry of 
Defence stated that. wh-rever it was possible to fik a civi! :;:;i' to 
protect the interests of 1.hc Hindustan Aircral't Ltd., .they had done 
so, The Liquidators of these Air Companies had becn apprised of 
the outstanding claims apd when they wcre wound up, whatever 
was available would be distributed and the Hindustan Aircraft Ltd., 
would also get its share. He added that it was not known as to 
what extent the position could be retrieved. 
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137 \Vhen asked whether the Hindustan Aircraft Ltd., had 

taken up with the Ministry of Communications the question of 
setting oil' of the outstanding amount recoverable from these Air 
Companies .from the compensation payable to them as a result of 
nationalisation, the representative of the Ministry of Defence stated 
that it was doubtful whether it would be legally possible or per- 
missible because some of the Companies were wound up or the 
claim was extinguished by an earlier compromise before they were 
taken over by the Government of India as a result of nationalisation 

138. The Committee pointed out that the Balance Sheets of the  
Hindustan Aircraft Ltd.. for the years 1951-52, 1952-53 and 1953-54 
showed losses under the heads "Welfare Units and Aerodrome 
Restaurant" and wanted to know whether they were run by the  
Company and, if so, for whom they catered. The General Manager 
stated that there were three separate Canteens-one for the 
employees in the main factory, one attached to the Rail Coach 
Factory-these being substantially subsidized-and the third was 
at the Airport and that was open to the visitors as also to the senior- 
Company personnel and was run at a profit. As regards the welfare 
units, he said that there were a number of them like Apprentice ' 
Hostel, Sports Club in the Colony and Residential Quarters etc. The 
A~rodrome Restaurant, he added, was however running at a profit. 

139. The Committee then referred to the appointment of a certain 
Officer in the Hindustan Aircraft Ltd., who had been in charge of 
another State Undertaking, the work of which had been the subject 
of criticism in one of their previous Reports. The representative 
of the Ministry of Defence promised to look into it. 

140. As regards the rates for the recovery of charges for repairs 
of Government aircrafts by the Hindustan Aircraft Ltd., the Gen- 
eral Manager stated that the profit made by them in this behalf was 
very limifed. 

The Chief of the Air Staff informed the Committee that as far as 
actual maintenance and repairs to their aircrafts were concerned, 
they had u ~ t i l  now received perfect co-operation from the Hindus- 
tan Aircraft Ltd. As regards the cost of the aircrafts built by the 
Hindustan Aircraft Ltd., he said, that this must have some relation 
to the total number of aircrafts produced upto-date by the Hindustan 
Aircraft Ltd., which was quite small. When asked to compare the 
cost of a job done in the Hindustan Aircraft Ltd., with similar work 
done elsewhere, the Chief of the Air Staff stated that normally one 
could say that the Hindustan Aircraft Ltd., was a little more ex- 
pensive than other places, but he added that the standard of work 
done by them was good. 

141. When asked about the implications of the provision in the 
Profit & Loss Accounts for 'accrued leave', the Manager (Accounts) 
of the Hindustan Aircraft Ltd., stated that it was a commerdol 
system of accounting by which they knew exactly what their bbi -  
lities were at any time. They calculate the amount of leave salary 
due to an individual employee every year according to the leave 
earned by him. 



I 58 
AUDIT REPORT, DEFENCE SERVICES, 1954. '. 

142. The Committee then proceeded to take up consideration of . 
the Audit Report, Defence Services, 1954. 

144. Thi. Committc? \il;.tltcd to know the amounts paid, and at 
what lime, to i h e  fo:.c.n? r-:~rnp:?y at the various stages bcfore the 
factory went in t i ]  full  p.oduc:irbrl. ?'hi3 Director-General, Ordnance 
Factories stated that 2L ,; 01 the ceilir~:: figure was to be paid to the 
Company by Goveinmcnt BS a n  advancr payment wth in  90 days of 
the agreement and the ~-cst  of the ~ a y ~ ~ c ~ n t s  were to be made as and 
when the machinery was shippcxl and arrived in India. In reply 
to a question, the Directo Genrral, Ordnance Factories informed 
the Committee that they ha f; 23 foreign technicians and were retoki- 
fng 19 only at the moment. IIc acidcd that  they had put m e  Jn$ian 
understudy to each foreign technician. The foreign technicians' job 

0 
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uas two-fold viz., to train our  people and to establish manufacture. 
.In the latter respect, they were not fully employed as production 
uas delayed. Replying to a further question as to why our men 
tvcrc pot trnincd by d ~ n u t i n g  them to the Factory abroad during 
these four V F R T S ,  the Director General, Ordnance Factories informed 
the Committee that the intention was to impart the training under 
Indian ~ondit in-r*; and standards, which were not similar to those 
obtaining abroad. 

145. Thp Chief of the Air Staff then pave to the Committee the . b?d~~rwlnd  vrticnlarly the urcent need for the ammunition against 
nhich the Gnvrmment had to +ondude an agreement with the 
for-: "77 c -V i n  this case Whm asked about the delay :n commeno 
fnq pro4mtion nftcr thc fadory had been completed and necessary 
equipment in.;tc?lld thc  Phief of the Air Staff s t a t 4  that the delay 
occurrrd , I -  t 'vv werr not sure whether they wcrr t ?  qo in for steel- 
c v r A ~  -mmvnll ion or* stick to the collventional t v r ~  ?f amvunition. 
7- f , 153' m t m +  < . n r n P  time was consumed 2nd production on a 
large s c ~ l e  not commenced. 

1bS. In replv to a aurstian, the Director General. Ordnance Fac- 
torip.: ~ t n t c r l  that thew was no delay in production on account of the 
l a t ~  :?1.~-i-.nl of r ' - n '  and  rpn~l~ incrv .  Hc f1il-th+r w id  fhat although 
the plant and  ?e-ar' incr--. Fad  arriLwl .;n~wi lnl. rownrds the end of 
195% nc t i~n l l v  sornp o f  the hui ld~np. ;  vrcrc. pi)'. ready by then and 
t h w  there was no  w i n t  in lore-jig? fv- tlw :Smf by the contracted 
da1.5 q r  it 31 l .1 '' ,-- ~.--vP h2d to  bc left :XI the open, uninstallzd 
and exposed to monsoon. 

Thp re~rrscr~~,>l i ive of ;he Ministrv p i  Fefc.7.2 admitted that 
th-. , .,,..,. I . . , .I-  , ' ~ o - n d i n a t t c n  and pla:l.i:ng ,.i~(i .here $1-as undue 
has* in concluiirvn th i s  a e v c  tnent v-;r!~ ti.e i * ~ ; ~  gn firm though 
thcv V - ~ > * T  not 1". ~ ( l v  a t  11 t3 i i .  cncl i r ' ~ t ; ~  : I -c  :; -; -. T + ~ * ~  Luildmcs etc. 
Thr --.r;c,n 7 d' r t r p  fcr the* ,>t-r'-zn?cnt 1:: - i' . 17*i,nt need for the 
ammunitirbr v. t , i ( . ' r  W:IS c' . ::jn.!r-lv ~ i ~ 1 l 1 . Y .  :! 1 1 :  fh f :  delay of more 
than i m ~ r  ~ . t \ i r :  i t 1  the  co t , , , i - i i~s io~~~ng  of  ti;? pinnt. 

147. Rcfcrrinq to t4c ~tatcment  n x d e  I-T !!-t Director General. or$p- , .\ F'> , a4  ...I c~ , a t  a12 cai-licr r!::,~,, ;!'i.:; Xrl of the plant and 
e q u i p n ~ n t  had hem rccclvcd liefore 38--L ,931, the Comptroller and 
A71(47'1  ' llq~l-- 1 m i - l t  r d  rtiit 'hat  i t  crab no: c,:rrcct. 3s wcording 
to t i 3 t  Cr) l i t rd l~r  of Drfrnc.0 Accounts (Factories) letter dated the 
10th Alml::L 1951 to tht\ r)il-ccfor Ctmcrsl, Ordnance Faclories the 
total value of plant and rn~::binwy a i  p : ~  i1y.c-oices received from the 
Comwnv w t n  t h t  datc was u-nrth -hn11' 11::. 1 . 3  lakhs ns aaainst 
Rs. 53 lakhs, the total unlur of thr n~acliinerv to be supplied under 
the term.; of ,thc conts:vt Fai ther. from a comr~unica'r'on fro= the 
Accounts Officer t h ~ t  ; ~ l t h o u r h  invoices i n  tho above ~ ~ a l u e  had been 
received, equipmrnf receivcd by that datc was only of the value 
of 10,400 q w v .  Francs. 

The representative of the 7Jirlistrv of Dcfcr?rr. however, stated 
that aa he was not in full p~mession of thc fact.: at the moment, he 
would submit to the Cornmiltee a note* satting forth the correct 
position. ..- - -------- -- 
*See Appendix W. 



The Comptroller and Auditor-General further pointed out t ha t  
when the Audit Para under consideration was sent to the Min- 
istry, the plea of delay in the completion of building etc., had not 
been raised at that time and it was for the first time that Audit had 
heard this. 

145. The Committee then asked the representative of the Min- 
istry of Finance (Defence) to explarn as to why payments were 
made to the Company when the plant and machinery had not been 
supplied by them in time. In reply, he stated that the question of 
delay was considered by the Ministry in consultation with the Min- 
istry of Defence and both of them were trying to expedite matters . 
as best as they could. Furiher. this payment had been authorised 
because of the specific provisions contained in the contract. . 

149. The Committee further wanted to know why the Ministry 
of Finance agreed to the terms of the contract being varied in May, 
1%:! b s  providing for an addit~onal advance payment of 83 per ccni. 
The representative of the Ministry represented that the then supply 
position in Europe was such that the Firm were unable to obtain 
the plant and machinery from the Suppliers unless they paid 
adv~nces amounting to sometimes 33A'~-thev even clalrr.ed that 
they had to pay larger advances to the manufacturers. 

The Auditor-General, however, pointed out in this connection 
that 25% advance payment related not to the orders which had been 
placed by the Company but the total value of the project. Accord- 
ingly the Company had been paid about Rs. 75 lakhs whereas the 
value of the invoices received in India by April 1951 was only Rs. 
1.3 lakhs (approximately). Thus. the amount at the disposal cf the 
Company might have bee11 far in excess of the value of equipment 
sumlied and the further concession of payment of 84% on the 
value of orders placed was not warranted bv the facts of the Pase. 
The reoresenta'ives of the Ministries of Defence and Finance 
(Defence) undertook to look into this matter and furnish a n o t e v o  
the Committee clarifying this point. 

150. Para. 13-Establishment of Machine Tool Portotype Factory- 
This para relates to the contract entered into by the Government of 
India in May, 1949 with a foreign Company for the establishment of 
a fully equipped machine tool-cum-prototype factory in India. 
According to the contract, subject to the payment to the company 
of a maximum ceiling of the equivalent of approximately Rs. 2.226 
crores, the Company undertook to supply to Government machinery, 
equipment etc., and to put up and instal the same in satisfactory 
running order and condition. The company also agreed to provide 
the necessary technical personnel, data, information and supervision. 
Further, 25% of the ceiling figure was to be paid to the company by 
Government as an advance payment within 90 days of the conclusior 
of the agreement. Thereafter, payments were to be made against 
the forwarding agent's receipts to the extent of 75% of the price of 
each consignment. According to the time-table, the factory was 
to go into part production within 18 months of signing the agreement 
(i.e. by November, 1950) and was to be ready for full production 
within 24 months of s i g ~ i n g  the agreement (i.e. May, - - 1951). 

* See Appendix XII. 
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According to audit comments, the ceiling figure of Rs, 2.228 

crores aproximately was stated to have been worked out on the 
basis of negotiations with the firm and on the best estimate Gov- 
ernment could frame of the cost, as no agreed list of machinery, 
equipment and other particulars of expenditure were found detailed 
in the agreement. In addition to the advance payment of Rs. 43.36 
lakhs (approximately) to the Company, further payments of Rs. 
157.95 lakhs (approximately) were also made to the Company in 
March and July, 1950 in contravention of the agreement without the 
forwarding agent's receipts. Government had explained that they 
derived certain financial benefits from these premature payments. 
The Company had failed" to train sufficient number of Indian per- 
sonnel as agreed upon. Further, although the factory should have 
gone into part production by November, 1950 and into full produc- 
tion by May 1951, it has so far been able to manufacture only two 
types of tools. 

The Committee wanted to know the number of foreign techni- 
cians at the time the project was started and at present and how 
many Indians had been trained. The Director General, Ordnance 
Factories, stated that the number of foreign technicians at the begin- 
ing was 23 and now 13 persons were left, 6 of whom would go within 
a period of three months. Thus there would be left only 7 foreign 
personnel--one of them was a Principal of an Artisan Training 
School and three were designers. 

151. When asked to state the percentage of the manufacturing 
capacity of the factory employed at the moment, the Director Gen- 
eral, Ordnance Factories stated that whereas 420 was the total direct 
labour they expected to employ on the machines, they had at pre- 
sent got something of the order of 290 men. 

152. The Committee wanted to know why an agreed list of 
machinery had not been originally added to the agreement. The 
representative of the Ministry of Defence stated that there was a 
list of machines, stores etc., appended to the agreement. But the 
Auditor-General contradicted this and pointed out that there should 
have been a value put against the items in this list. He added that 
the Ministry had admitted that additions and alterations were 
made in the original list and they were incorporated in a supple- 
mental agreement made on the 29th June 1953. In the absence of 
accurate costs of the individual items the payment of advance 
(25%) was made on a guess. 

153. In reply to a question, the representative of the Ministry 
of Defence stated that they did not make any percentage payment 
to the foreign company concerned in case of supplies made by other 
agencies in respect of this contract. He further added that the 
contract did not provide for any payment of percentage. Except 
for the Company's Auditors' Certificates in token of havin checked 

percentage or not. 
8 the figures, they had no proof to indicate whether they di pay any 

The Comptroller and Auditor' General ted out that the can- P" tract with the foreign Company did not c early stipulate how the 
Company should set about purchasing the stores from pther sourqes. 
428 L.S. 
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c.g. that they should buy in a competitive field or observe certain con- 
ditions which were essential in any purchase. He summed up by 
saying that the company had been given full discretion. 

The representative of the Ministry informed the Committee that 
there was a provision in the contract that purchases by the Company 
from other sources should be at  the lowest possible prices. But the 
Ministry did not make any independent check in this respect. In 
re ly to a question, the representative of the Ministry of Defence 
in !' ormed the Committee that the auditors who certified the prices 
were the auditors of the Company itself. 

154. When questioned about the mode of provisioning, the repre. 
sentative of the Ministry stated that this factory was intended to 
be a prototype factory capable of producing any type of machines 
that they might require. Therefore, it must have one, two or three 
of every type of equipment which might be required for designing 
things. He added that a prototype factory should not be an economic 
proposition because most of the machines would remain idle unless 
it  had numerous projects in hand. Therefore, the machine tool part 
of this factory was added as a balancing factor for the plant. 

155. One of the reasons why the factory could not go into pro- 
duction by May, 1951 was, the representative of the Ministry stated, 
that the buildings were not ready in May, 1951. The factory was 
opened in January, 1953 as soon as the buildings were ready. He 
added that he could not say whether, after the completion of the 
buildings, there was any delay on the part of the Company. In 
reply to a question why the Director General, Ordnance Factories 
who was in overall control of these factories did not see that the 
project proceeded according to schedule, the Director General, 
Ordnance Factories replied that in phasing the building programme, 
artisan training wo~kshops, hostels and everything connected with 
the -school were taken up first; next, the designs office for machine 
tool and prototype design and the building. He could not forsee 
that a delay of 16 months would occur in the construction of the 
machine tool building although he admitted that in retrospect one 
mi ht say that the phasing of the factory should have been done in 
a f fierent way. 

Referring to the foreign personnel, the Director General, 
Ordnance Factories informed the Committee that in ,three months' 
time the entire staff ~:n the factory except the Principal would be 
Indian. 

156. In reply to a q;estion, the representative of the Ministry 
of Defence informed the Committee that for all practical purpo&s 
the contract with the Company had ended. 

157. The Committee then adjourned to meet again at 11 A.M. on . Monday, the 4th April, 1955. 
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AUDIT REPORT, DEFENCE SERVICES, 1954. 
159. The Committee resumed consideration of the Audit Report, 

Defence Services, 1954. a 
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160. Para 1SAt tempted  manufacture of Dry Batteries in an , 

Ordnance Factory.-In this case, an  order for the manufacture of 
28,000 batteries was p1ac.d on an  Ordnance Factory in March, 1950, 
and action was taken to provision a large quantity of materials re- 
quired for the manufacture of these batteries a t  a cost of over Rs. 3 
lakhs. The anticipated out-turn of the factory was placed at 1,000 
batteries per month. The progress of manufacture was, however, 
considerably hampered due to non-availability of certain important 
components like plastic trays, and an attempt was, therefore, made 
to obtain plastic trays by resorting to stripping of old and unservi- 
ceable batteries. After spending Rs. 68,383 on stripping of 2,800 
batteries, plastic trays valued at about Rs. 7,100 only were obtained, 
but no batteries could be successfully manufactured with these 
retrieved materials. The section which undertook to manufacture 
batteries in the Ordnance Factory was declared idle with effect from 
June, 1952 and was eventually closed in May, 1953. Apart from the 
infructuous expenditure incurred on stripping of old batteries, the 
manufacture of completed batteries (in all 200) involved an expendi- 
ture *of Rs. 39,800. In addition,.an idle time payment of Rs. 3,200 
was also made in the battery section. The total infructuous expendi- 
ture to the State thus came to Rs. 1,11,383. The materials collected 
for the purpose, valued at over Rs. 3 lakhs, had also become surplus 
to requirements and any loss incurred in disposal of the same would 
add to the loss already incurred. 

161. The Committee wanted to know whether any resarch was 
made by the Defence Ministry or the Ordnance Factory concerned 
before attempting to undertake the manufacture of dry batteries. 

The representative of the Ministry of Defence stated that the 
actual research and development was the function of the Technical 
Development Establishment which had produced dry batteries on a 
laboratory scale and gave a sample thereof to the Director General, 
Ordnance Factories (D.G.O.F.) as the manufacture of batteries on 
a mass scale was the responsibility of his Directorate. 

162. The D.G.O.F. informed the Committee that when his Direc- 
torate accepted the experimental order of 1,000 batteries in 1949, it 
produced about 200 batteries in planned batches. The first trials 
carried out by the users were inconclusive and the users recommend- 
ed  and asked for a second batch for further trial. He added that he 
received a trial report from the users to the effect that they were 
satisfied with the second trial. 

At this stage, the Director of Audit, Defence Services drew the 
attention of the Committee to the following letter of the Director 
General, Ordnance Factories dated the 9th July, 1953. 

"The data obtained from the user trial, however, indicated 
that the manufacturer's technique was not satisfactory 
and had not reached the stage where it could be applied 
to bulk or large batch production". 

Explaining the positiog, the Director General, Ordnance Factories 
stated that there was a difference of opinion between himself and 
the manufacturers, and the users and the designers. In  this case, 
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according to the designers, the manufacturing techni ue was sat& 
factory for the purpose of going into mass production % ut the Direc- 
torate General, Ordnance Factories was sceptical about it. The 
above letter, he added, was written at that stage. The Direc- 
tor General, Ordnance Factories then read out to the Committee 
from the user's trial report dated the 21st July, 1951 which stated 
that the latter was satisfied with the results. 

163. As regards the amount of Rs. 68,383, spent on stripping of 
batteries, the Director General, Ordnance Factories stated that with 
the first lot of batteries as stripped, there were not such high rejec- 
tions. Later batteries showed higher rejections-nearly 50 per 
cent. rejection. Another difficulty, he said, was that the cost of 
stripping could not be assessed simultaneously whiIe it was being 
done. 

164. When questioned why the economics of the manufacture of 
such batteries on a large scale were not considered before embark- 
ing upon such a new scheme and why the Directorate accepted an 
order for 28,000 batteries without waiting for the user's report, the 
Director General, Ordnance Factories stated that there was then 
a great urgency of getting batteries and they were trying to learn 
the technique which they did not know. 

Intervening, the representative of the Ministry of Defence stated 
that while he was not jusiifying what had been done in this particular 
case, he would plead that in a matter of research and development if 
one was not a little more indulgent that perhaps would kill the 
initiative. He further stated that they were not now manufactur- 
ing batteries but were purchasing from Estrellas and National 
Carbon. 

In reply to a question, the representative of the Ministry of 
Defence stated that the M.G.O. gave technicd assistance to these 
rcfirms and Estrellas took years before they could establish pro- 
duction. 

165. As regards the disposal of the surplus material to the tune 
of Rs. 3 lakhs, the representative of the Ministry of Defence informed 
the Committee that they had approached all th& manufacturers a t  
various times to find out whether they were interested in those 
stores, but the latter had offered very low prices. The materials 
have been sent for disposal through the Director General, Supplies 
and Disposals in the ordinary way at the best possible price. 

The Committee then wanted to be furnished* with information 
on the following points:- 

(a) What is the value of the batteries which were purchased 
from the following firms and other sources, if any, 

0 during the years 1952-53 and 1953-54: 
(1) Solar Batteries, 
(2) National Carbons; and 
(3) Estrellas. 

" (b) How the prices are negotiated? Are they settled directly 
with the suppliers or through some intermediary firms? 

*See Appcndix XIII. 
L 



(c) Does there exist any longer term contract with any Arm 
for the supply of these batteries and whether i t  stands 
in the way of the restarting of the factory? 

166. On being pointed out by the Committee that the orders 
laced by the M.G.O. were not being promptly executed by the g rdnance Factories, the representative of the Ministry of Defence 

stated that there were a large number of orders and priorities had 
to be assigned. Naturally, the lower priorit orders got delayed. 
He added that there was a re ular proce ure whereby delayed 8 '4" 
orders were referred by the M. .O. to the Ministry of Defence 
which made further enquiries into the matter. 

167. Para 16-Stock balances in Ordnance Factories.-This para 
disclosed that the stock balance of materials held in some of the 
ordnance factories had increased considerably during the last three 
years. 

The representative of the Ministry of Defence informed the Com- 
mittse that the Departmental Committee appointed by them to re- 
view the level of stocks held by the Ordnance Factories had since 
submitted their Report. They had expressed the view that the 
amount of stores which factories should hold in their stocks would 
depend on how much time the factories would get in an emergency 
to expand their production. He assured the Committee that Gov- 
ernment were anxious to restrict the stocks to as small a figure as 
possible, but even to decide that figure, it was necessary to know 
first of all, what would be the period of an emergency, what would 
be the time that the Services would require for building up stocks 
etc. All these factors had to be taken into account. 
Audit Report on the Commercial Appendix to the Appropriation 

Accoantd of the Defence Services, 1951-1. 
168. Para 8--Overhead Charges.-This para pointed out that the 

idle capacity in the factories had resulted lin increasing the overhead 
charges. The representative of the Ministry of Defence stated that, 
right from the beginning, they had a cost accounting system. One 
of the major reashs for high overhead charges, he said, was that 
when they manufactured in small quantities, these turned out to be 
high. 

169. The Committee then adjourned to meet again on the 11th 
April, 1955* 

- -  

elated to comidcratioq of the Accounta of the Dsmodar Valle v Corporation. 



Pmcedngs, of the Fortieth Sittlng of the Public Amants Comraitfec 
hela on Friday, the 15th April, 1955. 

170. The Committee sat from 10 A.M. to 1-10 P.M. 

PEUSENT 
Shri B. D a d h a i r m a n  

Members 
2. Shri T. N. Singh 
3. Shri S. N. Das 
4. Shri B. S. Mehta 
5. Shrimati Arnmu Swaminadhan 

Shri Amarnath Vidyalankar 
Shri S. V. Ramaswamy 
Shri Uma Charan Patnaik 
Shri C. P. Gidwani 
Shrimati Violet Alva 
Diwan Chaman La11 
Shri K. S. Hegde. 
Shri Mohamed Valiulla 
Shri A. K. Chanda, Comptroller and Auditor-General of 

India. 
Shri P. C. Padhi, Additiolurl Deputy Comptroller and 

Auditor-General of India. 
Shri V. Narayanan, Director of Audit, Defence Services. 

SECRETARIAT 
Shri V. Subramanian-Deputy Secretarg. 

~ - 

171.  he Committee took up consideration of the note submitted 
by the Ministry of Finance regarding the contracts for €he purchase 
of jeeps in the U.K. and two contracts for purchase of Defence stores 
in a Foreign country (Appendix 11) and the statement made on the 
floor of -the House by the Finance Minister on the 21st December, 
1954 (Appendix 111). 

172. The Committee regretted to note that the information that 
a sub-Committee of the Cabinet had considered the above cases in 
all these respects and had carefully studied all the papers, was 
brought to the notice of the Public Accounts Committee for the first 
time in the 1954 through the statement made by the Finance Minister. , 
They were also ven to understand that no record of the investiga- 
tion by the sub- f! omrnittee of the Cabinet had been kept. 

173. Referring to the rocedure follow& by Government in this i matter, the Committee o served that Govt!!ent  should not have 
laid a copy 03 their note to the Committee on the Table of the House 
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and made a statement on the floor of the House without affording 
an opportunity to the Committee to review the osition. This, the 

tioa 
P Committee thoughlt, was against established par iamentary conven- 

174. The Comptroller and Auditor-General gointed out that in  
view of the urgency of the matter and in view of the fact that the 
requirements for jeeps and Defence stores could not be met from 
the traditional sources of supply, in the case of the first ieep con- 
tract and the first contract for Defence stores Government had to 
resort to unorthodox methods and also to use intermediaries. He 
added that despite all this, the loss could have been averted, had 
the High Commission not relaxed the conditions of inspection and 
not authorised payment before the, terms of the contract were 
enforced. 

Continuing he said that in regard to the second jeep contract 
and the second contract for Defence stores, it should have been 
placed directly with the manufacturers or suppliers rather than with 
the intermediaries. Reaffirming his views expressed at an earlier 
meeting of the Committee, the C. & A. G. stated that in the case of 
the. second contract for Defence stores the available evidence dis- 
closed that it was not inescapable to use the middlemen. 

175. The Committee then took up the letter dated 4th September, 
1950 from the foreign manufacturers to the Military Adviser to the 
High Commissioner for India in the U.K. about the appointment 
of Messrs. S. C. K. (Agencies) as their agents, furnished by the 
Ministry of Defence in rebuttal of the earlier findings of the Com- 
mittee that the information had leaked out (c.f. para 30 of their 
Ninth Report). Government had taken the view that as the letter 
was dated the 4th September, 1950, there was no question of leakage 
of information to the intermediaries. The Committee learnt that 
the letter happened to be written on the same day on which the * 
trials were held in the foreign country and at which both the repre- 
sentatives of the intermediaries and the Indian Military Adviser 
were present. Further, the letter was addressed to the Military 
Adviser to the High Commissioner for India in U.K., which in itself 
led to the conclusion that there must have been some previous iriti- 
mation, as otherwise the Committee could not see any provocation 
for the manufacturers to write that letter on the 4th September to 
the High Commission. 

176. In reply to a question, the Comptroller and Auditor-General 
informed the Committee that he had not seen the letter dated the 
4th September, 1950 in original, but, as the Defence Secretary had 
himself informed the Committee, a copy of it only was available 
with them. The oniginal, he added, must be available in the Indian 
High Commission, London. 

177. The Committee then adjourned to meet again at 10 A.M. on 
, the 22nd Apri1,1955. 
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Proceedings of the FoFfy-firsf Sittin of the Public Acoounts Corn- % mittee held on Friday, t e 22nd April, 1955. 

178. The Committee sat from 10 A.M. to 12-10 P.M. 

Shri B. Das-Chairman. 
Members 

2. Shri T. N. Singh 
3. Shri Ramananda Das 
4. Shri Amarnath Vidyalankar 
5. Shri U. C. Patnaik 
6. Shri C. P. Gidwani 
7. Shri V. P. Nayax 
8. Dr. Indubhai B. Amin 
9. Shrimati Violet Alva 

10. Diwan Chaman La11 
11. Shri K. S. Hegde 
12. Shri P. S. Rajagopal Naidu 
13. Shri Ram Prasad Tamta 
14. Shri Mohamed Valiulla 
15. Shri J. V. K. Vallabharao. 

Shri A. K. Chanda, Comptroller and Auditor-General of 
India. 

Shri P. C. Padhi, Additionat Deputy Comptroller and 
Auditor-General of India. 

Shri P. C. Ghosh, Deputy Director of Audit, Defence Ser- 
vices. 

SECRETARIAT 
Shri V. Subramanian-Deputy Secretary. 

179. The Committee resumed consideration of the note submitted 
by the Ministry of Finance regarding the contracts for the purchase 
of jeeps in the U.K. and the two contracts for purchase of Defence 
stores in a foreign country (Appendix 11) and the statement made 
on the floor of the House by the Finance Minister on %he 21st 
December, 1954 (Appendix 111). 

180. The Chairman read out to the Committee the draft of a 
note outlining the trend of the discussion and the observatdons which 
the members had made on the above cases during their earlier 
sittings. 

After some discussion, i t  was decided to appoint a draftin sub- % Committee consisting of the following members to go throug the 
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whole matter and present a Report to the main Committee for their 
consideration; 

Shri T. N. Singh-Chairnzan. 
2. Diwan Chaman La11 3 
3. Shri K. S. Hegde 
4. Shri V. P. Navar Membets. 
5. Shri U. C. ~ i t n a i k  

181. i'he Committee then adjourned to meet again at 10 A.M. on 
Wednesday, the 27th April, 1955 to take up consideration of the 
Report to be submitted by the above sub-committee. 



Proceedings of the Forty-semnd Sitting of the Public Accoruttrr Com- 
mittee held on Wednesday, the 27th April, 1955. - 

182. TL Committee sat from 10 to 11-50 A.M. 

PRESENT 
Shri B. Das-Chairman. 

Members 

2. Shri T. N. Singh 
3. Shri Rarnananda Das 
4. Shri Shree Narayan Das 
5. Shri Balwant Sinha Mehta 
6. Shri Amarnath Vidyalankar 
7. Shri S. V. Ramaswamy I 

8. Shri Uma Charan Patnaik 
9. Shri Choithram Partabrai Gidwan;: 

10. Shri V. P. Nayar 
11. Dr. Indubhai B. Amin 
12. Shri U. M. Trivedi 
13. Shrimati Violet Alva 
14. Diwan Chaman La11 
15. Shri K. S. Hegde 
16. Shri P. S. Rajagopal Naidu 
17. Shri Ram Prasad Tamta 
18. Shri Mohamed Valiulla. 

Shri A. K. Chanda, Comptroller and Auditor-General of 
India. 

Shri  P. C. Padhi, Additional Deputy Comptroller and 
Auditor-General of India. 

Shri V. Narayanan, Director of Audit, Defence Services. 

Shri V. Subramanian-Deputy Secretary. 

183. The Committee considered the Report of the sub-committee 
on the *note regarding the contracts for the purchase of jeeps in the 
U.K. and two contracts for the purchase of ammunition in a Euro- 
pean country and th-? ** statement made on the floor of the House by - 

@@See Appendix 111. 
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the Finance Minister on the 21st December, 1954 and approved it 
sabject to the concluding sentence of para 6 thereof being modified 
as under: 

"However, on the facts of the various cases, the Committee - had made their views known from which they see no 
reasons to deviate; but obviously what further action is -. 
to be taken is essentially a matter for Executive determi- 
nation". 

(The portion underlined represents the modification made by the 
Committee). 

184. It was also decided that both the note and the Finance 
Minister's statement referred to in para 1 above should be appended 
to the above Report and reference thereto quoted at appropriate 
places in para 2 of the Report. 

185. Before concluding their deliberations, the Committee decided 
that the above Report should be presented to Parliament during its 
next cession along with the Report of the Committee on the Defence 
Accounts, 1951-52 and 1952-53 which had been examined by them 
during their last session. 

186. The Committee then adjourned. 



Pr'oceedings of the Forty-seventh Sittfng of the PabUc AccoUnts 
Committee hela on Wednesday, the 22nd June 1955. 

187. The Committee sat from 10 A.M. to 12-15 P.M. 

Shri 

2. Shri 
3. Shri 
4. Shri 
5. Shri 
6. Shri 
7. Shri 

PRESENT 
B. Das-Chairman. 

Members 

Ramananda Das 
Shree Narayan Das 
Amarnath Vidyalankar 
S. V. Ramaswamy 
U. C. Patnaik 
C. P. Gidwani 

8. Shri U. M. Trivedi 
9. Shrimati Violet Alva 

10. Shri Ram Prasad Tamta 
11. Shri Mohamed Valiulla 
12. Shri J. V. K. Vallabharao 

I 

Shri A. K. Chanda, Comptroller and Auditor-General of 
India. 

Shri P. C. Ghosh, Deputy Director of Audit Defence Services. 

Shri M. Sundar Raj-Deputy Sxretary.  
Shri K. K. Das-Under Secretary. * 

188. The Committee then took up consideration of the Draft Four- 
teenth Report on the Appropriation Accounts (Defence Services), 
1951-52 and 1952-53 and approved Chapters I-VII (upto Para 4 t  
thereof) subject to certain additions and alterations. They desired 
that wherever substantial changes were involved by the redrafts 
or amendments, these should be circulated to them so that they could 
finalize the same a t  their sitting to be held on the following day. 

. 189. The Committee then adjourned to meet at  10 A.M. on Thursday, 
the 23rd June, 1955. ----- - .- - - -- - --. - 8------- 

Renumbered as Para 38 of the Report. 



PFooeedfngs of the Forty-eighth Sitting of the Public Accopntg Com- 
mittee held on Thursday, th!e 23rd June, 1955. 

190. The Committee sat from 10 A.M. to 1230 P.M. 
PRESENT 

Shri B. Das-Chaaimnan 
Members 

Shri Shree Narayan Das 
Shri Amarnath Vidyalankar 
Shri S. V. Ramaswamy 
Shri U. C. Patnaik 
Shri C. P. Gidwani 

Trivedi 
i E i 2 % i o l e t  Alva 
Shri Ram Prasad Tamta 
Shri Mohamed Valiulla 
Shri A. K. Chanda, Comptroller and Auditor-General of 

India. 
Shri P. C. Ghosh, Deputy Director of Audit, Defewe Servicer. 
Shri S. Venkataramanan, Accountant General, Central Re- 

venues. 
Shri V. R. Mahadevan, Chief Audit Olgicer, Food, Rehabili- 

tation and Supply. 
SECRETARIAT 

Shri M. Sundar Raj-Deputy Secretary. 
Shri K. K. Das-Under Secretary. * * * r * 41 

191. The Committee then took up further consideration of their 
Draft Fourteenth Report on the Appropriation Accounts (Defence 
Services), 1951-52 and 1952-53. 

The Committee first considered the re-drafts of the following 
paras and sub-paras of their above Draft Report and approved them 
subject to minor changes: 

CHAPTER 111.-Para 3 (c) (last sub-para) * 
V.-Para 3 (sub-para 2) ** 

V1.-Para 4 (sub-para 2) and Para 5 t  
VI1.-Para 4 (last sub-para) $ 

192. The Committee then proceeded to take up consideration,of 
the remaining portion of the draft Report and approved it subject 
to minor addition and alterations being made in the undermentioned 
Paras and sub-paras: 

CHAPTER VI1.-Para 7.5 
CHAFTER VII1.-Para 3 I sub-paras (i) & (ii) ] jl 

Para 12.q * * * * * a 
4. The Committee then adjourned till 11 A.M. on Monday, the 27th 

June, 1955. 
*Renumbered as Para I 3(c) of the Report. BRenumbered as Para 32 in the Reprt .  
**Renumbered as Para 24 of the Report, ![Renumbered as Para 44 (i) and (ii) in 

the Report. 
tRenumbercd ae Paras 35 and 36 of the Report. ERenurnbered as Para 47  in the 

Report. 
$&numbered as Para 38 i f  the Report. 
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APPENDIX I 
Starfment showing action taken or proposed to be taken on the rec~nntettdations of the Public Accounts Committee. 

Item No. 
as per 

Serial summary Ministry o r  
No. of the Department 

rewm- concerned 
mendation 

Particulars of item Remarks of the Ministry or m i o n  taken there- Remarks 
on 

I I Finance . . The excess relating to the year 1950-51 be Necessary action to regularise the excess will No 
regularised in accordance with the provi- be taken. w m e n t s .  

(Defence) sions of Article r I 5 of the Canstitution. 

2 2 Defence . . As recommended by the Committee in Para 
14 (a) and (b) of their Seventh Report, provi- 
sions made on account of stores or supplies 
indented should be reviewed periodically 
especially during the closing months of the 
year concerned, so that funds not required 
arc surrendered in time to avoid lapse of 
grants. A close liaison should also be 
maintained with the supplying Department 
to achieve this object. 

In regard to the actual materialisation of the No 
supplies, the M.G.O. Branch are already comments. . 
maintainingacloseliaison with the D. G. S. 
& D. New Delhi and with our Military 
Adviser in the United Kingdom. Monthly 
reports are furnished by the D.G.S. & D. 
showing the progress of materialisation of 
the various indents placed on him and also 
indicating the amounts that are likely to be 
spent on those indents during the financial 
year. 



Whatever excuses there may have been, valid 
or invalid, during the War and the post- 
war periods, the latter of which was affected 
to some extent by the Partition, it is im- 
perative that the Store Accounts should be 
improved and brought on an entirely correct 
basis. The Committee trust that the pro- 
mises made to them that satisfactory arrange- 
ments would be made to maintain correct 
Store Accounts and to conduct necessary 
stock-takings in order to ensure the efficient 
administration of Stores arc being imple- 
mented and that the authorities would 
satisfy them in this matter. It  is essential 
that adequate and efficient manpower 
should be employed for the administration 
of stores and the maintenance of satisfactory 
acxounts. 

The investigation of the cause of the fire that 
occurred in the Naval Stores Depot, on the 
2nd June, xgqg should nct have been left to 
the Departmental Officers. It should have 
been conducted by a Board of Senior Officers 
not connected with the Naval Stores Orga- 
nisation and the Police should have been 
called in, if necessary. The failure to make 
this investigation calls for serious admoni- 
tion. Those who resisted Audit inspection 
should also be suitably dealt with. 

Necessary instructions have been issued t o  the See Para 11 
Branches of the Defence Services, etc. for of this 
compliance with the recommendation that Report. 
special efforts should be made t o  see that 
Stores Accounts are maintained correctly 
and stock verification is done periodically. 
The existing instructions on the subject are 
comprehensive and all concerned have been 
informed that non-compliance with these 
instructions would be dealt with severely 
in future. 

As regards chployment of adequate manpower, 
a special reorganisation scheme for stores 
in Ordnance Depots was sanctioned in June, 
1950 and has been completed by October, 
1953, except for a few heavy items in one 
Depot for which special equipment is re- 
quired and is being obtained. About 4,000 
personnel were sanctioned for this scheme 
and as a result it is expected that Stores 
Accounts in future will be quite satisfactorily 
maintained. 

The Board of investigation of the fire that See Para 4 
occurred in the Naval Stores Depot on (a> aqd (ii) 
2-6-1949 comprised the following officers, of this Re- 
none of whom was connected with the Naval port. 
Stores Department or even the Dockyard:- 

I. Rear Admiral J. T. S. Hall, C.I.E. Flag 
Officer, Flotilla (Indian Fleet). 

2. Capt. R. Sawhny, I. N., Captain I. N. 
Barracks, Bombay. 



3. Comdr. (E) P. K. Mukerjee, I. N. Staff 
Engineer Officer. 

The police were also called in and the Com- 
missioner of Police, Bombay reported on the 
7th Noremher, 1949 as follows :- 

"I appreciate the co-operation rendered to 
the C.I.D. as the Board's findings were 
most helpful and did greatly facilitate the 
police enquiry which so far has not suc- 
ceeded in locating the cause of the fire." 

No further inform ation has been received from 
the Police. 

In order to prevent recurrence of such cases, There ?vas no question of resisting audit ins- 
the Ministry o f  Dcfc.ncc sllc~uld issue in- pectlon. A member of the ministerial staff 
structions that all caws involving rnnterial declined to produce the documents without 
l0s5 or destruction of' property :is a result of the pcrmissicm of his officer which permis- 
fire, thcSt,ctc. in the 1)ekricc Sttjres Ikpots  sicm was promptly given. No disciplinary 
and insrall;~tit~ns shoulcl ; I I W I  bc rcplrtcd to ;ic!ion is. thcrcft~rc, called for in this case. 
the I'olic,c li)r inr.cstigiirjc,r~. 

Certain regulations exist for reporting to 
l'olice cases involving loss or destruction of' 
property as a result of fire, theft, etc. in 
lhfencc Installations. These ate being 
examincd \vith a view to adopt n uniform 
procedure in all cases. . 

The Ministry of I>efence may also ex:irnine It  is al\yays opcn to Government to ask for 
rhc p:~i.lr whcrhcr undcr the cxisting rule'; re-examination of thc findings of the Board 
rewl:iling the constitution t r l '  1hc 13octrJs c,f Inquiry if the formcr is not satisfied with 
of Inquiry, it is o p c ~ ~  to ( i ~ ~ v c r ~ ~ r n c n t  to the finclings of the Board. 
pursue thc tn~ t te r  l'trrllwr in cilsc ~ h y  feel 
diesatisfied \\.it11 their tindings. l 'he Com- 
mittcc shc~ulcl like to know. in due course, 
the vicws of tlic Ministry uf DCPCIICC in thc 
matter. 



5 8 Defence . . Consequent on the promulgation of the Re- The Ministry of Defence have stated as below : 
vised Rules regulatin the licy and pro- "No action on the part of the Ministry of No 

W. H. & S. cedure to be observe$ by $ India Stores Defence is necessary as clear instructions ~ ~ m ,  
Department, London in the urchase of have already been issued by the Ministry of 
stores and the engagement of freight to Works, Housing and Supply laying down 
India, it is hoped that there would not be the licy and procedure to be observed 
any confusion in future in the matter of for t% purchase of stores in the United 
fixing of responsibility for the purchases of Kingdom through the I.S.D., London. 
stores made through the agency of the India These instructions also define the exact 
Stores Deptt., London. powers and functions of the two authori- 

ties namely the High Commissioner and the 
D.G.I.S.D., London. In view of these 
instructions, there is no likelihood of any 
confusion arising in future in regard to 
responsibility for the purchase of stores 
in U. K. from the trade. A8 far as 
this Ministry is concerned, all indetlts for 
the purchase of stores are forwa&d to 
Military Adviser in U.K. If the stores are 
to be obtained from the United Kingdom 
Govt., the indents are retained by the Mili- 
tary Adviser for further action to procure 
the stores on a Government to Government 
level. In such cases the I.S.D., Londonis 
net brought into the picture. If the stores 
mentioned in the indents are not procurable 
from Government sources in the U.K. or 
are of such nature that they havenecessarily 
to be obtained from the trade,then the 
indents are passed to I.S.D.,London by the 
Military Adviser for all further action." 

The Ministry of W.H. & S. have noted. 

6 9 Do. . . Government should consider the question of The Ministry of Defence have stated as below : No 
adequately equipping the I. S. D. London -. 
for carrying out the inspection of Defence "This Ministry do not consider it practicable 



Stores, such as ~lllld and ~llllllunition etc. to appoint befence Inspectors on t& f&, 
purchased abroad. London for inspecting th-s and ammu- 

nition, ete. purchased abroad. Our major 
purchases abroad are through the Govt. of 
the foreign country concerned and in the 
U. K. particularly through the Govern- 
ment of the U. K. In such cases, inspec- 
tion is carried out by the U.K. Govt 
agency on our behalf and there is normnlly 
no need for :any separate inspection 
by our own inspectors. Where trade 
chases are made through the D . G . I . ~ ~  
of arms and ammunition and other such 
military stores, the purchases are so varied 
in nature that we would require a number 
of Inspecton spcialised in different items 
to inspect the stores properly. In such 
caecs, wherever possible, we engage the 
inspectors of the U. K. Govt. or send our 
own inspectors from India. In the case of 
M. T. stores, this Ministry has agreed to 

rovide an Army Officer for postin in the 
~s .D . ,  London. This Ministry 80 not 
think it is either necessary or practicable 
to do so in respect of purchases of arms 
and ammunition." 

The Ministry of W.H. & S. have stated as 
below :- 

"The suggestion has been examined in con- 
sultation with the Ministry of Defence. 
They have agreed to make an Arm Officet 
available for inspection of M. 'I? S t a s  
in the U. K. As regards arms and ammu- 
nition, their view is that it is neither roo 
ticable nor necessary to attach ~ 8 e n c c  
Inspectors to the staff of I.S.D. This is 
because the majority of such puchwm 
ate made through the foreign Govemm~am 



concerned who undertake the necessary 
inspection. Trade purchases besides 
being few in number are so varied in 
nature that it would be necessary to have a 
number of specialised Inspectors to inspect 
the stores properly. In  such cases inspec- 
tion is entrusted to U. K. Govt. Inspectors 
or to Inspectors specially deputed from 
India". 

10 Defence . . The Con~mittee shor~lci be appriscd of the 
comnlcnts of the Xlini\trics of lkfcnce and 

W H.&S. . \V. H. & S. o n  thc ~~bicrvntions n~ade in 
para I I 11f Ch3ptcr 111 of the l i c p ~ t  of rhc 
India Stnrcs Ihpartmcnr. L.nnJtm, for the 
!.car 19-51-52 urging thc desirability of cs- 
tah1ishi:ig rn:muf:~~tur.c of ctmmon-user 
items in India. In thc mca!ltirnc. thc Ccm- 
mittcc wwld stre\s thc dcsirabilitp of pro- 
curing thc comn~on-uxr items 1;',r the uw 
of Ucfencr Scrviccs in India as such a course 
\vould nur only give a fillip to thc indiger(w3 
indusrrics but alccr cc.;isc.rvi. our forcig~? cs- 
change resources. 

The Ministry of Defence have stated as below : No 
comments. 

"Demands for Defence stores are normally 
placed sufficiently ahead of the period for 
which the stores are required. The observa- 
tion referred to in the Report mentioned 
in the recommendation would appear to t? 
relate to indents for defence stores placed on 
U. 1.;. as a result of Provision Reviews held 
soon after Partition, vk.. in 1948 and 1949. 
It will he appreciated that conditions during 
thosc times were not so static as they are 
today and indigenous production had not 
sufficiently developed. Since then the posi- 
tion has radically changed. In accordance 
with the procedure now in vogue, chances of 
demands for defence stores which are pro- 
Juccd indigenously being placed on over- 
seas countries have more or  less been eli- 
minated. In order to ensure that this is 
done, all demands are vetted by technical 
authorities before being placed on overseas 
countries. Items which in their know- 
ledge can be procured indigenously are 
deleted from the demands. A copy of all 
demands placed abroad is also forwarded 
to the Director General, Or&- 







out before a commitment is d e  by the 
1.S.D.II.S.M. Despite these p e n "  
there is a possibihty of cases ans4g m 
which stores available indtgewusly arc 
included in indents placed on U. K1U.S.A. 
mainly by oversight. In order to obviste 
such contingencies in future, a list of such 
items as are definitely known to be wt 
procurable in India is being compiled by 
the Imported Stores Screening Cornmittce, 
which includes a respresentativc of the 
D.G.S. & D. and the Development Wing 
of the Ministry of Commerce & Industry. 
This Committee is also compiling a list of 
items for which it is desirable to develop 
indigenous capacity. Once these lists are 
compiled and the Defence Indenton also 
act on the basis of the lists, the chance$ of 
indigenously produced articles being in- 
dented for from abroad will be eliminated. 
The Ministry of Defence have also been 
asked to consider what further action can 
be taken by them to tighten up the screen- 
ing of indents pendingTcompilation of list 
of items which alone have to be imported 
from abroad and to establish manufacture 
of common-user Defence items." 

*Action taken separately to inform t c Sw Pat8 16- 
mittee. 21 of thir 

The Ministry of Defence have stated as below 
Rcpoa. 

with regard to S. NOS. 9 and 10:- 

NO steps were taken by the D. G., I. S. D., 18 & 29. The question of fixing responsibility 
London before placing the order to the value is under consideration by Minis of SCW 45 d 
of L 8.1 I J or making the advancr payment, Works. Housing and Supply. ~hey%ve t lua R p o h  
to verify the cmdentials and financial stand- asked our High Comnlissioner in the U. K. 
ing of the firm Messrs. Aircraft Instrumen- to look into the matter of fixmg responsibility 
tation Lrd., which was a private Company on person or persons concerned. It is also 
with a nominal capital of E 2,om. understood that they have issued ncccss~ry 

8u-t rprde by the Piwcc Minister 14 Lok Sabha on 21-12-54 (Appendix I11 of Vol 11) 
' 



remedial instructions to India Stores De- 
partment. As instructed by this Ministry, 
Air Adviser in the U. K. has agreed to afford 
all possible assistance which the High Com- 
missioner may require in the course of the 
enquiry. 

The Ministry of W.H.& S. have stated as below :- 

"Steps have now been taken by the I.S.D. 
London to check the suitability of the firms 
recommended by the Air Adviser before 
placing orders on such firms. The 
I.S.D., are also now maintaining an u to- 
date list of firms approved by the QK. 
Ministry of Sup ly and the Aircraft Re- 
gistration Boud O ~ U .  K. Ministry of Civil 
Aviation. 

10 19 Defence The Committee think that if the AirAdviser 
recommended some finh which was un- 

W.H.&S. suitable and which failed to cxecutc the 
job, he cannot escape responsibility. The 
Ministry of W. H. & S. should in consulta- 
tion with the Ministry of Defence, fir rhe 
mponsibility on the penon or persons 
responsible for lacing the orders with the 
above firm an8 take action against thox 
mponsiblc. The Committee should be 
informed of the action taken in the matter. 

The Ministry of W. H. & S. have stated as 
below :- 

Further re- 
"The High Commissioner for India in U. K. port m y  be 

haa been requested to investigate the came. expedited. 
His report is awaited". 

(For comments by tbe Ministry of Defence 
sac S. No. 9) 

The files regarding purchase transactions The Mini~try of Defence have stated as No. 
should be kept for longer periods so that below :- COmmCn* 
Government could be in a position to re- Ministry of Works, Eou9ing and Supply has al- 
sirt my claims from supplicra at a later date. reedy taken action and issued necesmry 

instructions to the various p u r c w  



13 a4 Defena/All other In future no contract should be negotiated Ministries. through intermediaries having little or no 
standing or which ap ar to have been I" formed a few months be ore the contracts 
are negotiated. It is dso essential that 
in all cases where contracts or tranllclcdons 
are entered into with private firms, every 
arc should be taken to verify their finan- 
cial position through Banker's reference 
or by consultation with the Government 
concerned. I t  is desirable when dealing 

organisations under them. As far as this 
Ministry is concerned, the existing proce- 
dure followed by than in regard to the des- 
truction of files, speciey those r e  
purchase transactions, IS being ascemed.  
On receipt of this information, we p v  
to issue instructions laying down a srutable 
period for which such files should be pre- 
served." 

The Ministry of W.H.&S. have stated 8s 
below :- 

"According to the existing instructions, no 
~urchase files am be destroyed until 
i h m  years after due comple~ion of the 
contract. This period should nor- 
mally be sufficient for audit scrutiny to 
be carried out. Instructions, have, how- 
ever, been issued to the Purchase Or- 
pisations that cases which are the sub- 
ject matter of audit objections should not 
be destroyed until the necessary review 
has been made by the Public Accounts 
Committee." 

*~ction'has been taken se rately to infotm Sm Pam 14- r the Cornmine, along wit Items I1 to 17. 21 of the 
Report. 

The Ministry of W.H.& S. havealready issued NO. 
instructions to their purchasing organisa C@mmmt8. 
tions. So far as the Defence Ministry- 
is concerned, the obseryations of the Com- 
mittee will be borne m mind. 

' S e r t a ~ c m e n t  made by the Fimhce Minictcr in Lok S s b h  on 21-12-1gs4. (st* Appendix 111 of Vol. 11.) 



14 as Defena/Finance (Defence) 

27 Defenoc/Lnw 

with private firms in a foreign country to 
teke both our Ambassador in that country 
811 well as the Government concerned into 
confidence paticularly as in these days sup- 
pliesof Defencc Storesare not possible from 
a foreign country without the concurrence 
and co-operation of the Government of that 
country. 

In order to expedite settlement of the out- 
standing advances paid to former Indian 
States for execution of Defence Works du- 
ring the War, a team consistingofan Officer 
each of the M.E.S. and the Defence Ac- 
counts Department should be deputed to un- 
dertake some kind of visual audit or local in- 

tion with a view to seeing on the spot 
t at there was reasonable evidence of the 
expenditure having been incurred, and, if 
such evidence was forthcoming, the matter 
could be treated as settled. 

A rule similar to Law Officers Rule No. 173 of 
the Government of Bombay which provid- 
es that 'no suit or other civil proceeding is 
to be settled out of court or compromised 
in the court without the express orders of 
Government' should be adopted by the 
Government of India in order to avoid 
recurrence of cases similar to that referred 
to in Para 8 of the Audit Report, Defence 
Services, 1951--Payment relating to settle- 
ment of cases out of Court. 

Out of a total of Rs. 2.3 crores which was ori- No 
gmally outstanding,we have been able toadjust 

all except Rs:3 lakhs. In view of the 
progress made ~t IS not considered necessary 
at this stage to appoint a Committee for 
visual audit as recommended. I 

It has been decided to issue instructions to No. 
Government Counsels to the effect that no cornme- 
suit or other Civil proceeding to which 
the Government of India is a party should 
be settled out of Court or compromised 
without the express sanction of the Govern- 
ment of India save in exceptional fircu- 
mstances when there is not sufkient 
time to consult the appropriate authorities 
of Government. When, however, such 
a compromise is made without the authority 
of Government, the Counsel or the Advo- 
cate appearing for the Government shourQ 



record in writing the special reasons for en- 
tering into such a compromise. Ministry 
of Law are issuing instructions on these 
lines. 

~6 29 I)rfurc/Ftunce The question of recovery of the outstanding The bulk of outstanding rents is on account No. Com- 
@&-> mount  from the State Governments con- of accommodation occupied by displaced ments. 

cerned should be vigorously pursued by the personnel. This question has been discussed 
Ministry of Defence and the Committee at an interde~artmental meeting bet- 
informed, in due course, of the results ween representatives of the ~inistFies of 
achicvcd. Defence and Rehabilitation. Necessary 

details of outstandings have been collected 
from the State Governments and furnish- 
ed to the Ministry of Rehabilitation except 
in the case of few camps where details are 
under revision. It is anticipated hat 
adjustments will be completed duringt the 
current financial year. 

Flnrnce (Defence) In order to prevent any milpractices i~ the A note has been submitted to the Committee. No CommtllD. 
issue of the Military Credit Notes to the (Appendix XIV) 
contractor, a a n t  er cent check of all 
Credit Notea issuecfby the M.E.S. to the 
contractors ohauld conducted by the k 3 
Defence Amounts partment. 

Defence . . An early decision should be taken in the matter The Ministry of Defence have submitted a Su Pma 46 
of the im lementation of recommendation Memorandum No. F 59(14/53/674 EID of tbir 
made in t ie  second sub-para of para 6 of (E & Qtg.) dated the 20th Jannary, 1955. Report. 
the Report of the Public Accounts Corn- (Appendix IX) 
mittee on the Appropriation Accounts 1947- 
48 (Post-Partition) regarding setting up of 
Arbitration Tribunals to decide cases of 
disagreement under Works contracts. 

DO. . The case relating to the irregulnr disposal of The disciplieary action against the Unit Ac- See Pur 47 
Engineer Stores referred to in Para 47 of countant has been finalised by the Accounts of this 
Audit Re ort, Defence, 1952 reveals ig- authorities and the Accountant has been R e m .  
nonnce eke canons of financial proprietv warned. The O.C., E.S.D., Kandivl ee, at 
on the part of the authorities handling this thattimc was Major F. C.Cookwhohasaince 
unbusinesslike transaction. When the party been released. No action against him can, 
was committed to the sale at cost price therefore, be taken. 
plus 10 r cent and Government had after 
taking /&I opinion decided to enforce 



the terms of the agreement , it was not 
correct on their part to have released these 
stores at qoO/o of the book value on the 
ground that it was in pursuance of a new 
policy decided by Government to sell surplus 
alant and machinerv to industrial users in 
order to speed up dhpomls and encourage 
rehabilitation and expansion of industry. 

In the opinion of the Cornlittee, Government 
should pursue the matter further with a 
view to fixing responsibility on the persons . - who did not safeguard the public interests. 

a0 35 Defence . . The delay in convening a Court of Enquiry The matter has been examined and the position See P m  4 
and/or delay in taking action on their re- explained in the Defence Ministry s Office of this Re-- 
commendat~ons defeats the very object of Memorandum No. 4(16)D(AG)/j3/800-El port. 
such an enquiry. The Ministry of defence (E & Qtg.), dated the 28th January, 1955. 
should examine this aspect of the matter (See Appendix X) 
and amend the Army Act, if necessary, 
to ensure that adequate disciplinary action 
is taken in all caws against officers who 
have been guilty of financial irregularitiis 
and they do not escape by taking shelter 
under the * time limit' clause. 

a 38 Do. . . The Local Audit Officers of the Defence 
Accounts Department should also carry out 
ru rise checks of cash with the Im rest 
~o?her s  and the Defence authorities siould 
render them all necessary facilities to carry 
out such checks. 

22 39 Do. . . The Ministry of Defence should examine the 
adequecy of the various internal checks 
including checks by the Defence Accounts 
Department of the cash accounts in con- 
sultation with the Controller-General of 
Defence Accounts, the Ministry of Finance 

S. Nos. 21 & 22. Various remedial measures No Com- 
have been taken to prevent retention of ex- mnm. 
cessive cash balances and to eliminate losses of 
public money entrusted to Imprest Holders. 
The local audit officers of the Defence Ac- 
counts Department are vested with powers 
to check cash balances of the units whenever 
they find it necessary. The question whether 
this should be extended to Imprest Holders 
is under examiza~ion. The question of 
adequacy of the existing orders for correct 
maintenance of accounts and careful h a d -  
ing of cash with a view to avoid misappro- 



(Defence) and Comptroller and Audltor- 
General and suggest improvements, if any. 

. All the pensionary incrcascs sanctic+nt.d by the 
Com~non~vc-alth Kclatitvis Otficc cbf the 
nature rcfcrl-cd LCI in par:) 33;;) rtf thc Audit 
Kcport 1r)51 may bc ~cvic\vcd and s t e p  
taken tu rccwcr ovc.rpaymcnts, if any. 

priationlfraud is also under consideration. 

The  question of recovery of overpayments N o  Comm- 
had heentakcn up further by the High ents. 

Commissioner f,,r India in London with the 
Commonwxlth Rclaticms Office. London, 
who madc enquiries of the War Office 
regarding the-ir practice in the treatment 
of business losses. The  reply from the 
Commonwealth Relations Office indicated 
that the suggestion in the letter from 
Royal Hospital, Chelsea that the Common- 
wealth Relations Office had failed to con- 
form to War Office practice and on which 
the Audit Report was based, was not correct. 
At the request of the Auditor of Indian 
Accounts, the Commonwealth Relations 
Office approached the U. K. Treasury to  
ascertain thcir views on the principles 
adopted by War Officc, and the Treasury 
aftcr discussiims with other pension paying 
departments, endorsed the practice followed 
by the War Office with regard to the treat- 
ment of husinyss losses in the assess- 
ment of Income. The Common- 
wealth Kclatioris Office, London, therefore, 
apprcmhA this hiinistry through the 
High Commissioner for India in  
Lordon to agree to the cancellation of the 
Orders enjoining recovery of overpayments 
madc on the basis of the Audit Report. 

AS tllc above position has bcen accepted 
by the Auditor of Indian Accounts, 
the Government of India have agreed that 
no recoveries need be made and the High 
Commissioner for India in London has 
bcen informed accordingly. 



Y 41 Defence . . Government should arrive at an early decision Originally it was proposed that the work See P u a  
for taking over the work relating to the relating to the disbursement of these - 18 to 21 d 
payment of MUitary nsions from the sions should be taken over by the &h the FitDmtb 
U. K. Government wiiff. view to entrust- Commissioner for India in London, but a, Rc- 
ing it to the High Commissioner for India alternative arrangements are under discussion 
in London. This will also enable the with the Government of U. K. the proposed 
Government to save the payment of agency transfer of work to the High Commissioner 
fees on the nsions paid by the C.R.O. on has been held in abeyance. 
their b e h a p  

25 44 Do. . Government should take all possible steps to The claims against the defaulting firms are Further re- . - enforce recoveries of the existing heavy being energetically followed up in Courts of port mriy be 
outstandings on account of stores supplied Law or by negotiation. Out of a total r u b m i d  
or services rendered to private individuals amount of Rs. 12- 51 lakhs shown as oht- to thc 
by Ordnance and Clothing Factories during standing in the Report of the 
the years 1944-48. Accounts Ctmmittee, Rs. 9122 

represent the dues outstanding 
to the late Branch Harness and Saddlery 
Factories from Fabricating Contractors on 
account of non-return of material supplied 
to them and Rs. 3-29 lakhs represent 
the dues from private firms on account 
of stores supplied against orders placed ' 
by them on Ordnance Factories. From 
cases as on 30th November 1954 of the 
Rs. 9.22 lakhs outstanding, recoveries had 
been made or otherwise accounted for to 
the extent of Rs. 1.96 lakhs leaving a 
balance of Rs. 7-26 lakhs still to be n- 
covered. D. G. S. & D. is taking action 
to finalise outstanding cases. 
Regarding the remaining sum of Rs. 3-29  
lakhs recoveries or adjustments upto 
the 30th November 1954 accounted for 
Rs. I 82 lakhs leaving a balance of Rs. I -47 
lakhs still to be cleared. Action to recover 
or to adjust balance is being punued 
vigorously. 



28 47 Works, Housing 
and Supply. 

29 49 Defence 

+?he ques!ion of d o a t i o n  of the unamunted A b a r d  cotnprising Engineer, Accounts and hub tt+ 
expenditure in the a s e  of the projects for the Factory representatives has examined the port may be 
erection of a Factory at a certain station case and has reconc.ilcd the unaccounted uubmitted 
(referred to in Para 7 of the Audit Report expenditure on Technical Project I Kanpur. to .the w- 
on the Commercial Ap ndix to the Ap- The report of the Board has been received mmM. . 
propriation Accounts ( g efence Services, and further actiun in the matter is in hand. 
1949-50) should be settled and necessary 
adjustments made as early as possible. 

With a little more energetic action on the part The factory concerned has since locsted ade- No Ccmm 
of the Technical Officers of the Director- quate supplies of good Silica Sand and has man. 
General, Ordnance Factories, the defect been able to reduce the percentage of rejec- 
in the manufacture of m a i n  stores could tions considerably. Manufacture to anew 
have been remedied much earlier and a process schedule has produced considerable 
considerable portion of the loss of Rs. 64 improvement. When d~fficulties of material 
lakhs avoided. like that in the present case occur, it is 

not always practicable to find a satisfactory 
substitute immediately. In this case, 
however, the efforts of the factory, in con- 
junction with that of the Technical Deve- 
lopment authorities of the Army, have 
been fruitful. 

(ii) In the case referred to in Para 10 of the (i i)  The Ministry of W.H.&S. have stated as Scr Pam 49 
Audit Report, Defence Services, 1952 below: "On the advice of the U.P.S.C. the of this 

the Committee should like to know the increment of the Executive Engineer wncarn- Report. 
action taken by the Ministry of W.H. & S. ed has been stopped for one year." 
against the Executive Engineer on receipt 
of the advice of the U.P.S.C. 

(iit Contracts should be placed after tenders (iii) The mater is under examination. 
Lave been openly invited. 

. The Government of West Bengal should be The irregularity referrcd to in Para 42 of Audit Su P m  k 
urged to expedite reply to the points referred Report, 1951 occurred during the Pre-Parti- of thir R b  
to in Para 42 of Audit Report, 1951 and tion period. The Accountant General port. 
Para 42 of the Audit Report, 1952. West Bengal, made all efforts to effect rrco- 

very of Rs. 18,qgl-frcm the firm. It was ul- 
timately intimated by the Director of Audit, 
Defence Services, in May I 54 that it war 
not possible for the A.G., &.st Bagal to . - 
make any recovery and it was accordingly 
advised b him to regularise the loss. 
That hos sLce bten done. 



30 50 Defence . 

As none of the Military Officers responsib.k 
for handling the transaction were in 
India after Pariition and Messrs. Maitland 
Craig Lubricants, Ltd., had gone into 
liquidation. the question of taking disciplin- 
ary acticn or remedial measures did not 
a rm.  The local military authorities have, 
however, already been warned so that such 
irregularities do not recur. 
With regard to  Para 42 of the Audit Report, 
1952 the West Bengal Government have 
been addressed in the l i d ~ t  of the recom- 
mendation of the Comaittee. 

(ij  The  obicct fvr w1-ich tl-c ~ c l ~ r r c  f r r  csr- (i: 1 he propress of the schrme was very care- 
nibalisation of po~t-\tar vihicl~s was launchcd fully cxrnired at the time bcth from the 
viz., to mccf the ~hortngc rrf sparcs \\.as not technical and financial aspects and it was 
fulfilled r t t  any appreciahlc cstcnt. as a result of this exsrninaticn that a decision 

was taken to abandon the scheme. I t  is 
felt that another examination at this stage 
is not likely to  reveal any new facts. 

( i i!  The Ministry (4 Dcf~ricc sliould make a (ii: As rcgards thc diqosal of the vehicles, a 
careful study ~ , f  tlic u-hole schc-mc f v ~ m  thc total of (a61 vchicles wereinitiallyeannafked 
technical a d  financial nrpxt.; and arrivc at in the Depots for cannibalisaticn, out of 
an rarly dcci~ion ah!lut ttw ~li\pozal cf rhc wliich quontity 2667 were cannibalised before 
rtrnaining vchiclcc, as t h y  ate likcly to de- r he scheme was abandoned. Instructions for 
preciate further h!. thc d1:lt.u c r f  tinx. the disposal of the balance quantity of 3194 

vehicles wcre issued to the Depots cn the 
3rd January 1951. Now it is reported that 
a total of 31 45 vehicl-3 have been declared 
to rh;. Directcv General, Supplies and 
Disposals for disposal, out of the quantity 
of 3194 which had been earmarked for 
cannibalisat ion, but not actually canniwised. 
The position regarding the remaining 49 
vehicles is that these have been merged 
into stock after necessary repairs, - 

No caw 
ments. 



(Meace) The Hi Commissioner for IndLin e n d o n  A note has been submitted to t k  Comaaittcc. Purtba re- a" rhoul be asked to ursue the qucshon of (Apjundix XV) 
early mttlcment o f  outstanding c+s * beuamd. -9 
&st the U. K. Government whch 
amounted to 4 3,788,rooat theend of March 
195 at high level with the War Office as - 
furtier delay is likely to complicate Mt te r~ .  

32 52 Defence . . The Committee desire that the Ministry of The matter is under erunination in conMllt.- SIN duo Defence should in consultation with the tion with Finance and Accounts and Audit 0 of 
Ministry of Finance (Defence) and Audit authorities. this Re- 
evolve a method to clear off the backlog Port- 
of unimportant audit objections which arc 
outstanding since long. 

. The Ministry of W. H. & S. should take up The matter was taken up by the Hi@ &m- See part 51 
the uestion of making advance payments to missioner with the U.K. Govcmmcnt.nd the of tbh  the%.^. Government for the supply of Ministry of Supply .U.K. p m p ~ d  on -. 
certain stores to the Government of India 19th January, 1953 that ~n future.- 
in consultation with the Defence Ministry. 

(a) 80% advance aymcnts should continue 
to be made for sRort term delivery orders, 
i.e., where delivery will not be later t h  
12 months ; and 

(b) in the case of long term delivery orders, 
pre-payment will be of expen#s of U.K. 
Government incurred from date of placing 
of order till delivery begins and thereafter 
pre-payment of 50% per annurn of 
value of deliveries in a given yew; the 
balance to be paid against documents. 

The Ministry of Supply explained t b t  
they had to have these a d m a s  in order to 

P rovide for supplies, which arc made eithat 
or production by Government Ordnma 

. factories or purchases from the trrda md 
scmetimes from stocks. The Ministry 
has to make payments for purchase of raw 
material labour charges, etc. and their 



'budgetary grants are not sufficient to 
provide for their own supplies and to meet 
demands for procurement made on them. 
The payments they receive from us and 
similar customers are taken in reduction 
of the expenditure and the vote of U.K. 
Parliament .is sought only for the net 
amount. 

This matter was carefully examined by this 
Ministry in consultation with the Ministry 
of Finance (Defence) and it was accepted 
that there is no alternative to making ad- 
vance payments as required by the U. K. 
Government but our High Commission 
in London was asked to ensure that the 
s stem of advance payments applied to us is 
t l e  same as that applied to other Common- 
wealth Governments. The advances should 
be the minimum necessary for the purpose 
and should not remain unadjusted for Ion$ 
periods. We wanted the High Comrnis- 
sion to lay down a procedure in consultation 
with their Financial Adviser indicating 
the broad basis for calculating the amount 
of such advance payments and also the 
period on the expiration of which the stores 
should materidse or the advance should 
be refunded. Ministry of W. H. & S. has 
also agreed with the above view, which 
has since been communicated to our High 
Commissioner in London. 

5 of Ele- Defence . . A Chief Technical Examiner should be a p  A chief Technical Examiner already exists in No com- 
~enth pointed by all such Ministries which incur the Defence Organisation. He is indepen- ments. 
eP3R large amount of expenditure on major works dent of the Engineer-in-Chief who is t& 

and big projects. The Chief Technical head of the Military Engineering Service. 



Examher ~hotlki be directly responsible to The Chief Techfiicd hatr&er's dlltla 
the Ministry and he should o round and covu ;- 
inspect the works on Its txd \ 

The Ministry of befence should examine the 
conditions of contracts in the Mllirary En- 
ginyr Services in cansultation with Audit 
authorities and amend them suitably to 
ensure that anomalies in the form of Wrong 
pricing as a result of amendments to a 
contract as discjosed in Para 9 of thc.Audit 
Report, Defence Services, 1951 wlll not 
rmcur, 

(a) m&ng test mcasuretaents of t r w h  
' 

diking their progress ; 

(6) test examination of workserpmdihuc$ 
and 

(c) technical examination of MES bills 
after payment. 

The C.T.E. works direcdy unda the Quarter- 
Master General. The pr-t arrange- 
ment has worked satisfactorily. The 
question of bringin the orpisati6n directly 
under the control ofthe ~ i n i s t i y  of Defence 
has been examined and it was decided that, 
as the present arrangement ensured inde- 

, pendent check of the work of the ,M.E.S., 
there Was no advantage to be gamed by 
transferring the control of the work to the 
Ministry of Defence. . 

The ~inis t ry 'of  Defence have in consultaticn No 'cc* 
with the Ministry of Finance (Defence) em- mats .  
mined the conditions of contract relating to 
the issue of deviation orders W~th a view to 
determining whether a y  amendments arc 
necessary to avoid the recurrence of the t j p  
of case tncntioncd in pan g of the Audlt 
Report 195 I. The examination has reveal- 
ed that it wos .dot a defect in the devia- 
tmn clause which has led to the occumw 
of such a case. It has also been found rhat 
neither the enhancement of the p e r m t a p  
limit laid down for the devatlon, nor the 
total abolition of such a limit would be in 
theinterest of the State. In thcdrmmstan- 
ccs of the parucular case, on amendment 
was resorted to as the deviation exceeded the 

C 



authorised limit. As, hoyever, a m i i d  
change was involved In the cmpe of the 
contract by the deletion of the pnrticuhr 
itan of work, it was m0s than robobk 
that, even if the deviation limit k&. nor 
been exceeded, the contractor would have 
uestloned the recourse to the deviation 

&use. The item of work wafi omitted s 
certain stores, which the Government were 
c o d t e d  to ply the contractor at a pria 
stated in the ~%edule to the contmct, nm 
not available for issue. In the drcqns- 
tmces, if the item ofwork bad not been whony 
omitted, i. e., if it had been. partially 
deviated from, the suthoriscd d w ~ o n  h i t  
beinn d h m d  to, the contractor a d  not 
have-agreed to th;. deviation u it wouldJyvc 
involved his obtaining the atom from pmme 
sources at a hi&& price. N i g d n t i a ~ s  
would, thmlore, have becn neattqry errea 
if thedeviation had not ex- thc ptDho- 
riscd limit. 

The point, therefore to be cansidemi. tr 
whether the hbour and the rnate&Idements 
dowed by the Engineers in the pr ia  at 
which the deviation order was valued, on the 
basis of the n eydmtion, was jbT 
In the absence o relevant records, t 's 
point could not be urunined. The only 
remedial action that therefore calk$ fot L 
to publish an andysls of the m a t d  and 
labour elements in the M.B.S. Schedule of - 
Prices, w M c h  bru betn done. The I ~ ~ C I R  
MES Sched*, along with its annpanitx~ 
volume, showmg the elanmt of Lbow a d  
mte?lal for pr inapJ itw, i t  unda print, 



Do. 

The e h t  of delay in the d e m e n t  of a 
contractor's bill not only I d s  to corruption 
and other dpractias but a h  
nerves as an incentive towards the raising 
of the contractor% rater which mans loaa 
of public money. 

Sane dcctive measures thould be taken by 
the Ministry of Defence to tone up the work- 
ing of the M.E.S. Organination and inatmc- 
tions should be iasued to d Commnndl 
Potmations etc. that contractors' billa 
should be d d t  with with promptitude. 

instiucdona for expeditious 
rtlcc billa have bear issued to Chief w- N7 
neers brom time to time. Most of tin WU- 
timelmrnofbillshotkendeued The 
Engineer-in-Chief while on tour pcnoMnp 
kupccts the position rrhting to arram 
of bills. Bvay effort is being mde 
to avoid the neassitg of forming b d k g  
teams in future. 

Government should take steps to train suf6- Whh r view to lm vthg the s tcm of cad- 
c i a  nunpclwcr &I Co* A-ti and nri- mtlq axit of @I in the &h Nod 
mating m k  not only for %. Naval bckyud. a St@dd S d w  h( -bb. 
DockJua, but also for e loymcnt in set up md is fund- &kc r9 
other ~0v01llll~1lt . l  ~ n ~ u r t r i o l % n ~ ~  'I%& Sdadcd SeCdofl is 4 

ofm* for typfd .Mp.r 
WCOuntinB it very nccwary in c a m  where These a then car&U)f 8 d y d  job ~ ~ e c ~ t c d f ~ t  0utdde a d  W t  pDd the av a ~ t ~  arc U& oc funve 
to be rtavezed from them. ~t * . r t i m u I n e y m d m  been 1- 

nco#ury for watching economy in the Depon- 



rnent itself, as a kind of index or barometer to the Captain Superintendent, I.N. Dock- 
to see how the budness is being done. yard, that in caaca where john were executed. 
The absence of estimates provides oppottu. for outside p d e s ,  a written undertaking is 
d i e s  for all kinds of evils. to be obtained that, in the event of the actuals 

exceeding the estimates, the actual chuges 
will be recovered from them. In regard to 
Ordnance Factories, the Ordnana Factoria 
Rearganidon Committee has made certain 
recqmnendations for improving the system 
of cost accounting and estimates. Thcac re- . 
mmm~ldationr which have just been received 
are under examination. 



APPENDIX II 

Smniary of rlre main conclusions /Rccc n.mcndaricns of rile Fwrcmth Reprt  of the Public Accounts Comntr'ttee on A M P  
priataon Accounts (Dejcnce Smites,), I 95 I -52, and I 952-53. 

S: Para No. Ministry or De- 
No. panment con- 

cerned. 
Conclusions /Recommendations 

I 9 Defcnce . . Large savings and lapses of appropriations disclosed in the Appropriation PiccMmts 
(Defcnce Services), 1951-32 and t952-53 indicate a laxity in the preparation of es- 
timates as well as serious lacunae in both planning and execution of capital projects. . 8 

The Committee would observe that lapse of finds on such a large scale not only indicates 
that t hc plans for which provision is made in the Budget of the Ministry of Defence 
are not being implementaed as contemplated, but it also irnmobilises large sums of 
moncy which might have been diverted for more beneficial purposes by the Govern- 
ment in other Departments or spheres of activites. 

2 lo Do. . Large savings arising from unnecessary or unnecessarily large supplementaries or what in the event proved to have been excessive provision in the original Estimates them- 
selves, continue to t e  a feature of the Defence Appropriation Accounts for the last four ' 

In the opinion of the Committee, ''Safe" supple 
menteries and or on the safe side" are fwtures which are no less 
serious than In the interests of deface programme as a 
whole, closer estimating is very essential so as to ensure that the greatest possible use ' 
is made of the money available. 





, s ah) f>o. . (tj h e  kinistry of beiince should, in consuldon with the h h m y  of F ~ ~ C C  (i3c= 
fcnoe) and the Comptroller snd Auditor-Gonerel, gPmiae the f- of 
suggdob ande by the E8gineercin-Chief befare the Chmnitte that cent 
percent stodc verification should. be anrfmed to majot it- am& oad r - m : ,  
tage or tw check prescribed for the rest taking cara to see at drc: samesima rhat 
a relaxation of the quantum of checks does not ex- the spscem of - 
control to undue risks or abu- ses. 

13 (b) (is] With the stock-verification in the M.E.S. mmrr hav& been comprktcd , the I M ~ B  ' 
authroities should conduct a review of all the outstetlcting mdarts for rha 
purchase of stores and take necessary steps to can4  the ardas f q  m#ks 
abroad which placed are no longer required. 

13 (4 (iii') The Committee note that want of adequate finan& was an important bmr which 
stood in the way of increasing covered accommodation, but in the wdmpte r- 
analysis the financial effect of the deterioration due to exposure might wrll be $ 
greater than the expenditure in coastructhg covered storage. 

6 14 Mn<x . The W s t r y  of M e n c e  should evolvc a suhable p d u r e  in c~~sdtation with the - High Commissioner for India in the U. K. whereby it would be possible to e~caue 
that in respect of all purchases for which payments are made abmed the stores have 
actually been received in India and have been taken on charge by the receiving depots. 
Every Effort should be made to tighten up the procedure for coatrol by the tbt Scr- 
via8 Headquarters over the receipt abd accountal of such stores. . . 

7 15 Do* . The Committee note with satisfaction that the authorities have agmd that works will 
be adminstratively approved at least 6 months before funds are allwed aud sad 
construction work is taken in hand. The Committee would like to be furnished with 
a copy of the inst~ctians issued in this behalf. 



S. No. Para No. Ministry or De- - conclusions/Recommendations - 
partment con- 
cerned 

___) - 
I 2 3 4 

It would be in the interest of the Defence Services as well as th2 Ministry of Defence 
to have a forward programme of works prepared indicating approximately how much 
funds would be available for the execution of various works during a given period so 
general overall picture is available on the basis of which the Services could prepare 
their plans and estimates. The Committee woud be glad to know, in due course, the 
action taken by the Ministry to implement this suggestion. 

8 17 Defence . (i) The Committee consider that Government should not have placed their Note 8 
in connection with the Committee's recommendation made in Chapter V of their 
Ninth Report regarding the contracts for the purchase of Jeeps in the U. K. and 
the two contracts for the purchase of ammunition in a European country on the 
Table of the House without affording a reasonable time to the Committee for 
considering the note. In accordance with well-established parliameutary practice, 
consideration by the House should arise only when the Committee have made 
their final recommendations after reconsideration of their previous views, if this, 
is considered necessary. 

19 110. (ii) In respe of the first Jeep contract and the first contract for the purchase of Defence 
stores % was, perhaps, not possible to adhere to the normal contracting arnmgc- 
mendor to obtain supplies without the intervention of intermediaries because - of 
the urgent demand. In so far as the selection of the parti&r intermediatics is con- 
cerned, however, the Committee reaffirm their earlier views, oio., that thert was 
PQ pecessiv or justification for the intervention of hterrqedia~ie-s iq this me, - 



(k) As the relevant record of the procedings of the sub-Committee of Ministers is 
not before them, the Committee are unable to decide whether the material and die 
evidence placed beofre the sub-committee were the same as that which the Public 
Accounts Committee had before them when they suggested a j u d i d  enq*. 
The Committee lhrould like further to draw attention to a disturbing featurt, namely, 
employment of the same intermediaries for the execution of some other C O ~ ~ I W ~  
involving Government in financial loss which have come up for examinadm by the 
Committee. 

(iu) On the fans of the various cases, the Committee have made their views kll~wn 
from which they see no reason to deviate ; but obviously what further action is . 
to be taken is essentially a matter for Executive determination. 

23 Defence The Comnlittee are not convinced about the urgency for the purchase of the stores in the 
case referred to in Para I1 of Audit Report (Defence Services), 1953, which in 
the opinion of the Ministry necessitated the placing of the order with an unapproved firm 
deviating from the established procedure. This is another instance where the re- c( 

cognised procuring agency of the D.G., I.S.D., London was by-passed with6ut any 
justification. Even in cases where trial orders involved possible expmditure on 
further bulk supplies, they should be processed only through the normal channels and 
deviations therefrom should be scrutinised closely and suitably dealt with. 

10 24 DO. . . The Committe are distressed to note that the purchase of goods valued at such large 
amounts ( &m,ooo in 1950-51 and ,oo,oao in 1951-52) should have been .left to be 
arranged by a comparatively junior o fl? cer with very little experience, in the Indian High 

Commission in London, and trust that suitable action will be taken by Governmentto see, 
that powers vested in the Officers are commensurate with their status, experience etc. 

I I 27 Defence In the case referred to in para 10 of the Audit Repon (Defence Services), 1953 regardkg 
the .contract for the purchase of asbestos cement sheets, the Cgmmittee view with 
much disfavour such a patent lap+ the part of the D.G., I.S.D., Lonlm, catrary 
to all the accepted principles of normal commercial dealings, in :- 
(I) following an unorthodox and unconventional procedure in placing thc contract 

with a firm not borne on the Sit of appravtJ cmtraztors ; and 
5 u -; * =  *.- - - - - - -. . ..----- 



S. No. Pam Mo. Ministry or De- ~oncltt5i01~/Recomrn~&tiana. 
partment con-' 
ccmed. 

I 2 3 4 

(2) having failed to inform the indentor about the s b a  and the changed specifiatiom - 
of the cement sheets according to which'the contract was placed. 

3a 3 mencd)K.fl.S, (9 The Committee cannot help commenting adversely on the repeated f&iw of the - 'Y Staff in the I.S.D., London to carry out proper inspection of gsads 
purchas from abroad befote their shipment to India. Such a reckless disregard 
of the primary duties merits much stronger punitive action than whpt the Govern- 
ment have, because of the retirement of th Inspector concerned, been dispaead to 
take against him. y. 

(iil) The Committee wish to express their displeasure at the delay in the submissionionef the $ 
information called for by than on points which arose from the dismsba $rey 
had with the representatives of the Ministries of Defence and Works, H o w  & 
Supply in this case,. This should be made available to them fotthMh so as 
to enable them to examine this case in further detail. 

I 3  3 Defence . . The committee endorse the observations of, the Controller sod Auditor-Gmeral &it if the negotiations in this case relatingto the purchase of an Italian tanker (referred 
to in Para 9 of Audit Report, 1954) had been conducted with the manufacturers direct 
by the Diector-General, I.S.D., London, who had the necessary tern staff and 
whose jurisdiction extended to purchases on the Continent also, it nntght 
resulted in securing an ad~~f~leageous price, more particularly as he was fd&l trrrftt! m 
offer fm a very well-known finn in respect of thi: same Wet. The ~ i ' s e l  
t h t  Gowrament should have waited rill the other offen were also looked inu, 4 
then only proceeded to negotiate the deal directly with the manufsmvm t b @ i  

the D. G., I.S.D. London mitead of through the Rome Mission. . 





S. Para No. Ministry or De- 
No. partment con- Conclusions/Recommendations 

cerned. .-- 

I a 3 4 

(iv) The Ministry of Defence failed to exercise any check on the reasonableness, or 
otherwise, of the prices at which purchases were made by the foreign company d- 
though a provision to this effect existed in the contract. .They relied, instead, on 
the certificate of the Company's Auditors. 

(v) The Company had failed to train adequately Indian personnel as agreed upon, as 
13 foreign technicians are still continuing. 

(mJ The absence of an agreed schedule of detailed production programme aspart 
of the agreement is highly defective and has resulted in the Company's demands - 
for formal closure of the contract brefore establishing beyond doubt that the factory 8, 
could go into full production. 

From the above irregularities, it is demonstrably clear that the whole project had been 
planned in an unrealistic manner and executed perfunctorily. The Committee note, 
however, that the contract with the foreign firm has ended for all practical purposes; 
they would, however, like to be apprised, in due course, as to how far the factory in b 
present state would be able to meet the Defence requirements and what steps Govern- 
ment propose to take for utilishg the installed production capacity fully. 

The Copt tee  are in full agreement with the Audit comments contained in psn 14 
of the Audit Report, 1954 on this transaction re la tk  to the establishment of a fully 
equipped modern plant for the manufacture of certain latest types of ammunition. 
the rcrison d' e m  for this contract was the urgent need for the ammunition, wbich 
was completely nullified by the delay of more than four years in the cOmmiSSiOpifl8 
of the plant. There was undue haste in concluding the agreement though the M ~ I s -  
try of Defence were not ready at their end with the nescessary buildings. 



There had been a total lack of foresight and proper planning in these two cases and the 
Committee regard them as 'mast unfortunate'. They are constrained to observe that 
the projects were ill-conceived and the t e r n  of the cantrac~~ were also heavily wei- 
ghed in favour of the fore~gn company. 

(i) The economics of the manufacture of Dry Batteries in an Ordnance Factory on such 
a large scale were not properly considered before embarking upon thjs experiment 
which has cost the Public Exchequer more than Rs. I lakh. The Commhe arc 
not at all satisfied with the manner in which this scheme was conceived md execu- 
ted and they would have appreciated if the technique of the manufacture of batteries 
had been acquired by the Ordnance Factory before attempting to under- 
take the job. 

(ii) The Committee suggest that all avenues including the possibility of restarting the 
production unit should be explored to utilise the material to the best advantage of 
the Government. 

(iii) While the Committee recognise the difficulties of controlling expenditure on 
research and development, they find that the history of this case clearly establishes 5: 
that this particular effort w. s neither in the nar ure of a development nor of research. 

XI 36 Do. . Planning or production in these well-established units under the Ministry of Defence 
0 

have not so far been in the best national interests. The Committee, therefore, urge 
that an overhaul of their administration should be immediately undertaken so &at a 
fuller beneficial utilisation of installed capacity could be secured. 

21 37 Defence . . (i) The Committee are distressed to note that adequate disciplmary action had not 
been taken against the Officers concerned who joined hands in securing for them- . selves 7 refrigerators at a verylow price of Rs. 725 and that not even an entry regard- 
ing the communication of the displeasure of the Engineer-in-Chief to these officers 
had been kept in their confidential records. 

(ii) The Committee would like to express their strong disapproval of the mannef in 
which these refrigerators were disposed of in utter disregard of all canom of 
financial propriety. 



SL Para No. Ministry or De- 
No. partment con- 

cerned 

Do. 

Do. 

Do. 

Do 

. The effect of misinterpretation of the exprezsion "deferment of promotim" asmeaning 
''deferment of Notification of promotion" 1 as been to nullify the decision of the Court 
of Enquiry and to set at naught the punishment proposed to be hiflitxed on the @- 
cular officer involved in the case relating to loss of Otdnance Stores by fife, nLrff&i'to 
in Para 46 of thC Audit Report, 1953. The Committee would like to know (i) whet 
action has since been taken to see that the Officer does not escape the punishment which 
the Court of Enquiry had considered him tc merit, and (ii) the result of the further in- 
vestigation promised by the Ministry of refence in regard to the penon mqxdbk 
for misinterpreting the orders. k 

. The Committee are not satisfied with the reasons given by the Ministry for not prosecut- 
ing in an ordinary Criminal Court the two Officers i a v o k d  in the misappoaPiaiea 
of public funds in the case referred to in Para 55 ofthe Audit Report, 1953. 

. The Committee should like to know, in due course, the decision wrived at in hlmmer 
of the future set-up of the Canteen Stores Department. 

. The Accounts of the Hindustan Aircraft Ltd., should be maintained --.rire 
uia., kpatatcly for Aircraft, Rail Coaches and Bus Bodies soar tcrfaditatc a c m q w i b  
and scrutiny of the opcratianal efficiency of the respective wings. Further ,sifPfltr 
Report embracing the hrious sctivities of this concern, as also its Balana Sket ard 
Profit and Loss Accounts separately far each Department, Shoukl be *#* $ 
,Mewberg of Pqiaplent axmually for their ipforplatioTt. 



Defence . . The MinisUy of &fence as well as -811 other spendkg Midistries might consider tbt - suggestion that powers should be delegated to Officus at the various levels to dispasc 
All Other hiinis- of, on the spot, unimportant audit objectiom arisin out of minor breaches of rub  

t rks and regulations so as to achieve a speedy reduction o f t  b e number of outstanding audit 
objections. This, in the opinion of the Committee, would lead to expeditious settle- 
ment of a majority of the outstanding objactions and save considerable tinre and meaty 
both in the Audit and Executive Offices. 

Defence . . ( i )  & (ii) It was irregular to have allowed the Captain SuperinWadent, Dockyard msit 
with the Hoard of Enquiry set up to determine the cause of fire that occurred in the 
Naval Stores Depot. The Ministry's version of the case leading to their conclusiaP1 
that no disciplinary acrion was called for in respect of the persons who were alleged 
to have resisted audit inspection does not fit in with facts. The position should, 
therefore, be further examined by the Ministry of Defene and a report made to the 
Comrnittce after showing it to Audit. 

(iii) The (i)mm:ttee should he informed, in due eourse, of the decision arrivedat in - 
the matter of evolving n un:forrn procedure in-all the three Services with regard to $ 
reporting ofcases of loss or fire to the PoUc.e. 

Do. .' The 'Committee should likc :o know, in due course. the action taken against the pemi. 
or persons rcsporsihk for not verifying the credentials and financial standing 
of the tirm ccmerned, in fhc case rdating to the purc:iase of .4v'ation Stores cornmen- 
ted upon in Para 33 of their Ninth Report. 

D a , .  . The aczicm t o  be t akcn agir:st the offisiils rcsp,,nsii-?!c for the irregular disposal of En- 
gineering Stores, as commcntcd upon in Para 53 (Lf the Xinth Rcport of the Public - 
Acco int, (;ommittee, has not been stated bv the Ministry of Defence. The Cornm'nct 
would like the case to be re evamined and u report submitted to t k m .  . . 

Do, . . 'The Committee reiterate the vhvu already expessed by them in Para 54 sf the Ninth 
Report that the ,4rmy Act s!lodd be amen(%d to remow srhe time-limit 6f 3.years laid 
down for departmental act ion. 



~ ~ r i d  Pas No. Ministry or 
No. Department 

concerned , 

3 1  tI 49 Defmce . . The Committee are unabk'to 'understand the implications of the 'hinistry?s se8]587? 
"The matter is under consideration" with respect to the suggesticn made ty than m 
R t a  68 of the Ninth Report that apnnacl~ should be placed afier teadezs haw heen 
openly invited.' 

S 50 Do. '. . The Committee may be informed of the resdt of the reference made to the west lhl5.d 
Government as suggested by them in Para 70 of their Ninth Report. 

33 52 DO. . . The Committee should be furnished with a statement showing the important rwomtmm- 
dations for improving the system of cost accounting an&,of estimates made ty the 
Ordnance Factories Reorganisation Committee and the action taken threan by 
Government. 




