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lNTRODUCI'lON 

I, the Chairman of the Public Accounts Committee, as authorised 
'by the Committee, do present on their behalf this Forty-third Report on 
Paragraphs 23 and 11 of the Reports of the Comptroller and Auditor 
-Genew of India for the years 1977-78 and 1978-79 Union Government 
(Defence Services), respectively on Execution of a Naval project and 
Dio;posal of aluminium scrap by an ordnance factory. 

2. The Reports of the Comptroller and Auditor General of India for 
the years 1977-78 and 1978-79, Union Government (Defence Services) 
"were laid on the Table of the House on 18 May, 1979 and 26 March, 
1980 respectively. The Committee (19"80-81) examined paragraph 23 
"at their sitting held on 11 February, 1981. The Committee considered 
and finalised the Report at their sitting held on 18 April, 1981. Minutes 
-of the sittings form Pan n· of the Report. " 

3. The Committee have observed that the initial wrona location of the 
"site of the degaussing basin was responsible for much of the extra expendi-
ture of Rs. 80.87 lakhs that had to be incurred under the second con-
tract. The Committee have strongly emphasised the need for carrying 
out thorough and intensive soil investigations before commencement of 
-work on such projects. 

4. The report also deals with a case of disposal of 500 tonnes of 
aluminium scrap by an Ordnan<:e Factory. The Committee have pointed 
"-out certain irregularities in the deal and observed that wide publicity was 
not given to the tender notice, tender fonDs had been sold even before 
the publication of the tender notice, reserve price for aluminium scrap 
was not fixed, ledger price had not been revised after 1957 and scrap had 
'been sold at a rate much lower than the rate at which scrap was sold by 
another Ordnance Factory. The Committee have recommended that the 
work of revaluation of scrap items should be undertaken annually and the 
prices ~  be related to current market prices. 

5. For reference facility and convenience, the observations and re-
<:ommendations of the Committee have been printed in thick type in the 
"body of the Report and have also been reproduced in a consolidatecl 
'form in Appendix to the Report. 

• Not printed. (ODccyclostyled copy laid on the TAble oftbe HOUle and five copies 
'placed in parliament Library) 

(v) 
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6. The Committee place on record their appreciation of the assistance: 
ftIldered to them ill the matter by the 0tIice of the Comptroller ancl 
Auditor General of ilndiL 

7. The Committee would also lite to ezpress their thanb to the. 
Officers of the Ministry of Defence for the cooperation extended by them. 
ill &iviDg information to the Committee. 

NEW DEUD; 

April 23 1981 

YaUalcha 3, 1903 (SDka) 

CHANDRAIIT Y ADA V •. 

CluJimlllll, 
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EXECUTIION OF A NAVAL PROJBCT 

Audit PIII"tIIlI'f,f/ 

1.1. In paralfllPh 19 of the Repon of the Comptroller and Auditor 
General of India, Union Government (Defence Services) for 1974-75, men-
tion was made of the exeCution of a contract (May 1967) for dredging in 
a Naval project bringing out the following points: 

Suspension of the dredging of the degaussing basin in 1969 after 
incurring expenditure of RI. 50 1akhs and deferment of the 
pro&famme of dredging to 1978-79 due to inadequacy of soil 
survey of the area; 

extra payment of RI. 9.85 laths to the contractor by way of higher 
rates on areas dredged due to inability of the project authori-
ties to make available the total area for dredging and due to 
foreclosure of the contract; and 

negotiation Of a fresh contract (in 1973-74) for dredging inclusive 
of the residual quantity of the earlier coDtract at a higher rate 
of RI. 8.20 per cubic metre against the earlier rate of RI. 3.50 
per cubic metre (i.e. 234 per cent of the earlier rate) with the 
same contractor, involving additional expenditure of Rs. 122.53 
laths as a result of ~  of the oew contract. 

1.4. Int:rf1JlBt!;1I cost oj Port Tru.fI laru:l required for the proJecu: It was 
ing beyond 5 milHon cu.m. had to be suspended, inter aliII, due to nOD-
completion of acquisition of 22 acres of Port Trust land and increased pre-
sence of rock in the degaussing basin, the site of which had to be shifted. 

1.3. An analysis of the process of acquisition of land and dredging of 
the degaussing basin rewaled the foDowing: 

1.4. lncreare ;11 cost of Port Tru.st ltznd mplired for tIM J1t'OI«t$-lt was 
observed that as far back as 1971 (when the earlier dredging contract was 
still in force), the Port Trust had indicated their wiDingDess to make 
available 22 acres of land, then estimated to cost RI. 13.45 lakhs, sub-
ject to the Navy meeting expenses on the re-location of a Mercantile Train-
ing Establishment (3.66 acres) under the Ministry of Shipping and Trans-
port and a private boat building yard (1 acre) in the area. However, ill 
1972 the Navy considered that on" security considerations, it was not d. 
rable for the two esJablishments to continue in the area. The question of 
shifting these establisbments (at the instance of the Navy) remained under 
discussion till October 197), whe'D the Navy agreed to allow them in the 
existing location until they were able to shift to a new location. The Navy 
also agreed to accommodate the private yard in another unused space 
belonging to it aDd to pay the cost inWlved ih its shifting. Tbereafter. 
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sanction of the M.iDistty of Defence was accorded in October 1975 to the 
payment of RI. 10.50 lakhs, to the Port Trust for re-shiftiDg the two estab-
Jislnnents. In the meantime. quiDqueDDial revision of the value of the Port 
Trust land due in March 1973 was ~  by the Port Trust authori-
ties in Jauuary 1974; consequeutly. the delay in taking a decision by the 
Naval authorities resulted in additional payment of Rs. 21.52 lakhs (over 
the earlier estimated cost of RI. 13.45 laths) to the Port Trust (March 
-1975). 

1.5. The Ministry of Defence stated (Jauuary 1979) that increase in the 
cost of acquisition was due to yardsticks adoptetf by the Port Trust which 
is an autonomous body and was entirely beyond the control of the project 
authorities. 

1.6. Degaussing bosin:-The sub-soil investigation, laboratory tests, etc. 
for determining rock surfaces for dredging in the degaussing basin were car-
ried out between March 1968-Decembec 1972 at a total cost of Rs. 10.89 
laths. The dredging of the site selected for the basin could not, however, 
be completed due to iDe exiStence of rocks aud the site had to be shifted 
after an expenditure of Rs. 50 laths had been incurred. The contractor 
had offered (April 1969) to execute the work of rock blasting at Rs. 102 
per cu.m. and removal and transportation of blasted material at Rs. 45 
per cu.m. during the pendency of the first contract. Based on the approved 
rates of the Port Trust, the Ministry of Defeuce sanctioned (February 1971) 
the rates for rock blasting aud grab dredging of the area at Rs. 85 per cU.m. 
aud Rs. 28.02 per cu.m. respectively. 

1.7. Due to change in the alignment of the degaussing basin, the cost 
of dredging and rock blasting (June 1978), based on the quautities of 
work actually done, increased by Rs. 80.87 lakhs (91 per cent) as shown 
below:-

Coat or dredging 22 '741akh cu. m. at the earlier contracted 
rate of the RI. 3' SO per cU.m .. 

Cent oCrOck blasting (8;18scu.m.)-at RI. 85 per cu.m. and 

removal (9.221 -cu.m.) at RI. 28.02 per cu. m. as per saaction 

illUed in February 1971 • • 

Compl,.tion cost or dredging 22.74 lakh cu. m. . 

Actual cost ofrock blasting (1,185 cu. m.) at RI. 107.25 per 
cu. m. and removal (9.221 cu. m.) at RI. 35.75 per cu. m. 

Mobilisation charges-

price eac:alation allowe4, to the contractor • 

TorAL 

(RI. in lalths) 

79·59 

9'54 ----
(A) ag'13 

123.60 

12·07 

25·00 

~  

TO'I'AL (8) 170.00 

,. 
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1.8. Increase (B)-(A): .lb. 80.87 laths 

The Ministry ·of Defence stated· (JanuarY 1979) that ~ decision for 
shifting the degaussing basin was taken after detailed discussions with the 
specialists in order to reduce the quantity of rock blasting. 

1.9. Mobilisation cluzrges:-A sum of RI. 25 laths was payable to 
the contractor as mobilisation charges for dredging wotk. 80 per cent 
(Rs. 20 luhs) of the amount was paya51e within seven days of arrival of 
two dredgers (including the unloading dredger). The balance of Rs. S 
laths was to be paid after completion of work. There was no return for 
mobilisation charges (included in Rs. 25 laths) paid (May 1974) for 
the unloading dredger which required repairs in the dry dock before it 
could be put into operation. 

1.10. According to the Ministry (January 1979), the fact that the 
unloading dredger was not operational did not establish that the same 
was not required or could not be made operational when required. The 
unloading dredger was, however, not utilised for the project. 

1.11. Procurement of a motor boat not needed:-In January 1972, 
the Ministry of Defence sanctioned procurement of a motor boat for the 
project at an estimated cost of RI. 1.32 lakhs. The boat procured through 
the Director General, Supplies and Disposals at a cost of Rs. 1.04 lakbs 
was scheduled to be delivered in May 1973; but was actuaDy received in 
January 1977. Although the requirement was projected (August 1970) 
for purposes of inspection and measurement of dredging work, the boat 
~  . not be used due' to:· . 

no qualified crew being available to operate the boat; 

·Provision in the dredging contract for the contractor to provide at 
his cost a boat to the project authorities for inspection and 
measurement of work done; and 

non-materialisation of attempts to transfer the boat to a neighbour-
ing dry dock project (December 1977). 

1.12. The Ministry stated (January 1979) that the boat was tranS-
ferred to the Naval Command Boat POOl to avoid fresh employmentlre-
cruitment of necessary crew and it was always available for use in the 
project. 

1.13. Change in requirement ;n an oxygen plant:-In January 
1972, ,the Ministry of Defence accorded sanction, intet' alia, to tho provi-
sion of a building for instaDation of an oxygen plant at a cost of Rs. 
3.49 laths, revised to Rs. 8.87 lakbs in April 1975. As per the Project 
Report, the oxygen plant was to be procured from abroad. In November 
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1973, it was decided by the users to iDsta1 a captive (oxygen) plaDt of 
aD indileDoos make. DuriDg the project review meeting held in Septem-
ber 1974, a decision was taken to defer installation of the plant and ~ 

procure liquified Oxygen. Notwithstanding this decision, work on a por-
tion of the buildiDl for installing the plant was commenced in January 
1976 and stopped only after it had progressed up to plinth level and aa 
expenditure of Rs. 1.20 lakhs had been incurred. 

1.14. The project authorities stated (March 1978) that foundation and 
plinth for the plant room were constructed keeping in view the decision 
Of the users taken in November 1973. 

1. IS. The main points, that emerge, are: 

~  payment of Rs. 21.S2 laths for the transfer of Port 
Trust land required for the project consequent on delay in 
taking a decision on shifting two establishments; 

incnased expenditure of Rs. 80.87 laths on dredging and rock 
blasting due to change in the alignment of the degaussing 
basin; 

procurement of a motor boat (cost: Rs. 1.04 lakhs) not neededl 
utilised for the project; and 

incurring an expenditure of Rs. 1.20 laths on the work relating to 
construction of building for the fnstalIation of the captive 
(oxygan) plant although its installation had been deferred. 

(Pangraph 23 of the Report of the Comptroller and Auditor General of 
India for the year 1977-78, Union Government (Defence Services)] 



REPORT 

Inlrotlut:tor7 

1.16. The Naval Project Visakhapatnam comprises the foDowiDa: 
facilities :-

1. Naval Base 

2. Training Complcx 

3. Dockyard 

1.17. The Project was approved by the Government in ~  1968: 
011 the basis of • report given by foreign specialists. The cost of the Project 
initially estimated at Rs. 96 crores, was revised to RI. 211 crores in 1975 
and Rs. 217.77 crores in 1978 comprising RI. 112.92 crores for Phase I 
8!Dd RI. .1 04.85 crores for Phase JI. So far a total expenditure of about 
RI. 120 crores has been incurred on the project (upto November, 1980). 

Dredgin.c of the Deqaussing Barin 

1.18. According to Paragraph 19 of the Repon of CiAG for the year 
1974-75, Union Government (Defence Services), it was decided in Decem-
ber, 1968 to dredge the degaussing basin. The present Audit Paragrapb 

points out the suspension of the dredging of the degaussing basin in 1969-
after incurring expenditure of Rs. 50 laths and deferment of the programme 
of dredging due to inadequacies of soil survey of the area. The Committee 
desired to know the reasons necessitating the suspension of the work relat-

ing to dredging of the degaussing basin in 1969. In a note. the Ministry 
of Defence have assigned the following reasons for suspension of the 
dredging of the degaussing basin:-

"(a) ~  Of 22 acres of Pon Trust land opposite to" 
Wharves and Jetties. 

(b) Non-dismantling of'rail-cum-road bridge by VPI" 011 the mer" 
Megadrigedda which was scheduled to be dismantled by JUDe' 
69 as per original programme. Since the ~  of rail-
cum-road bridge necessitated maintenance of the " loop bridge" 
across the North Western channel, dredging in the area in the 
immediate vicinity of the diversion loop could not be under-· 
taken. 

(c) Dredging of Flood channel could not be taken up in the absence" 
of a decision of the proposal for the re-alignment of two berths' 
(Berth Nos. 12 and 13) which would affect the configuratioIl. 
of the cbannel. 

5 
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(d) Quantum of rock encountered in the Degaussing Basin to be 
blasted was found large that anticipated which necessitated re-
consideration of sitting of the Degaussing Basin to effect 
economy." 

1.19. In a note furnished to the Study Group of the Public Accounts 
-Committee during the course of their visit to the Naval Dockyard in January 
J981. it was stated:- ' 

"The original location of the degaussing basin was as given in the 
project report. Soil surveys had been cerried oat prior to the 
undertaking of dredging. Based on available soil data, ascer-

tained through soil survey carried out in 1966 it was visualised 
that MOT Dredgel" will be able to dredge through the layers 
of the conglomerate and weathered rock and blasting would only 
be needed to remove rocky strata. However, subsequently it 
was found that the conglomerate and weathered rock could not 
be dredged thlCUgh with the ordinary dredger and had to be 
removed through blasting. However, the quantum of rock 
actually encountered to be blasted in the original site was found 
much larger than that anticipated, i.e. 1.20,200 cU.m. as 
against 32,000 cu.m. reflected in the contracL Later when it 

became apparent that the quantity of rock blasting would be 
much higher and the same could be reduced by shifting of the 
degaussing basin to 90 metres South East, the site was shifted 
and as a result the saving of about Rs. SO lakhs was achieved, 
as compared to the expenditure that would have been incurred 
if the work had been completed on the original site." 

1.20. The Committee enquired about the stage at which it was realisea 
'that the actual quantities of rock blasting would be much higher than 
. antiCipated. In a note, the Ministry of Defence stated:-

"During dredging of the Degaussing Basin area under ~  first con-
tract in 1969, it was fOUnd that the ~  dredger, normally 
employed for dredging work ~ .ordinary soil, could not dredge 
through the conglomerate/weathered rock, overlying the hard 
rock. Only then it was realised that these materials would 
have to be first blasted and then removed. At that stage it 
was estimated that the quantity of rock blasting required would 
be about 1,26,200 cu.m. It 

1.21. Elucidating the position about the suspension of the dredging of 
"thc.degaussing·basin in 1969 after incurring expenditure of Rs. SO lakhs 
and deferment of the programme of dredging to 1978-79. the Director 
-General, Nawl Project Rated during evidence:-

"In the Audit report, mention has been made about the basin. In 
the report. it is stated that. RI. SO lakbs was infructuous. It is 
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loot· actually infructuous. We droVe Ii ~  ~ ~  
after 'Cxpen advice in consU1tatiOn witli . the' foreign C ~  

Going into tbe marshy soil in. consultation witb the foreign spe..-
cialists and our specialists on a competitive tender, we decided' 
upon a certain tpattem to dig the bores. This area bad. to. be 
dug. We fdUnd roek in a certain pOsition and the vital portion. 
of the degaussing basin is not the entire basin but a cross and'" 
it is.240 metres long. 65 metres, wide in the North-South'direc-
tiOn and East-West direction respectively." 

1.22. The Defence Secretary further stated:-

"Excavation has to' be done: at" different levels and depths. In tho·)· 
whole basin, it bas to be' done. But only at a selected point. J 
it was eXpeCted to' go to 19 metreS. It was later on reduced 
to 18 metres. Suppose they had gone, to that ddplth below the 
normal Cleptb which is necessary tor all the areas, then there::. 
would have been inffuctuous expenditure. Luckily, before that, '. 
this rock was identified and they had not gone to that depth J 
which would have made expenditure infructuous. So, the shift-· 
big of the cross froll' one place to the other by 80 metres or 90 
metres. does not melll that something has' been done which 
'Should not have been done; ·Tbat'iswhy. we claiiii that there 
was no. necessary digging and if at aU, it may be marginal ... It 
is understandable "in a project of this size. We have made 8' 
calculation later oil as to 'what could have been the result if the 

~  work had gone on. ' ..• H We had ~ without 
knowing fully about the rock at the -earlier stage aDd then com-
pleted the whole thing up to 18 metres or '19 metres depth it 
would have been very costly. It was actually caution on our 
part that we were able to' suspect that there ~  in the' 
beginning. After that, we have taken aU the. precautioas to 
keep a ~ . on the progress of .~  work." 

1.23, Asked" about the 'tot-al ' number of ooreholes dug. the Director-
General, Naval project Stated thilt so fir as the degaussing basiD was COD-
ceined, thatiniiial number of bore 'holes dug was "9. Asked to give year--
wise figurelt of the boreholes aug, he furnished the foUowing-infOTmation:--

. '.';1966: ~~ ~ ~ ~ . ~  ~ ~ ~  ~ ~ ~ . 
1968 10 more by Fdundation Cor'pOration of india; . 

1970 14 by MIs. Comentation on competitive tender . 
•  ' .-.'.-" '.'!' •••. •  • .,; . 

1972 13 by Mis. Compentation. 

. ~  ('.--•.. ,  . 
, . 

~ . ":.:. .. 
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.. 1.24. Asked to CODfirm whether all the 46 boreholes were dug in the 
.cIeganssing basin, the Director Geueral of the Project replied:-

"Yes, Sir. OYer the entire project over 400 boreholes were dug over 
a period. ... 

1.25. Asked whether the number of boreholes dug was adequate for 8 
'proper survey, the Director General of the Project replied:-

"You are working in a marshy area like this. I am doing boreholes 
at 150 metres. You might consider 20 metres as good enough; 
somebody else might consider 200 metres as good enough." 

1.26. During their visit to the Project site in January, 1981, a Study 
tQroup of the Committee were informed that even in the ~ IUI'VeY f 
,decomposd rock was found in one of the boreholes between a depth of 15 
to 18 metres. The Committee, therefore, enquired whether the matter was 

·c:CIDSidered afresh at that stage and if so, why more boreholes were not dug. 
The Director General, Naval Project replied "That would have involved 
Gtra expenditure." 

1.27. Eucidating the position further, the Defcnc::e Secretary stated :-

"I would like to Jive some clarification. Number one is, deep 
digging, as it happened, was done at the ript liace. The 
moment suspicion arose about some rock, we took some pre-
cautions. You are poss1bly wanting to impress upon us that, 
0DCe decomposed rock was found, more borings should have 
__ done and more data collected, so that infructuous expen-
diture could have been voided. But, as I said in the beginning. 
borings have been done even after the rock was spotted. Those 
precautions were taken. That is how, we were able to save the 
Iite1y iDfructuous expenditure. 

Another thing is, •. ' ..... in the normal course, a particular kind 
of spacing had been recommended by the statisticians. We 
went by thaL In the normal case, it would have been alright. 
But you will agree that here was an abnormal situation. The 
nonna1 sample survey would have given a kind of data that tbis 
baain was alright. According to the normal sample survey; thi. 
was not bad, but it happened that e particular ~ was very 
bad; so, a second experiment was made. AD these things gave 
us further data aDd because of tDil, 'we were able to save 
money." 

1.28. Explaining the position further a representative of the Ministry 
C)f Defence stated: 

II •••••• the point yon were reany probing was why 'PfOPer precau-
tions were not taken in this regard. In 1966, we had consulted 
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die Ccmtaltaata from the foreip COUDtry also. The first miae 
bora were made at the DepUaiDJ. Buill where we had to do 
dredging upto minus 19.5 metres. The boreholes had beeD 
doDe right upto minus 24 metres. There too soft clay was fOUDd 
accpt ill ODe hole which WBI at the edge where such a deep 
dredaiD&was DOt requiIed. 

There is DO set pattem U to how mudllhou1d be the distance bet-
ween one bore hole and other. I understa.JMl1hat normally it 
should be from 1 ()() to 150 mettes in an area where soft clay is 
fOUDd. This distance is supposed to be a reasonable one. Even 
by going upto minus 24 metres depth, when soft clay was 
Doti=J, it waa decided that we could dredp furtba'." 

1.29. The Committee desired to know whether the coocemed authorities 
'Wtre satiifled about the selectioa ~ site for the ~ BalIn, before 
commencing the dredging. work. The Director General, Naval Project, stated 
4urin1 ~ 

·1t was a decision taken after considering the opinion of the foreip 
specialists, afta-~ some ~ tested. We were satisfied 
that tbia wu the best thiDg for 111 to do." 

1.30. In reply to a further queatioa., the Ministry of Defeaae have state4 
·that the e.xpeaditule incurred in sublequeat toil iavatigation was 
ta. 49.454 0Dly. 

Deltly in concIwion of the 2n4 Contract 

1.31. It is seen from ParaJf8Ph 19 of the R.epe!t el. CAAG for the 
-year 1974-75, Union Government (DefelICe Services) that though the sus-
pension was to be without any financial implicalion, the cODtractor put in a 
claim in January, 1970 for RI. 56.35 laths. ·It was held that although the 
IRISpension of work was agreed upon after mutual discussion, the CODtractDr's 
-point that the record of discussion did not constitute a lepl modifit;atioD 
of the contract was not without legal force. 1be contractor had earlier in 
July. 1969 claimed RI. 36.6911lkhs on account of stoppaaeof work (ordered 
by DGINP in November; 1969 with respective effoct from AUauSt, 19(9) 
resultiDa from the breakdown of his equipment due to certaia -unexpcc&ef1 
oObstructions at the lite. Against this claim. the arbitrator awVdcd Its. 19.37 
laths but the award was repudiated by Government. Ahhough the claims 
were DOt accepted initially, later in October 1973 ~ ·sandioned 
:a sum of Rs. 25 lakhs on tbe basis of a negotiated settlement Of ail claims 
iDcludiDa a claim of RI. 8.:W lakbs for dIspoaat Of ~ marial at Ii 
6tance beyODd 2.S laD. It was alia ct.:ided that work uedcr the contract 
Woald be. dDeIDed to haft beeIl completed aDd a fRIll ·GOIltIaCt would be 
'DC ....... ~ the' .... firm "for the ftSicJuI, ~ 'Omaequently. 
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another contract was concludec1 in, Febr:uBI'J 191'. ,for. capital dredging of 
3 million cubic 'metres at a rate higher than the one stipulated in the earlier 
contract, 

1.32. The Committee desired to know the reasons for delay in finalisa-
tion of the second contract. In a note, the Ministry of Defence have stated: 

"The problems due to which the fint contract had to be suspended' 
were:-' 

(i) Non-availability of 22 acres of Port Trust ~ opposite to· 
wbarves and jetties;, 

(ii) Delay in the dismahtling of the ~  bridge by the-
VPT; 

(ill) Delay in the decision the' re-alignment of BerthS 12 & 13; , 

(iv) Relocation ~ the Degaussing Basin consequent on ~ 

countering rocks in the initial site. 

, ,,It took' sonie time -to resolve these problems. Besides, the contrac-
tor had also' raised' claims fOr . RI;.· '101 'lills Consequent on 
suspension of the first dredging contract. To sort out the claims 
of the firm, a' high . level committee COn1prising SeCretary 
:(Defencc'Supplies) arid F.A. (DS) was appointed in March, 
1973 as per the advice of the Ministry of Law_' The'Cominittee 
gave its report in May 1973, which was accepted by Government 
in September 1973. The Committee, besides giving recommen-
dations on ~ claims of the contractor ~  out of the fint 
dredging contract, also ~  the broad terms for the second 
contract. The' second contract was concluded in February,. 
1974 ... T1me taken in the conclusion of the second contract was, 
therefore, unavoidable." 

ExperuIitu,re 'on Dredging . ~ ... 

1.33. It is seen from the Audit ~  that due to change in. the' 
alignment of the Oegaussing Basin, the cost of dredging and rock blasting 
,(June, 19,78), based on the quantities ,of work actually done, increased' 
from Rs. 89.13 )akhs to Rs. 170 18kh$, ire. by Rs. 80.871akhs (91 per: centt 

• 1  .  •  • '. 

1.34. In a 'oote, the ~  ~  ~  ~  

"The Original' location of' the t)egaussing Basin was as given in tblt 
Project Report. ·SOil·Sun.eys' hadbetn ,carned out prior to the-
Ubdtrtak.=ng of. the clredgiDg. Thc' work was being pr6greuect 

r • :iil COJtformity :with the :layout' indicated in· the' Project Report. 
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t .. However, quaatam of the rock actuaDy eDCOUlltered to be bias-
ted in the Degaussing Basia (81 initially located) was fomMt 
mucb larger tb_ that anticipated i.e., 1,26,200 cu.m. as against 
32,000 cU.m. reflected in the c:OIltract. Later it became appa-
rent that the quantity of rock blasting involved would be much 
higher and that the same could be reduced by shifting the De-
gaussing Basin by 90 M to South East. This shifting resulted 
in the reduction in the quantity of rock blasting from 1,26,200 
CU.JD. to 8,149 CU.JD. 

The analysis of costs given in the C  " AG's report is based on the 
rate of first contract. However, the cont:act was suspended in 

1969 due to some unavoidable circumstances. 

Under the first contract, rock blasting would have been 1,26,200 
cu.m. But dUe to the shifting of the degaussing basin, approL 
90 M to the South East and reduction in level of dredging 
from -19.5 M to -18 M the rock b!astiDg substantially reduc-
ed from 1,26,200 cu.m. to 8149 cu.m. If the work had heeD 
completed under the fim contract, the quantity of rock to bC' 
blasted and removed would have been 1,26,200 cu.m. In 
that case the total cost of dredging in the Degaussing Basin 
would have been Rs. 222.22 lakhs" as against Rs. 170.00 
lakhs actually spent. It will not therefore be correct to say 
that there has been any extra expenditure due to completiOD 
of the work under the second contract, after changing the site-

There was no excess quantity of rock blasting. Hence, there is no 
question of payment for the excess quantity of rock blasting. 

1.35. The Ministry have added:-

"Actually there was no extra expenditure due to suspension cI 
dredging work. But there was a saving of Rs. 52.22 lakhs due 
to the timely decision and prompt vigilance of Engineers. 

(a) CQst of saft dredging 22.74 lakhs 
cu m. @Rs. 3.50 per 
~ . m. 

(b) Cost Of Rock blasting (1.26.200 
cu. m. @ Rs. 85 per cu. m. .'In.:i 
remova' of rock @ Rs. 28.02 pel' 
cu. m. as sanctioned) 

429 LS-2. 

(Rs. in laths) 

Rs. 79.59 

Rs. 142.63 

Rs. 222.22 
Lahu. 
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The total cost of dredging in the Degaussing Basin would have been 
Rs. 222.22 lakhs as ~  Rs. 170.00 laths acutally spent". 

1.36. The Director of Au4it (Defence Services) has offered the follow-
ing comments on the ~ reply of the Ministry of Defence:-

...... It will be seen from page 79 of the printed Audit Report· for 
1977-78 that in computing the actual expenditure of Rs. 170.00 
lakhs the quantities of rock blasting and removal actually in-
volved have been taken as 8,185 CU.m. and 9,221 cU.m. res-

pectively. It is, therefore, felt that the figure of estimated 
expenditure of Rs. 222.22 laths as arrived at by the Ministry 
has no si gnificance and the increase in expenditure has to be 
computed with reference to the figure of Rs. 89.13 lakhs as 
mentioned in the Audit Report." 

1.37. Explaining the position further the Ministry of Defence have sta-
~ . 

'7he matter has been ~  in the Ministry. It is not .possi-
ble to agree to the basis of the calculation indicating that the 
cost of the ~ has gone up by Rs. 80.87 lakbs due to change 
in alignment of the degaussing besin. The actual completion 
cost of the work comnuted by Audit as Rs. 170.00 lakhs is 
however agreed to. But, this cost appropriately should not be 
compared with the cost for the same quantity of the work 
computed at the rates of the earlier contract. H at all a com-
parison has to be made, it needs to be done with the COSt com-
puted for that quantity of work which would have been done 
if the dredging of the degaussing basin had been completed 
under the first contract. The quantity of rock blasting which 
was inVOlved on the original location Was 1,26,200 CU.m. As 
a result of the shifting of the degaussing basin, a qUantity of 
32,000 cU.m. of rock was expected to be blasted and removed. 
However, as a result of the further review. of user requirements 
in July, 1978, it was decided to limit dredging to (-)I8M 

instead of -19.SM and this reduce rock blasting to 8.149 cu.m. 

Hence cost of the operation as ,per the original cOntract before re-
alignment of degaussing basin would have to be computed as-
suming, 1,26,000 cu.m. of rock blastin •.. " 

1.38. During evidence, a representative of the Ministry of Defence 
stated:-

"When we went into the first dredging contract we found that it in-
volved rock blasting of 1,26,200 cubic metres. If we had gone 
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ahead with the COIItt1Id and had pe with die work as wen 
as with the blasting of 1,26,200 cu.m. of rock blutiD& and its 
further removal, the total cost would have come to Rs. 2.22 
crores. That is w.hy we said that we took a wise decision of 
shifting the main cross of the degaussing basin, and stopped 
the dredging at the earlier place and save Rs. 52.2 laths. 

There are three points here. In the audit para, it is indicated that 
the rate of dredging is Rs. 3.50 per cu.m. This rate was appli-
cable only if the total quantity exceeded 5 million cu.m. As is 
found in the Audit paragraph itself, the total dredging was be-
low that figure. Therefore this rate was not applicable. S;mi-
larty, this quantity of 8,149 cu.m. rock blasting came up after 
we shifted the site. .4,t the original place, the quantity was 
1.26,200. So this figures also does not reflect the position cor-
rectly. We spent Rs. 170 lakhs OD the basis of the later con-
tract, where the rates for dredging as wetl as rock blasting were 
different. We have done 2.27 million cu.m. of dredging and 
then the rock blasting of 8.149 cu.m. We actually spent 
Rs. 170 lakhs. If we had spent as earlier estimated, we would 
have spent Rs. 222.22 lakhs and incurred an additional expen-
diture of Rs. 52.2 lakhs. We did not have spend much more 
because we shifted." 

1.39. In a further note the Ministry of Defence have stated: 
" .... The first dredgiJ)a contract did not have any rates for rock 

blasting and removal. These calculations presumed certain 
rates which the Government was agreeable to pay but which 
the contractor had not accepted." 

Actual expenditure is as foUows :-

'(i) Completion COlt ordredgiDg lilt .741akhs cu.m. partly @ 
Rs. g·7ocu.m. and partly@ Rs.8.lIOcu.m. 

(ii) Blasting and removal orrack 

·{iii) MobiIisat:on charges . 
(iv) Price escalation 

TOTAL 

Rs. IlIS.60 lakhs 

Rs. Il1.07lakhs 

Rs . 25.00 lakhs 

R.I. 9·S31akhs 

Rs. 170·00 lakhs 

1.40. Actual eltpenditure incurred is Rs. 52.22 lakbs less tIlu that 
'Wbkh might have been incurred had the work been completed in the first 
contract without shifting the position of the Degaussing: arms. 
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1.41. The actual amount of dretlaiDg work "one in DepussiD, BasiD 
is as under:-

13.97. Iakbs cam. of soft dredging under fint contract @ Rs. 3.70 
per CUoM. 

8.77. Iakhs cu.m. of soft dredging under the aecond contract @8.20 
per cu.m. 

8185 co. m. of lOCk blasting @107.25 per cu.m. 

92.21 cu.m. of rock removable @ 35.75 per cU.m. 

Additio1lQI expenditure 011 re-dredgill, 

1.42. The Committee learnt from Audit that ~  to the signing 
of second contract an additional expenditure of Rs .44 laths had to be in-
curred on the rc-dredging of the areas earlier dredged. In a note, the 
Ministry of Defence stated :-

"Silting in the channel is a continuous natural phenomenon and 
maintenance dredging is required to be carried out periodically. 
The quantity of siltation in the Degaussing Basin that would 

have occurred between the peirod 1969 and 1976 is estimated 
as 5 lakhs cu.m. approximately, 4.648 million cu.m. of dredg-
ing completed under the second dredging contract included re-
moval of the silt in the Degaussing Basin and therefore the 
estimated cost of removal or the silt from the Degaussing 

Basin is calculated as Rs. 44 lakhs at the rate of Rs. 8.20 
per cu.m. for 5 laths cu.m. 

Incidentally it is pointed out that 134 hectares of base complexl 
dockyard area was reclaimed through the first dredging contract 
when 4.92 million cu.m. of dredging was carried out. This 
reclaimed land was used for constrUction of buildings and faci-
lities of the Dockyard." 

Mobilisation Charges 

1.43. It is seen from the Audit Paragraph that a sum of Rs. 25 lakhs 
were payable to the contractor as mobilisation charges for dredging wort. 
80 per cent (Its. 20 lakbs) of the amount was payable within seven days 

of arrival of two dredgers (including the unloading dredger). The balance 
of RI. 5 laths was to be paid after completion of work. There was no 
return for mobilisation charges paid in May 1974 for the unloading dredger 
which required repairs in the dry dock before it could be put into opera-
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tioD. The Ministry of Defence intimated Audit in Jamaary 1979 that tho 
fact that the unloading cJred&ei was DOt operatioaal did DOt establish that 
!be same was not required or oould DO be made openwOllal, wheD required. 
The UDloacfmg dredger was. however, nOt utilised for the project. 

1.44. The Committee desired to know the reasons for payment of 
mobilisatiOll charges for dredging work UDder the second contract, when 
DO such charges were paid in the fint contract. In a DOte the Ministry of 
Ddeace stated:-

"Mobilisation charges were demanded by the contractors to off-set tile 
eXipCDditure incurred in bringing the additioaal dredger 
'DR1M' from abroad. Payment of such charges is normal in 
the contracts where initially a lot of eXpenditure has to be 
incurred by a contractor/Construction Agency, for mobilisiDl 
equipment and other such resources for execution of works 
which are equipment oriented. 

As far as the earlier contract was ·concerned, the contractor did 
not ask for mobilisation charges perhaps- because his other 
dredger was reponed to be employed on some work in India 
and seems to have been diverted from that place to OONP, 
Viz8&. work without much expenditure." 

1.45. The Committee enquired as to how the naval authorities had 
verified the reasonableness of Rs. 2S laths as mobilisation charges. In a 
Dote, the Ministry of Defence 5tated:-

'7he contractor was required to mobilise a number of vessels in-
eluding the dredgers and also bad to mue necessary provi-
sion of pipe-ines for pumping the dredged materials to the 
distant reclamation &rounds. It was also necessary for him 
to have proper workshop facilities to carry out the repairs. It 
was necessary for bim to make heavy investment prior to the 
actual start of the work. 

On' conclusion of the work, these equipments and worksbops were 
to be dismantled. If no provision was lIlade for mobilisation 
cbarges, the contractor was boimd to reflect the cost of tbese 
requirements in the dredgin, rates. Payment of Rs. 2S laths 
as mobilisation charges for dredging and reclamation, was 
considered reasonable under the second dredging contract. 
Payment of mobilisation charges for dredging bad also been 
recommended by the high level negotiating committee .... 



16 

Delay in trquiJition of Port Trust LtItttl and increase in coat '. . 

1.46. According to the Ministry of Defence, non-availability of 22 
acres of Pon Trust land opposite to Wharves and jetties, was ODe of the 
reasons for suspension of the dredging of the degaussing basin in 1969. 

1.47. It is seen from the Audit Paragraph that as far back as 1971, when 
the earlier dredging contract was stilI in force, the Port Trust had indicated 
their willingness to make available 22 acres of land, then estimated to cost 
Rs. 13.45 lakhs, subject to the Navy meeting expenses on the re-location of 
a Mercantile Training Establishment (3.66 acres) undcr the Ministry of 
Shipping and Transpon and a private boat building yard (1 acre) in the 
area. However, in 1972 the Navy considered that on security Considera-
tions, it was not desirable for the two establishments to continue in the 
am. 1be question. of shifting these establishments (at the instance of the 
Navy) remained under discussion till October 1973 when the Navy agreed' 
to allow them in the existing location UDtiI they are able to shift to a new 
location. The Navy also agreed to accommodate the private yard in ano-
ther unused space belonging to it and to pay the COst involved in its shifting. 
Thereafter, sanction of the Ministry of Defence was accorded in October 
1975 to the payment of Rs. 10.50 laths, to the Port Trust for re-siting the 
two establishments. In the meantime, quinquemlial revision of the valuc of 
the Pon Trust land due in March 1973 was undertaken by the Port Trust 
authorities in January, 1974; consequently, the delay in taking a decision 
by die Naval authorities resulted in addi&iODal payment of Rs. 21.52 lakhs 
(OYer the emtier estimated cost Rs. 13.45 laths) to the Port Trust (March, 
1975). 

1.48· The Committee CDqUired whether at the time of <:allUllellCing the' 
dredging wort, it was not visualised that additional laad would be required. 
In a note, the Ministry of Defence stated :-

1 

''1be initial agreement for the dredging of 5 mi!lion cu.m. with 
MIs. PIM was based on the aVailability of land hom. the V.P.T. 
However, in the course of subsequent discussions with the VPT 
it was gathered that they would have DO objection to dredging 
being carried out in their area provided the Ministry of Defence 
laid no claim to that area and hence negotiations were carried 
out with MIs. PIM for enhancement at the dredging quantity 
to 7 million cu.m. Processing of the case for the transfer of 
an additional 22.23 acres of VPT land to the Ministry to 
Defence, however, got delayed due to disputes regarding the 

modalities of ~ transfer as also the quantum of compensation' 
to be paid to the VPT. Further delay took plaCe on account 
of the demand for payment of compensation subsequently 
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raised by the VPI' for ~  two establishmonts which 
could only be finalised ill October, ~ .  

1.49. Elucidating the position further, the Ministry of Defence have 
stated in a subsequent note:-

"A Mercantile training establishment and a private boat builc!ing 
yard were located in the 22 acres of land proposed to be 
acquired from the Port Trust. Besides, a certain portion of 
the land was also held on lease by another private firm. Due 
to vital security considerations, Navy was reluctant to ac-
commodate the priavte establishments in the Naval Area. 
Relocating these establishments outside the area proposed 
to be acquired and ~  of the terms and conditions 

for the same took considerable time as it involved prolong-
ed negotiations between the Project Authorities, Headquar-
ters Eastern Naval Command, Naval ~  VJSakha-
patDam Port Trust and the Ministries of Defence and Sbipping 
and Transport. The areas could be ~  over only after 

mutually acceptable solution was arrived at. The delay in 
takiug over the land, thus, can not be viewed in isolation, 
but needs to be viewetf in the overall perspective of the 
security considerations as also the cost that we would have 
had to pay if the land had ben taken over in 1971. M 
late as July, 73, the Port Trust had demandrd Rs. 148.6 
laths as compensation for relocating the two establisbments 

out of the Naval Area. Ultimately it was decided to move 
the MercaDtiIe training establishment further south in the 
North-West Arm, and the private boat building yard was 
shifted outside the Naval Area. The compensation that had 
to be paid for this was only Rs. 10.5 lakhs. Even taking 
into account the enhanced land value that had to be paid 
(Rs. 34.97 laths as against Rs. 13.45 lakhs offered earlier) 
due to the. intervening quinqueDDial revision, a saving or 
about Rs. 116 laths had been achieved." 

1.50. The Chief Engineer, V.P.T. in his letter No. LNIPIlII4926 
dated 30-12-1971 addressed to the Director General Naval Project had 
inter alia stated: 

"In the various meetings held both at Delhi and also Visakha-

patnam, the Navy have agreed to dredge the N. W. Diagonal 
arm and reclaim the land required for shifting these installa-
tions. 
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lnspite of repeated rclllillders frOID the Port, tbe 'Davy has Dot fur-
Dished their pI'OIrlUUlO for dredging the diapal arm.1IId the 
reclamation o! the Iaad. The land required by the Navy OIl 
Eastem Bank of the N.W. Arm can be transferred ODly after 
the I.O.C. vacates the iDstallatioDS and T.S. "Mekhala", Boat 
Building Yard etc., are shifted to the North Western Diagoaal 
Arm to be dredged by the Navy. The extent of the land BDd 
cost of same is 22.23 acs. aad Rs. 13,44,915/-respectively. 
This rate is based on the quinquennial valuation of Pon lands 
and will continue till March, 73 when next quinquennial valua-
tion will be made." 

1.51. It is seen that in 1972 the Navy considered that on security con-
'Sideratioos. it was not desirable-for the aforesaid establishments to continUe 
ia the area. As these ~  ultimately continUed to remain in 
tbat area, the Committee enquired as to how far their existence was pre-
judicial to security considerations. The representative of the Ministry of 
iOefence stated during evidence:-

"One of the units which was existing there was Tirven "Co. This 
was a crane factory. We shifted this company towards the 
South. The second unil was the Boat Building Yard ",·hich 
was occupying one acre of land. This was also shifted away. 
The thirtl was the T.S. Mekha!a. This has been shifted to 
the South Side slightly. It has now been located in such a 
situation that it ceased to be a security risk. So, we took care 
of all the three establishments." 

1.52. The Committee enquired ~ to when the Navy's consent to ac-
commodate the private yard in another unused space and to pay the cost 
in"l>1ved in shifting the yard was formally communicated to the Port Trust. 
10 a note, the Ministry of Defence stated: 

"No formal communication was sent to Port Trust. This issue was 
however, dtscussed during ,"arious meetings including inter-
ministerial meetin2s." 

1.53. Asked about the reasons for de1av of about 10 months in accord-
"ing sanction to the resiting Of the two establishments in October, 1975, the 

ldinistry of Defence have stated:-

.. 

"The question of payment of compensation for shifting of the two 
~  was finally raised by the V. P. T. in December. 

1974. After further discussions with the V. P. T. authorities 
and exami:tation of all aspects of the proposal both at the 
Project level and in the Ministries of Defence and Finance • 
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it was possible to iuue GOVfl'llllleDt sactioD for RI. 10.5 
lath for the purpose OIIIy ~ October, 1975. There was DO 
unusual delay in handling the case." 

1.54. During evidence the representative of the MiDistry of DefelICe 
funber explained:-

"The point was that we could not settle the amount of compeasation 
to be given to the Port Trust for relocation. As early as 1973, 
when there was a joint meeting, the Port Trust asked Rs. 148 
laths for re:ocation of these establishments. It was after a 
great deal ot discussions both at Delhi and at VJS8kbapatnam 
that the Port Trust Authorities agreed to have a compensation 
of Rs. 10.5 lakhs for relocation of these establishments." 

1.55. Asked ~ to whether the fact of quinquennial revision of the 
value of the Port Trust land due in March 1973 was not known to the 
Naval authorities, the Ministry of Defence replied in the negative. 

1.56. Asked whether it was not a fact that the Chief Engineer VPT in 
his d·o. letter 4066/PT. II dated 30th December, 1971 had made mention 
of quinquennial review of VPT land and if so, for what reasons this fact 
was not taken note of, the Ministry of Defence stated: 

"Letter No. LP/P 111/4926 dated 30-12-1971 from. Chief Engineer 
VPT does make a mention of quinquennial valuation of Port 
lands ~  indicating the cost of 22.23 acres of land and its 
continuation till March 1973 when next quinquennial valua-
tion was to be made. However, it does not specifically state 
that the price of land proposed to be acquired by Navy was 
going to be enhanced due to next quinquennial valuation in 
March, 1973 ... Since a number of agencies viz. Project autho-
rities, Headquarters, Eastern Naval Command, VPT, Ministry 
of Defence and Ministry of Shipping and Transport were 
involved the deliberations/negotiations took considerable time 
and finalisation of the decision got prolonged. The question 
of shifting of the private establishments from the North Western 
Arm and the compensation to be paid had to be sorted out 
before the land could be taken over from VPT ..... 

1.57. During evidence the Committee enquired about  the reasons for 
delay in taking oVer 22 acres of land, when as early as in 1971, the Port 
Trust had indicated their willingness to make available this land. The 
Defence Secretary stated: 

"Here, the Naval Headquarters .~  had their own point of view. 
There were three establishments which were to be shifted. 
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These were to be shifted from the security point of view. For 
this purpose, some compensations should be given. The 
Navy's point of view is that certain types of establishments 
cannot actually function in that area. So, the decision could 
not be taken in a hurry. Ultimately, they had worked out a 
formula, and said that we could shift them which would mean 
so much of compensation. We went on looking into various 
alternatives and ultimately, after sometime, a kind of arrange-
ment was arrived at by which the shifting could be done. We 
could get land also. But it was done at a comparatively 
cheaper cost· We have given you the details of this cost. The 
compensatioll5 had been given to the 3 establishments, namely 
(1) TS Mekhala Mercanti!e-Training Ship, (2) Pritam 
Singh's Boat Building Yard and (3) Trrven & Company. 
Then we were to take over the land also. The demand of com-
pensation was Rs. 148.6 laths including shifting charges and 
all that came to Rs. 13.45 laths. The cost of land would have 
to be added to this amount. All put together, it would have 
been a colossal expenditure. But after the uegotiations, only 
Rs. 10.5 laths were to be paid as compeasation for re-location 
of the establishments and Rs. 34.97 1akhs were to be paid for 
the cost of land." 1 

1.58. The Committee called for copies of correspoodence/Minutes of 
mer:tinas held with the Ministry of Shipping and Transpon. Some relevant 
exu.ta tJ.refrom are (liven below:-

(I) Para 12 of the Minutes of the meeting on 22-5-1968 under the 
Chairmanship of Additional Secretary (Defence) to discuss 
the question of acquisition o( port trust land for the imple-
mentation of the scheme for the development of the naval 
base land i.e. Visakhapatnam. 

"DuriDg the discussions, it was pointed out by the Chairman, Port 
Trust, that the Port authorities have not been consulted by the 
Navy in formulating the expansion schemes. The Addl. Seq. 
regretted this omission on the part the Naval authorities. 
])GNP (V) stated that details of the Project Report not reveal-
ed due to security reason but in October, 1967 the final layout 
plan was personally shown to the Chairman. For proper co-
ordination hereafter, it was suggested by the Addl. Secy. that 
a committee comprising of representatives of the Ministry of 
Defence, Ministry of Transport and Shipping, Ministry of 

Fmance (Defence), Navy Port Trust and DGNP (V) be 
formed. This committee should meet from time to time to 
look into the requirement of the Port authorities whDe examin-
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iDa the plans of the Navy. 'Ibis committee should also be 
eDtruSted with implementation of various decisions arrived at 
from time to time. II 

(2) Para 11 of the Minutes af the meeting held in the Room of 
Secretary, Ministry of Shipping and Transport em 30-5-1969. 

"Shri .... emphasised that the port authorities were not consulted 
by the Defence Ministry before they entered into a contract 
with the Yugos!avs for dredging the area belonging to the 
Port. He said that the Port authorities could not be made 
a party to a contract which was concluded by the Navy 
without prior consultation with the Port authorities .. Vice 
Admiral .. said that it would not be correct to say that the 
Port authorities were DOt kept in the picture in regard to 
the formulation of tbe Naval expansion programme as copies 

of the relevant plans and details had been supplied to the 
Port authorities." 

Reali,runen.t of Berths Nos. 12 and 13 

1.59. According to the Ministry of Defence yet another rea50D for 
suspension of the dredging of the depassiog basin in 1969 was that Drcdg-
ina of Flood channel could not be taken up in the absence of a decision on 
the proposal for the realignment 01. two Berths Nos. 12 and 13, which 
would affect the confiauration of the ch8llllel. The Committee desired to 
know the reasoDs for delay in lakin, this decision. lbe Director General 
Naval Project stated:-

"At the time when this contract was on, there was a proposal to 
have a ship building yard and the ship buildiog berths. AHan-
ment of the berths was connected with the flood channel. We 
had to ttt the ezpert report from the CWPRC P1me. Their 
reply bad DOt come in time before this first cODbaCt was sUS-
pended. Even tboup DOW a decision has been taken not to ,0 in for ulin, these berths for ship building, the alignment 
has been done under the advice ot. the CWPRC Pone-" 

1.60. Elaborating the position further the Ministry of Defence have in 
a note furnish subsequently at the instance of the Committee stated: 

IIAt the time of finalisation of the scheme to be adopted for the 
construction of the Naval Doctyard, it was felt that along with 
the construction of Dockyard there should also be facility for 
ship construction and this could be advsntageously sited next 
to the Dry Dock. As sufficient space was not available by the 
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&ide of the proposed Dry Dock it was felt that this could be 
provided if Berths Nos. 12 and 13 were realigned. However, 
before going ahead further with this proposal it was considered 
necessary that the implicatioDS 01. such a move be studied by 
CWPRS, in of the likely effect on the coming of the Flood 
Channel. Hence, this matter was referred to CWPRS. In 
turn, CWPRS prepared a model and took up the requisite 
studies pertain to the effect of the Flood Channel. This process 
took considerable time in reaching a proper scientifically bas-
ed conclusion and hence it was decided not to take up the 
dredging of Flood Channel at that stage. 

The issue of construction of Berths Nos. 12 and 13 was discussed 
duriug the meeting of the Steering Committee held on 19 and 
20 July 1974. Nter integrated studies made by Naval Head-
quarters, when various connected technical problems were con-
sidered, it was finally decided to drop the construction of 
Berths Nos. 12 and 13. 

Rail<um-road Bridge 

1.61. According to the Ministry of Defence still another reason for sus-
pension of the dredging of the degaussing basin in 1969 was the non-dis-
mantling of rail<um-road ~  by VPT of the river Megodrigedda which 
was scheduled to be dismantled by June 1969 as per original programme. 
Since the non-removal of rail<um-road bridge necessitated maintenance of 
the loop bridge across the North Western channel, dredging in the area in 
the immediate vicinity of the diversion loop could not be undertaken. 

1.62. The Committee desired to know the reasons for delay in the 
dismantling of the rail-cum-road bridge by VPT. The Director General 
Naval Project stated during evidence: 

''The rail-cum-road bridge along with the loopline was a vital 
supply line for the shipyard. Initially, they thought that it was 
easy to dismantle it, but fOr re-alignment of the loopline etc. 
the railways took their own time. The same bridge bas not 
the main water pipeline to the port. CPWD authorities toot 
their time. What they thought could be dODe in 1969 was a 
little optimistic. Practically, it is not achieveable. Before they 
could do it, they have to have an alternative rail<um-road 
bridge. In 1969 they said they could do it, but it was not 
pbysically possible." 

1.63. The Committee enquired whether the Naval authorities had for-
mally taken up the matter with the VPT when they Ifailed to complete the 
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.tilmantling of ,the bridge as per scbedule. The Director Geaeral of die 
Project Itated:-

"It is mostly discussions. There is very little on record. It was 
~  in 1971-72; and it bad to be tied up with the c0m-

pletion of the big ~  bridge at the extreme n0rth-
west. That was the original decision. It bad first to 
be dismantled. We did not do it. The Pan Trust did it." 

Procurement of a motOr boat not needed 

1.64. It is seen from the Audit Paragraph that in January, 1972, the 
Ministry of Defence bad sanctioned procurement of a mOtor boat tor the 
project at an estimated cost of Rs. 1.32 lakbs. ~  boat procured through 
the Director General, Supplies and Disposals at a cost of Rs. 1.04 laths 
was scheduled to be delivered in May 1973; but was actually received in 
January, 1977 Although the requirement was projected in August, 1970 
for purpose of inspection and measurement of dredging work, the boat 
could not be used due to:-

-no qualified crew being available to operate the boat; 

-provision in the dredging contract tor the contractor to proYide 
at his cost a boat to the project aUlhorities for inspection and 
measurement of work done; and 

-oon-materialisation of attempts to transfer the boat to a neigh-
bouring dry dock project till December, 1977. 

1.65. The Committee enquired about  the reason for delay in delivery 
of the motor boat and also whether the ~ was used for inspection and 
measurement of dredging work. In a note, the Ministry of Deience have 
stated:-

"Supply of the Motor Boat was delayed by the firm due to-

(a) non-availability of Acrilite and Hardner etc. 

(b) sit-down strike at the Boat Yard. 

(c) paucity of liquid funds with the firm. 

The Boat was used for inspection/measurement of dredging . ~ 

'1.66. The Ministry had intimated Audit in January, 1979 that the bOat 
was transferred to the Naval Command Boat Pool to avoid fresh employ-
ment/recruitment of necessary crew and it was always available for use in 
the Project. The Committee desired to know as to when the boat was trans-
ferred to Naval Command Boat Pool and also whether it had been used 
since then. In a note, the Ministry of Defence stated: 

"The boat was issued on loan to INS Circars i.e. Command Boat 
Pool during March, 1977. From this period, the Motor 
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Cutter was in use by INS Circars aDd INS Kadmat at tiereDt 
intervals on different sanctions from HQ ENG. upto l1Y"arch, 
1980. The boat stands permanently transferred to Admiral 
Superientendent Dockyard from 12-3-1980." 

lnf;uctuous Expenditure on Oxygen Plant 

1.67. It is stated in the Audit Paragraph that in January 1972, the 
Ministry of Defence accorded sanction, inter alia to the provision of a build-
ing for installation of an oxygen plant at a cost of Rs. 3.49 laths, revised 
to Rs. 8.87 lakhs in April, 1975. As per the Project Report, the oxygen 
plant was to be procured from abroad. In November, 1973, it was 
decided by the users to instal a captive oxygen plant of indigenous make. 
During the project·review meeting held in September, 1974, a decision was 
taken to defer installation of the plant and to procure liquified oxygen. The 
Committee desired to know the reasons for deferring the installation of the 
captive plant. In a note, the Ministry of Defence have stated: 

"The proposal to instal a storage plant for liquified oxygen was 
considered and approved by NHQ during Noveolber, 1976/ 
January 1977. This decision was mainly based on economic 
consideration whereby the expenditure on a captive plant esti-
mated to cost Rs. 30 laths has been saved. 1be storage plant 
will be supplied on free loan issue and the oxygen used would 
be paid for on DGS&D rate/contract rates. This would fur-
ther r.!duce the operational and man-power cost." 

1.68. To a question whether any captive plant of indigenous make had 
been procured, the Ministry of Defence have replied in the negative. 

1.69. The Committee desired to know the reasons why the work of 
construction of building for installing the captive oxygen plant was com-
menced in January, 1976, when it was decided to defer its installation in the 
Project Review meeting held in September, 1974. In a note, the Ministry 
of Defence have stated:-

"The Captive (Oxygen) Plant was proposed to be located only in 
a part of Building No. 24 which was also intended to house the 
liquid gas storage taDb and the gassification plant and also 
used for storing the oxygen, Acetylene, Argon and Carbon Di0-
xide was cylinders. Since the decision taken at the Review 
Committee Meeting held on September 1974 was only for defer-
ment of the Captive Plant and Dot for its abandolunent, it was 
deemed prudent to cater for the foundation work of the entire 
Building N4J. 24, including the Captive Plant at ODe time, as 
execution of a small plling job later on would have been both 
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difficult and expensive. The decision not to go in for a Cap-
tive Plant was t$en only in January, 1977 by whitb time the 
entire piling work. for Building No .. 24 bad been completed. 
Out of a total of 61 piles provided for Building No. 24, only 
14 have been rendered surplus due to non-estabaJisbment of 

the Captive Plant, portion is now proposed to be utilised for 
installing the VIE Plant/Evaporatory Receiver." 

1.70. TIre Committee further enquired as to why the question of instal-

lation of the storage plant for liquified oxygen was not considered initially. 

In a note, the Ministry of Defence bave stated: 

"The original Project Report bad envisaged a plant for gassification 

of the liquid oxygen. After discussions with the foreign Spe-
cialists it was decided to go in for a captive oxygen plant in lieu 
of a gassification plant as this offered a higher capacity and 
greater flexibility in operation by avoiding dependence on out-
side agencies. 

In September 1974, it was decided to defer the installation of a 
captive plant to Phase II of the Project mainly with a view to 
phasing out of the expenditure. However, after consideration 

of the matter, it decided in November 1976 not to in for a cap-
tive plant as it was assessed that the plant would have been 
grossly under-utilised in the initial years and also because the 
return on the capital investment for the captive plant would 

have been more than adequate to buy oxygen from the trade. 

Thus the initial planning was based on the Soviet Project Report 
and discussions with the Soviet Specialists. Only in November 
1976 after considering all aspects of the case, it was decided to 
go in for liquid oxygen storage plant." 

1.71. The Audit Paragraph has pointed out that had the decision of 
November, 1976 to go in for liquid oxygen storage plant been taken initially, 
the expenditure of Rs. 1.20 lakhs incurred on construction building for 

~  the captive oxygen plant would have been saved. In a note on 
1he subject, the Ministry of Defence bave stated: 

.. An expenditure of Rs. 1.20 laths had been incurred for providing 

piles for the captive oxygen plant portion of Bldg. No. 24, so 
far the superstructure has not been provided over this part of 
the building. The building will now be completed and used for 
installation of the vaccum insulated evaporator plant. Thus 
there bas been no wasteful expenditW'e on the pilling work. 
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The decision to JO in for a captive oxygen pklnt was based on the 
~  of the specialists. This decision bad be re-
viewed in the light of subsequent developments .... 

The work done on providing pile foundations in this area bas thus 
not gone waste as these piles will be used now. As a metter of 
fact, by getting the work on pilling done earlier, an amoUDt of 
Rs. 3,135/-per pile (Rs. 43,890/-for 14 piles) bas been saved 
as compared to the current rates. Moreover, in the case of 
pilling work, a considerable portion of the overall cost pertains 
to the mobilisation cbarges, i.e. the initial expenses required for 
bringing the pilling rigs and other connected rigs to the concern-
ed site and laying other connected infrastructure. All this ex-
penditure would not be incurred now. 

There is also considerable difficulty in doing the pilling work very 
near to an existing building. 

Indeed taking up pilling of the in question along with construction 
other piles reflects good planning the interest of economising 
the overall costs." 

1.72. Govel'llment approved iD September 1968 a project for 

developlDent of facilities for repair aDd maiDtelUUlCe of Daval craft .t 
VisakhapatDam. ODe of the DJDiD items 01 work in the project was capital 
dredging iD tile dockyard area. The areas pIaDDed for drecIgiDg iDcluded 
the maiD cbaunel, the 800d ChODeI aDd the deg8DSSiDg hasiD. 11ae Soil 
iDvestigatious laboratory tests were carried out in the degaussiDg bUia 
betweeD Marcia, 1968 and December, 1972 .t • total cost of Rs. 10.89 
Iakhs (as agaiast &s. 5 Iakhs sanctioDed iD February, 1968). The CollllDittee 
fiDd that die cIredIiDg Of the depussiDg basiD wWch was comJDellCed ia 
December 1968 IDd to be suspended in November 1969 (with retrospec-

tive effect from August, 1969) due to the eDsteDCe of rocks aDd die site 
had to be sllifted after aD expeDditure of as. 50 lakhs had beeD illClll'l'ed. 
TIle work could DOt be resulDed for as loag as 9 year i.e. till 1978-79 
for tile foDowiDg reasoDS: 

(i) QuautmD of rock eDCODDtered ia the depussiDg buiD to be 
blasted was fODDd larger thaD dIlt anticipated whicb necessi-

tated the restiDg of the degaussiDg basiD. 

(ii) NOD-avaP.biIity Of 22 acres of Port Trust land opposite the 

wbanes ad jetties. 

(iii) Noa-dIsmudiDg of raD-CIIID-road bridge scheduled to be 
.. dis ...... tled by la.e, 1969 by the Port 1'rIIIt. ... . .. 
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(iv) W8IIt Of dedsi_ OR the proposal for the realigDment 0( two 
berths Nos. U and 13. whicb would dect the coDfipnltiaD 
of tile c ..... L 

1.73. The Committee &ad that 9 bore boles were dug on a trial basis ill 
the degau.'iSing basin. DoriaK die actual execution of the work, it was how-
ever revealed tlut the overlying strata could not be dredged as earlier 
visualised as rock was found in a portion Of the degaussing basin in the 
shaiN! cross 24 metres long and 65 metres wide. 

1.7-'. During their visit to the project site in Jannary, 1981, a Study 
Group of the Committee were informed that even during the pattern 

~  decomposed rock was fouud in oue of the bore holes between a 
dept" of 15 to 18 metrcs. The representath'e of the Ministry stated that in 
e\'idcnce that the normal pattern Of spacing was followed in this case. He 
added "But ~  wiII agree that here was an abnormal situation •••. 
Accordings to the norm::1 ~  survey, this was not bad but it happened 
that a particular place was \'Cry bad. so a second experiment "'as made." 

1.75. Considering tbe fact that the soil investigations in the area COD-
tined for as long as 4t years i.e. from Marcb. 1968 to December. 1972 
the Committee can only infer that the investigations done before actual 
commencement of the dredging operations work far tOo inadequate. It is 
unfortunate that in spite of clear indications of rocky strategy. the survey 

~  itself was not considered necessary to defer the dredging opemtion, 
it became unavoidable later on. It woold be seen from the succeeding 
panlgrapbs tbat this resulted in considerable amount of avoidable expenditme 
and delay in completion of the project. 'I1Ie Committee therefore stroagly 
emphlsise the need for carrying out thorough and intensive soil investiga-
tions before commencement of "'ork on such projects. 

1.76. It is seen from Paragraph 19 of the Report of Comptroller aud 
Auditor General of India (or the ~  1974-75, Union Government 
(Defence Services) that though tbe suspension of tbe first dredging contract 
was to be without any financial implications. the contractor pot in a claim 
in JllDuary 1970 for Rs. 56.35 lakhs. It was beld that although the SDS-

~  of work was agreed upon after mutual discussion. the contractor's 
point. that tbe record of discussion does not constitute a legal modification 
of the contract was not without legal force. In October. 1973. sanction 
for Rs. 25 lakhs was accorded on the bais of a negotiated  setftement witb 
colltractor in settlement of aD his claims. It was also liecided that work 
under tbe first contract would be deemed to have beeII completed and a 
fresh settlement would be negotiated with the same contmctor for the 
residual quantity. 11ae seCond dredgiIqr contract was entered in February, 
1974. 

429 L.S.-3. 
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1.77. 'I1le CoDUDittee fiIId daat COIISiderabIy JUaber rate IIad to be paid 
·lowards cost of 50ft dredgiDg ia tile fresh coatract. As apiast Rs. 3.50 
per cu.a. for tile endre quantity of 22.74 Iakb cu.m. COIdr8cIed for earlier 
the rates actuaDy paid were Rs. 3.70 per Cllolll. for 13.97 Iakh ca.m. and 
Rs. 8.20 per c....... for the remaining 8.77 Iakb CILID. 'I1Ie rate 01 rock 
ItJastiDg also weat up from Rs. 85/-per aLID. to Rs. 107.25 per CU.Mo ad 
8utt of rock removal from Rs. 28.02 per cu.m. at as. 35.75 per CILIIL 
Ja additioa, tile conttactor had to be paid mobilisation charges 01 die order 
(If Rs. 25 laklu and price escalation to the extent of as. 9.33 Iakhs. 

1.78. TIle Committee tIms &ncI tlDt as against the anticipated expendi-
ture of Rs. 89.13 Iakbs the completion cost of dredging and rock bIastbIg 
ia the cleganssing basin ~  to Rs. 170 Iakbs i.e. an increase of 
Rs. 80.87 Iakbs (91 per cent). Ministry's contention is that bad the site of 
the ~  basin not been shifted, the expenditure woold have been 
still higber (Rs. 222 Iakbs). Thns, according to the Ministry there was 
actually a saviag of Rs. 52 lakhs ia spite of iacreased rates allowed in 
the second contract. 

1.79. WbIie the Committee do not clispnte the soundness of the decision 
to shift the site of the degaussing basin where considerably less rock blast-

ing had to be done, they consider that having landed themselves in a d-
colt situation the project antborities bad bardly any cboice bnt to accept 
the revised terms of the contractor. 

Thns, the initial wrong location Of the site of the degaussing basin was 
nsponsible for mnda of the extra expenditure that bad to be incurred DIlder 
tbe second contract (Rs. 80.87 lakbs inclnsive of Rs. 25 lakbs as mobilisa-
tion charges wbicb bad to be p:lid to the contractor in settlement of Itis 
claim arising ont of the suspension of the first contract). 

1.80. The Committee note that ia 1971 when the earlier dredgiag 
contractor was stiD ia force, the Port Trust antborities indicated their wiII-
iugness to make available 22 acres of land at an estimated cost of Rs. 13A5 
Iakhs. Processing of the case for the transfer of the land to the Miaistry 

ef Ddence however got delayed doe to diJpntes regarding the mocbIities of 
the transfer as also the qnantnm Of compensation to be paid to the VPT. 
Further delay took place on acCODDt of the demand for payment of com-
pensation snbseqnendy raised by the VPT lor shifting of two establish-
ments viz. a memantle traiaiag establishment _ a private boat baiIdiq 

,... wbidl cOldd only be finalised ill October, 1975. 

1.81. Ai emy • ia May 1968 it ....... decided that a co· ...... 
comprilillg Of tile represe., •• ti,es Of the MiIIistry of Defence, MIDiItry 01 
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~  ud TnlUport, MbIistIy of F'iDaaee. (Deface), NDy, Port Trait 
· aud the DGNP(V) be formed to look Into the requireDIeat of port aaGao-
rities wIlDe examining the pIas of the Nny. The Committee was also 
·entrusted with implellleDtation of various dedslou .med lit from time to 
time. - .. 
1.82. From die Minutes of inter-miaisterial meetiap beld from time to 

time. the Committee find that the IIDai authorities theJDSelves were respoa-
· sible to some extent for lack of progress in the initial stages. In a meetiag 
beld in MIU'C., 1968 It was pointed oat that the Port Authorities bad not 
been couuHed by the Naval authorities in formulating the espusion 
schemes. A yeor later it was again pointed out in the meeting held on 
· 30 May, 1969 that the port authorities were not consulted by the Defence 
Ministry before they entered iuto a coatnlct with the tore. &rm for dredg-
iug in the area beloaging to die Port. It was held out that "the Port auth0-
rities could not be made a party to a contract whicb was concluded by tile 
Navy witbont prior consultation with the Port auborities." 

1.83. It is unfortunate that the Port TrUst authorities were not takea· 
· into confidence by the Naval authorities and their concurrence obtained 

'for the dredRing work iu an area whicb still belonged to the latter. 

1.84. In regard to the question of compensation to be given to the Port 
Trust for re-Iocation of the two establislllnents, it was after protracted 
conespondence and discussion .... t the VPT agreed to scale down its 
demand from Rs. 148 lakhs to Rs. 10.5 lakbs. The Committee do not 
quite appreciate wby tbe two Central Ministries viz. the Ministry of 
· Defence and the Ministry of Shipping and Transport could not settle the 
matter expeditiously. 

1.85 The Committee find that on seconnt of the qninquennial revisioa 
of the value of the land nndertaken by the Port Trust authorities m Juu-
ary, 1974 the Navy bad to incur an additional expenditure of Rs. 21.52 
lakhs. This is directly attribubble to tile delay in taking over tile land. 
nat such a review was due in March, 1973 had been made clear by the 
Port Trust authorities in their letter of 30 December, 1971 wilieb stated 
· inter alias: this rate is based on the . quinquennial valation of. Port 
lands and will continue tiD March, 1973 when next quinquenDiaI ValuatiOD 
wiD be made." 

· The reply Of the Ministry of Defence that the letter "does not sped&caBy 
· sfl:lte that the price of land proposed to be acquired by Navy was goinI 
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to be eaIIaaced due to aeza quiaqaeDDial wluatioa ill March, 1973", dlere--
lore, fails to carry c:oaftdio&. 

1.86. The Co'-ttee COIISider ..... tile MiDistry of DefelICe did DOt_ 
pursue tile matter eaerxeticaUy ao .... with the Miabtry of SldppiDg and 
Transport aud iDstead allowed tile cWlerence between the Port Trust 
authorities and the NlVy to simmer. It is also obvious tat the coordina-

tion Committee formed at the project level did not enjoy sdident 
authority to sort out the diJ(ereuces and take on the spot decisions. The 
Committee consider that iD such cases scope should be provided to the 
co-ordiDation committee at the project level to take decisions so that the 
projects do DOt get bogged down due to departmeotal wranglings. 

1.87. The Committee find that an iodeot was placed 00 the DGsaD for 
procurement of a motor boat for purposes of inspection and measurement 
Of dredging work ooht-ithstandiog the fact that there was a specific provi-
sioo iD the dredging cootract for the contractor to provide the same at his 
cost. The DGS&D could deliver the boat oaly io Janll3l'J, 1977 after a 
delay Of as moch as three years aDd eight months. As the boat was not 
used for the project. it was issued 00 loan to the Naval Command Pool and 
~ permanently transferred to Admiral Supdt. Dockyard in March, 1980. 
An expenditure of lb. 1.04 Iakhs was therefore rendered iofructaous. 'I1Ie 
Committee would like to be apprised why the boat was at aD purdIased and 
why the matter was DOt reviewed duriDgdie exteoded period of deUvery of 
the boat. The Committee dbapprove Of such wasteful e ... diture and 
would expect the MiniStry to guard against such lapses. 

1.88. The Committee Dote that in Janoary, 1971 the Ministry of 
Defence bad accorded sanctioo for the provision of a buDding for instal-
Iatioo of an oxygeo pIaot at a cost of Rs. 3.75 Iakbs, which was revised 
to Rs. 8.87 lakbs iD April, 1975. OrigiDaDy the oxygen pbnt was to be 
procured from abroad. 10 November, 1973 it was decided by the users to 
instal a captive oxygen plant of an indigenous make. During tile project 
review meeting held in September, 1974, it was decided to defer tile iDsta1-
)ation of the plant and to procure Iiquified oxygen. Notwitbstandblg the 
decision taken in Seph.'mber. 1974 to defer instaDation 01 the oxygea p_" 
work 00 a portioo of the buDding for installiog the plant was commeaced 
ill January, 1976 and stopped only after it llad progressed upto pUDtII level' 
and an expenditure of Rs. 1.20 Iakhs had beeo incurred. 

1.89. ID November, 1976 it was decided DOt to go in for tile captift-
plant as it \105 assessed that the plant would be grossly aader-udlised In 
tile initial years and also because the return ou tile cqIt8I ianltaInt woaIi-
lie more .... D ~ to boy oxygeD fro .. the trade. 
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AppareDtly, lite MiDistry Of DefelICe did DOt na__ carefBIIy tile 

·ecoaoaUes of die proposal while ClCConIIDg saDdion for eoastrudioD fIl 
building. 

1.90. 11Ie Colllllllttee are surprised fila. dedsiODS involving expeDditure 
Gf snbstantial SDJDs of DIODey from the ExdIequer are Dot takeD witIa pro-

-per c=are. The Committee expect that in fDtDre greater ciIre would be tHea 
at the Ministry level in scrutiDising the proposals received from lower for-
mations so that wasteful expenditnre is aVoided. 

D ..... 
DISPOSAL OF ALUMINIUM SCRAP BY AN ORDNANCE FACfORY 

_Audit Para 

2.1. For disposal of SOO tonnes of aluminium scrap (turnings and 
borings) factory 'X' sent tender notice on 6th May 1978 to the Director 

'General of Commercial Intelligence and Statistics (OOCIS) for publication 
in the Indian Trade Journal of 17th May 1978 and to the Director of Ad-
vertising and Visual Publicity (DA VP) for publication in all leading news-
papers. The notice was published in the trade journal of 5th April 1978, 
which was printed (at Calcutta) only on 7th June 1978 and became available 
for sale from 13th June 1978. The tender notice sent to DA VP by ordinary 
post, however, did not reach him and as a result, no advertisement appeared 
-in the newspapers and factory 'X' also did not pursue this. 

2.2. As per disposal instructions, 6 weeks were to be given between the 
date of issue of tender notiCe to the OOCIS and DA VP and the date of 
'opening of tenders. out of which 2 weeks were allowed for publication of 
tender notice in the trade journal and newspapers and 4 weeks were to be 
allowed to the trade to offer quotations. In this case, althoup the tenders 
were to be opened on 20th June 1978, the trade journal in which the tender 

-noti::e was published, became available for sale only from 13th June, 1978 
and thus, only one week was available to the trade to offer quotations. 

-Tender forms were sold by factory "X' between 10th June and 19th lune. 
1978 to 27 parties (including 17 local firms) of which 15 parties had t1Ctuolly 
applied for the far",., between 22nd May and 13th lune 1978 t(even before 
-publication ,of the advertisement) and the remaining 12 after the publication 
. of the advertisement. Of the 27 parties, only 10 were from outst31ions and 
two of them had actually applied for tender forms on 22nd May and 6th 
luno 1978 respectively referring to the publication in the trade journal al-
though it was yet to be published. 

2.3. Out of 20 offers (including 14 from local. parties), which varied 
'from Rs. 4,600 to Its. 6,100 per tonne, opened on 20th June 1978, only 
'5 were considered as vaHd. The others were rejected mostly on the ground 



32 

of non-payment or payment of inadequate amount of earnest money. The-:-
S valid offers were as follows: 

---
Firm 

Rate Quoted per tonne Qpantity Cor which 
(inclusive or exciIe liUty) quotai (in toDDCI) 

----Rs. 
'A' 6,050 100 

B' 6,030 200 

'0' 6,021 200 

'u' 5,600 25 . " ..:. 5,200 20 

----_ .. _. 
('A', 'B', 'C' and 'D' were local firms. Besides firms 'B' and 'C' had the 
same address and telephone number) 

2.4. No reserve price was fixed for the sale even though it was required 
to be fixed under orders of November 1973 and the price of the scrap was. 
indicated as Rs. 9.330 per tonne in the ledger. Although. the offers received 
were about 35 per cent below the ledger price, factorY 'X' informed firms 
"A', 'B' and 'C' on 5th July 1978 that their offers were acceptable subject 
to fulfilment of certain conditions regarding removal of the scrap and pay-
ment of its cost etc. and concluded (lOth July 1978) a contract with firm 
"A' for sale of 100 tonnes at Rs. 6,050 per tonne. 

2.5. Meanwhile, a joint complaint was made by a few dealers on 7th-
July 1978 to the Ministry Qf Defence alleging that wide publicity was 
not given to the disposal of scrap and that tender papers were sold to and 
submitted mostly by one single individual who had floated e number of 
firms. 1be dealers also alleged that an offer of Rs. 10,880 per tonne for 
the same scrap was received by faCtory 'Y' on 16th June 1978 and request-
ed that either retendering be ordered or the scrap be sold to them at 
Rs. 8,000 per tonne. The matter was taken up by the Director GeneraJ, 
Ordnance Factories (DGOF) with factory 'X' on 13th July 1978 and it 
was also advised at the instance of the Ministry, to withhold supplies of 
scrap to firm 'A' and not to enter into contracts with firms 'B' and 'C' pend-
ing further instructions. The allegations made by the dealers were refuted 
by factory 'X' on 13th July and 20th July 1978 and in July/August 1978, 
the OOOF also corroborated this to the Ministry of Defence. The Minis-
try, however, considered (November 1978) the question of reteDdering the 
sale in consultation with the legal adviser. As a firm contract had already 
been entered into (10th July 1978) with firm 'A' and firms 'D' & 'CO had-
accepted (lOth July 1978) the revised CODditions intimated by-
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factory 'X' on 5th July 1978, factory 'X' was instructed (January 1979) to 

deliver supplies to firm 'A' and to conclude contracts ~ firms 'D' and 
'C'. Accordingly, contracts were concluded with firm 'C' (for 200 tonnes at 
RI. 6,021 per tonne) BDd finn 'B' (for 200 tonnes at Rs. 6,030 per tonne) 
on 31st January and 2nd February 1979 respectively. The scrap was re-
moved by the three firms by June 1979. 

2.6. The Ministry stated (November 1979) that: 

-as large number (27) of applications for tender formS were re-
ceived., there was no reason to doubt that the sale notice did 
not receive wide publicity; 

-the advertisement for the sale was displayed on the factory notice 
board kept outside the main gate of the factory; 

-no reserve prioe for sale of non-ferrous scrap by tender was to be 
fixed; 

~  to cenain arithmetical errors, the ledger price was wrongly 
recorded in the ledger as Rs. 9,330 per tonne in place of 
Rs, 2.200; 

-the allegations made by the dealers were investigated before alow-
ing the firms to life the scrap and found to be baseless; and 

-the scraps sold by factory 'X' and 'Y' were of different grades. 

2.7. During 1976 and 1977, loose aluminium scrap stored in open was 
sold at Rs. 5,500 per tonne by factory 'X' to trade and National Small In-
dustries Corporation (NSIC) and at Rs. 5,500 and Rs. 6,000 per tonne by 
factory 'Y' to NSIC. However, while the selling price was almost the same 
during the two years in the two factories, factory 'X' could sen the scrap 
at a maximum rate of Rs. 6,050 per tonne against the tender of May 1978, 
whereas factory 'Y' had finalised the rate of the same type of scrap (loose 
scrap stored in open) at the same time at much higher rates varying from 
Rs. 9,2S0 to Rs. 10,923 per tonne. Thus, the price obtained by factory 
ex' for the scrap sol dduring 1978 was not in confirmity with the pre-
vailing market price. Computed with reference to the sale price 

(Rs. 9,250 per tonne) of factory 'Y, the less realisation by factor ex' in 
the disposal of 500 toones of aluminium scrap during 1978 at lower rates-

1LDlounted to about Rs. 16.10 laths. 

2.8. The fonowing are the main points that emerge: 

-The tender notice having been published _ (13th June 1978) in 
the trade journal only (not in newspapers) the trade got only 
one week for offering quotations and thus, wide publicity was, 

not given. 



.--Applications for tender forms were received by factory 'X' even 
'before tbepublicatlon of the advertisement in the journal. 

--No reserve price for the sale was fixaI even though it was reqwr-
cd to be fixed under orders of November 1973 and the offers 
of Rs. 6,021 to Rs. 6,050 per tonne whicb were about 35 per 
cent below the then recorded ledger price (Rs. 9,330 per tonne) 
were accepted; the ledger rate of Rs. 2,200 per tonne indicated 
in the reply of the Ministry was fixed in 1957 and could not be 
valid for sale in 1978. Due to failure of factory 'X' to observe 

the rules regarding the disposal of material, the disposal of 500 
tODnes of scrap involving less realisation of about Rs. 16.10 

laths. 

[Paragraph 11 of the Report of the Comptroller and Auditor Gene-

ral of India for the year 1978-79, Union Government (Defence 
Services)] . 

2.9. The basic point that arises out of the aforesaid Audit paragrapb 
is tbat the Ordnance Factory in question did not give wide publicity to 

proposal for sale of 500 tonDes of aluminium scrap and due to failure of 
the Ordnance Factory in observing the rules regarding the disposal of 

material, there was less realisation of about Rs. 16.10 laths. 

2.10. The Committee desired to know the procedure that bad been 
laid down to ensure that notices sent to DA VP for publication on a parti-
cn1ar date have been confirmed fOr publication in newspapers on that 
date. The Ministry of Defence stated-: ''There was no sucb procedure 
laid down in the past by which it could be confitmed that whether a 
particular advertisement has been published by the DGCI'&S, Calcutta 
or DAVP on a particular date. However, according to the disposal pro-
cedure in existence suflicient time of 4S days is given to the DA. VP for 
publication of the tender notice before die actual date of its opening. The 
tender notice is sent in Registered Cover simuhaneously to the Director 
General of Comftlercial InteDigence and Statistics, Calcutta and Director 
d Advertising and Visual Publicity for publication in the Indian Trade 
Journal and the leading Newspapers respectively. In order, however, to 
-enSure tIlat the actvenilement has actually been published on the due date 

i.e. sufliciently before opening 01. the tender and to postpone the opening 
'Of the tender, in case the advertisement has failed to appear in the Journal! 
Newspapers on the due ~  the following instructions have now been 

"issued to all the Ordnance Factories to ensure: 

(a) that tender notices are sent to DGCUrS and DA VP by Re-
gistered post; 

--------------
-Not vetted. 
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(b) that the advertisements appear in the ITJ aDd NewSIMPOII 
sufficiently before tbe tender opening date; 

(c) if by any reason the advertisementsrTender Notices do not 
appear sufficiently in advance, the IXJCUrS and DA VP is 
chased up for publication of tbe Tender Notices and simul-
tmeous action is taken to-extend the tender opening date 
suitably so tbat not onty adequate publicity is given to the 
Tender Notice but also sufficient time is left at the disposal 
of Trade for participation." 

2.11. In reply to another question as to wby the Ordnance Factory did 
not pursue the tender notice sent to DA VP foe publication by ordinary 
post when the same was not published in the trade joumal of 5.4.1979, 
the Ministry stated: * "There was no sucb procedure laid down under 
which it was the responsibility of the factory to cbeck wiJft the Advertising 
agencies whetber the advertisement had actually been published. Moreover, 
since no such mishappening of abnormal delay/date publication/nOll-pub-
lication had ever come to nOtice jn the past, it could not be foreseen/sus-
pected by the factory that the journal would not be actually issued! 
marketed on the due date." 

2.12. The Committee required as to why was it that the OrdnanCe 
Factory did not consider retendering in view of the inadequate time allowed 
to prospective buyers. The Ministry stated in reply that the factory did 
Rot consider retendering the material as prices fetched were found to be 
reasonable and higher than the rates received for the 'same type of material 
in September 1977 and January 1978. 

1.13. When asked as to how was it that 15 firms applied for the ten-
der forms before publication of the advertisement and also could refer to 
the same aBd whether an investigation of these aspects of the case was 
made. the Ministry stated: * "These aspects were investipted in depth by 
the Ministry and an officer of the rank -of Director was deputed to inves-
tipte the same. 15 firms of Kanpur had applied for the tender forms be-
fore the actual publication and issue of the Journal as the advertisement 
was also exhibited on the notice board placed outside the main gate of 
the ~  for information of tenders/firms." 

2.14. The Committee desired to know whether it was not unusual 
that out of 20 firms, 15 firms had tendered without furnishing earnest 
-money and if 10 why was this aspect of the matter not examined. The 
Ministry of Defence in reply stated: "Purnishing. of teuder forms com-
plete in all respects is the respousibDity of the firms. Nonfumishing of 
--.---------------------------
-Not vetted. 
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tender forms alongwith eamest money makes the offer 'INV ALl1Y. AB-
such there is nothing ~  on the .part of the factory in rejecting the 
offers by declaring them 'INVALID' as the highest offer received was. 
found to be reasonable and the factory was not losing anything in this 
tninsaction. .. 

2.15. As to the result of investigation ordered by the Ministry about 
the circumstances in which the arithmetiCal error in the ledger price of 
the scrap crept in and whether any responsibility therefor had been fixed. 
the Ministry informed the Committee that on investigation it had been found 
that the arithmetical error was not "deliberate" on the part of any parti-
cular individual but due to mechanical error as the calculations and 
postings in ledgers were done on the Accounting and Computing machines 
and therefore no one could be held responsible for the error. 

2.16. During the course of the visit to the Ordnance Factory by a 
Study Group of the Committee led by the Chairman, the Ministry were 
asked to indicate if there was any machinery or system or committee for 
fixing the ledger prices. The Minister of Defence stated:· "Instructions 
are available for periodical re-valuation of the rates of ferrous and non-
ferrous scrap items vide Ministry of Defence letter No. 450/SP /C/20j77 I 
D (Prod) dated 20-1-77. In the factory there is no committee or 
machinery specifically created for this purpose. The provision Section or 
the Material Control office is to initiate action and the proposals are to 
be concurred by the Accounts Office. No specific persons have been ear-
marked so far for carrying out this job and this job was to be done by the 
staff and officers of the section along with their other jobs. However, 
the re-valuation of the scrap item has not been carried out in the factory 
~ quite some time and the work has now been taken up after obtaining 
certain clarifications which were necessary." 

'2..11. The Committee desired to \mow in what respects the scrap sold 
by the  Ordnance Factory was different from that sold by the similarly 
placed another factory. The Ministry clarifying the position stated:· ''The 
scrap arisings in two faCtories are different both in type. and condition. 
OFC's Scrap was of Grade A-2-1 and A-2-2 (c) of constructional grade. 
OFC's scrap was of old accumulation having deteriorated in open storage, 
contaminated with dust and oil, OF AJ's scrap was of fresh arisings stored 
under cover and some quantity was briquetted and hence cannot be treated 
as icleJJtical" 

2.18. When asked to indicate whether the Ordnance Factory was ab1e 
to get reasonable price for the scrap sold during 1978 as per the pre-

"'Not vetted. 
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" vailing market 'price, the Ministry stated: *"Tbe rate obtained by the fac-
tory were higher than the rates at which scrap was being sold to NSIC 
" earlier. As such the factory obviously got the expected reasonable rates!' 
The Ministry also informed the Committee that the approximate price of 
all Aluminium Virgin metal between 1957 and 1978 was between Rs. 121-
and Rs. 14/-(per kg). l' 

2.19. According to the procedure for disposal of scrap tben in em-
tence in the Ordnance Factories, 4S days tilDe waS to be given to die 
DA VP for publicatioD of the teDder notice in aD leading newspapers before 
die actual date of opening the tenden. TIle tender notice was to be sent 
.,. Registered Post simultaneously to the Director Genend. of Comnaerdal 
InteUigeDce and Statistics, Calcutta (DGCIS) and Director Advertising and 
Visual Publicity (DA VP) for pubUcatiOll in the Indian Trade JOU11Dl and 
die leading newspapers respectively. ID the preseDt case, the tender notice 
for dispos:ll of SOO tODDes 01 aluminium scrap (TumiDp aad Borings) was 
IeDt to DGClS by registered post OD 6th May, 1978, and OD the same day 
to DA VP by ordinary post. The DOtice was inteDded to be publisIIed in 
file issue of IDdian Trade Journal dated 17th May, 1978. It was, however, 
pnhUshed in the said Joumal printed at CakuUa on 7th June, 1978 bear-
ing pre-dated mte Hoe Sth AprD, 1978 and which was available for sale 
only from 13th  June, 1978. The tender DOtice was not published in any 
newspaper as the copy Of notice to DA VP did not reach him. The teDders 
were opened OD 20-6-78. TIle faDure to send notice by registered post to 
DA VP in spite of the specific instructions could have been treated as a sip 
or mistake on the part of some junior ofticer but considering the subse-
quent chain of happeninp, the CoDUllittee are inclined to Uw it as a case 
of gross negligence on the part of the senior ofticen of the ()rdnance 
Factory in safeguarding the financial interests Of the Factory. 

2.20. 1be Committee lnve been iDfOrmed by the Ministry that there 
was no procedure laid down iD the past by which it could be confirmed 
tbat a particnlar advertisemeDt lias beeD pubHsIJed" by the DGCSl&S, 
Calcutta or DA VP on a particular date and therefore the Ordnance Fladory 
did not confirm the fact of pobUmtioD of the teDder notice in que.qjon 
before opening the teDder. The Committee note that the Ministry have now 
issued fresh iDstructions to aD the Ordnance Factories to ensure that the 
teuder "notices are seDt to the respective ogeBcies by registered post sufti-
ciently in advance of the opening cJate of tender and if for any reason 
the advertisements do not get \lUblicity, lhe opening elate 01 tender sball 
be suitahlv extended. 'I1Ie Committee hope that the lapses 01 the m\ure 
referred ~ in the Audit p:uagraph shaD not re-occur in future and the 
fresb .~  issued will be followed in letter sad spirit. 

*Not vetted. 
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Ul. Out of· 27 parties apply .. for leader ~ ~  15 parties ... 
Jlpplied for tile forms eveD befwe tile publiatiOD or tile ~ 

(13-6-1978).11ae two parties from tile euastatioDS bad actually a".. .. 
.leader fonDs 00 ZZad May aDd 6th Joe, 1978 respectively °referrilig to .. 
publicatioD of tea_ DOtice iD the Trade Journal altbougb it was yet to 
be published. The two local parties (baviDg the 8lDle address ud tete-
pboDe DODIbers), whose ofters for 200 tODDes Of alumiDium scrap eacb 

were accepted, had applied for teDder documeDts OD 10tb TUDe, 1978 ioe. 

3 days before the PUblicatiOD of tile DOtice iD tfie Trade Journal It bas also 
been sa.ted dot OIIt of 20 parties whose-°ofters were OpeDed OD the 20tb 
oJIIIIe 1978 as .... y as 15 parties either did Dot Diake paymeDt of earnest 
lRoney or _de payment of ioadequate amouDt of earnest mouey. De 
Co •• ittee feel dud it does DOt staad to reasoD tint as maDy as 15 parties 
-oot of zo takiDg tile trouble of buying the teDder docUIDeDls and sob-
WliftiDg "ir otfers to the Factory could Dot eveD dePOSit the requisite 
_mat DIODey. 'I1Ie COIIlmittee DOte that there was a joiDt complaiDt &oat 
• few dealers that <'teDder papers were sold ud submitted mostly by 0Be 

~ iBtIivWuI who had fto:lted a DDmber of tr"':' The Committee far-
ther note that an eaquiry committee appoiDted by DGOF to look iDto these 
~ loud tIIem baseless. 

l.ll. The MbIistry of DefeDce iDformed the ADdit iD November. 1979 
that as a "large .... mber·' of applicatioos for tender forms were received, 

thereo w. DO reason to doubt that the !DIe notice did not receive wide 
publicitv. The Committee do DOt coDSider tIIese factS as mere COiDcideoce. 
ID the light of the above iDformation, this leads the ColIUIIittee to iDler 
tlait 1Itere could bave beeD some ageDey at work which prompted a ~ 
"DUmber of parties to purchase tile tender documeDts .d submit theaa, 

"eveD without earnest mouey. so as to sIIow. at least OD paper, tlDt" a .... 
Dumber Of teader forms were sold ad oilers received. 

2.l3. Out Of 5 firms wbose· teDders were coosidered valid, three fi,.. 

(A, B ad C) baviog made the lligllest often. were selected. All tile tine 
were local parties and tile last two had the same loca1l3ddress aDd teIe-
pboDe DODIher. YII1Il 'A' quoted Rs. 6,050 per tODDe ad desired to par-
chase 100 tOlllles of scrap while firm 'D' ad 'e' waDted to purcIaase 200 
tODDe5 of scrap each at tllente of Rs. 6,030 I3Dd Rs. 6,021 per too. 
respectively. 00 5 July 1978. die Factory ioformecJ firms ~ .  'B' _ 'C' 

.. at dIeir otfers were acceptable subject to "fulfilment -of certaiD conditio. 
regardbIg. remonl Of" senp aDd paymeDt of its cost etc. 

2.24. Asked wiry DO reserve price ... 8ed III sa C8Ies as teq8IntI 
UDder order of 1973, the Mbdstry Iarft .... tIuIt ftlerft prke II lad ia 
the case of sale by aadion .. Dot iD die case of dIsposai-of ICIIIp by .. 
-teDder system. 111e Committee coaslder it aD DDWise decision hecaue tile 
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ale proceeds obtaiaed by IUIOther 0rdauIce Factory _ ...... type el 
ICr8p was as. 9,250 to RI. 10,923 per ...... ~ willa reren.ce to 
tile sale price of RI. 9,250 per toue Ia IUIOfIIer factory, tile AIuIit line 
estimated the lOSs in the above sale of about RI. 16.10 "kill. TIle Co __ 
_ ttee therefore desire that the reasollS for DOn-&mtion of resene price 
in the open teader system should be imalediately lODe into-ad suitable 
safeguards devised to prevent such loss of reveaue in future. 

2.25. Again, it remains inexpUcab1e as to how it occurred to tile Fac-
tory Management that the ledger price of aluminium scrap india:ded as 
Rs. 9,330 pet tonne was not correct IlIId that it should have been RI. 2.200 
per tonne. This inaccuracy was described by the Ministry of Defence as an 
arithmetical error. It is to be noted that the ledger price of Rs. 2,200 per 
tonne WI]5 fixed as early as 1957. This was also confirmed during the course 
or the on-the-spot study undertaken by the Committee at the Factory 
premises. Tbe Committee are surprised to find that no action was taken 
by the .·actory Management to review the price of the scrap during all this 
period wben the price was going up. The Committee have now been in-
formed tbat the work of revaimtioB of scrip items bas heeD tHeD up in 
the Factory. TIle Committee desire that the work of revaiDatioa of scrap 
itea:s not only in this Ordaoce Factory but also ia other fadories under 
file control of MiDistrv of Defence should be takea up ODd actioa &DaIised 
without oy loss 0( time. TIle CommiUee also emptDsise that tbe work 
0[ reqluafioD of scrap items should be madertakea unuaDy .. tile prices 
_u1d be related to correDt market prices. 

2.26. The Committee, after considering aB aspect of tile matter, feel 
.... t tbi.4i case be investigated thorouglaly and responsibility bed for the lois 
of revenue resulting from this deal and die Committee informed of tile 
action taken in the matter. 

NEW DELHI; 

April 23. 1981 
Yaisakha 3, 1903 (Saka) 

CHANDRAJIT YADAV, 

ClU1imum, 
Public AccOunts Committee 
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ut
 
al
s
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i
n 
ot
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r 
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ie
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u
n
de
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t
h
e 
c
o
nt
r
ol
 
of
 
Mi
ni
st
r
y 
of
 
De
fe
nc
e 
s
h
o
ul
d 
b
e 
ta
ke
n 
u
p 
a
n
d 
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ti
o
n 

fi
na
li
se
d 
wi
t
h
o
ut
 
a
n
y 
l
os
s 
of
 
ti
me
. 
T
h
e 
C
o
m
mi
tt
ee
 
al
so
 
e
m
p
ha
si
se
 

t
h
at
 t
h
e 
w
or
k 
of
 
re
va
l
ua
ti
o
n 
ot 
sc
ra
p 
it
e
ms
 s
h
o
ul
d 
b
e 
u
n
de
rt
a
ke
n 

a
n
n
ua
ll
y 
a
n
d 
t
h
e 
pr
ic
es
 
s
h
o
ul
d 
be
 
re
la
te
d 
t
o 
c
ur
re
nt
 
m
ar
k
et
 
pr
ic
es
. 

T
he
 
C
o
m
mi
tt
ee
, 
af
t
er
 
c
o
ns
i
de
ri
n
g 
al
l 
as
pe
ct
 
of
 
t
h
e 
ma
tt
er
. 
fe
el
 

t
h
at
 t
hi
s 
ca
se
 b
e 
i
n
ve
st
i
ga
te
d 
t
h
or
o
u
g
hl
y 
a
n
d 
re
s
p
o
ns
i
bi
li
t
y 
fi
x
e
d 
f
or
 

t
h
e 
lo
s
& 
of
 
re
ve
n
ue
 r
es
ul
ti
n
g 
fr
o
m 
t
hi
s 
de
al
 
a
n
d 
t
h
e 
C
o
m
mi
tt
ee
 
i
n-

f
or
me
d 
of
 
t
h
e 
ac
ti
o
n 
t
a
k
e
n 
i
n 
t
h
e 
ma
tt
er
. 
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