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INTRODUCTION 

I, the Chairman of the Public Accounts Committee, as authorised1 
by the Committee, do present on thei•r behalf this Hundred. ancl< 
Nineteenth Report of the Public Accounts Committee (Sixth Lok 
Sabha) on paragraph 26 of the Report of the Comptroller and .Audi­
tor General of India for the year 1976-77, Union Government: 
(Defence Se-rvices) relat ing to Contract for Supply of Empty ·BodiE5· 
of an Ammunition. 

2. The Report of the ' Comptroller and Auditor General of 'Indful , 
for the year 1976-77, Union Government (Defence Services) was lai<f · 
on the Table of the House on 6 May 1978. The Public Accounts· 
Committee examined the paragraph a.t their sittings held on 10 1an<f: : 

11 August 1978 and conside-red and finalised this Report at their s it~ 

ting held on 26th March 1979. 

3. A statement containing main ccinclusions/recommendations :.off 
the Committee i~ appended to this Report (Appendix). For facility­
of reference these have been printed in thick type in the body:o:li the· 
Report. 

4. The Corp.mittee place on record their appreciation of the -assist.:.. 
ance Tendered to them in the examination of this paragraph by the 
Comptroller and Auditor General of India. 

5. The Committee would also like to express their thanks to the · 
Ministry of Defence for the cooperation extended by them in giving ! 
information to the Committee. 

NEW DELHI; 

March 30, 1979 
., ___ -

Chaitra 8, 1901 (S). 

( v ) 

P. V. NARASIMHA RAO; 

Chairman; 

Public Accounts Committee::;. 



REPORT 

Con.tract for supply of empty bodies of an ammunition 

.Audit paragraph 

1.1. Heat and practice versions of empty bodies for an ammuni­
tion were being manufactured by an ordnance factory (sanctioned 
·Capacity 42,000 numbers : actual production about 21,000 numbers). 
ln December 1963, an order for 25,000 numbers of empty bodies 
(heat version) was placed through the Director General Supplies 
and Disposals on firm 'A'. Under the terms of this order, bulk pro­
duction was to commence only after the approval of a sample. On 
the successful completion by the firm of development of a sample 

,of this item in August 1968 (i.e., after 5 years), approval for bulk pro-
duction was under consideration by the Department of Defence Sup­
plies. In August 1969', the Department · decided to meet part of the 
then existing deficiency of empty bodies by placing an order on 
trade. In January 1970 the Director General, Ordnance Factories 
(DGOF) suggested that the order on trade should be for practice 
version only as the ordnance factory was not manufacturing this 
version any longeT. Since development work on the heat version 
had already been completed (by firm 'A'), it was decided by the De­
partment of Defence Supplies to modify the design of the practice 
version to conform to that of the heat version and to place orders 
on trade for 75,000 numbe-rs of empty bodies (practice. version). The 

·Department 0£ Defence 'Supplies, after negotiations with firm 'A' 
and another firm 'B', concluded (December 1970) a contract with 
firm 'B', (the offer of which was lower) for supply of 75,000 num­
ber:; (at the rate of Rs. 252 each for the first 50,000 and Rs. 239.40 

·each for the remaining), the delivery to be completed within 25 
months of the approval of a sample. Firm 'B' did not, howeveT, make 
.any ~upply owing to financial difficulties. 

1.2. In January 1972, the Army Headquarters reviewed the re­
·quirements of the ammunition (both heat and practice versibns) in 
thl'.! context of a proposal to intrnduce a more sophisticated wea.pon 

'in service. At a meeting held in Fe)Jruary 1972 in the Ministry of 
Defence, it wa~ decided that manufacture of the ammunition by the 

-DGOF should be suspended and that the contract with .firm 'B' for 
supply of empty l:odies should be cancelled without -financial reper­

·cm:sions. The contract with frrm 'W was rn;it, . ther~fore, pursued 
:further. 
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1.3. m July 1973, the Army Headquarters, Qn a further review­
of the requirements of the ammunition (heat and practice veTsions) , 
revived their outstanding order for the ammunition and suggested 
that the supply be completed in a period of two to three years. In. 
March, 1974, the DGOF orequested the Department to expedite the 
supply of empty todies (practice versions). 

1.4. The Department of Defence Supplies thereupon invited 
(March 1974) fresh quotations for supply of 75,000 empty bodies 
(practice version) . Negotiations were initiated w '. th 3 firms 'A', 'C' 
and 'D', the quotations of which ranged from Rs. 600 to Rs. 1,000· < 
per unit. 

1.5. In June 1974, at the instance of the Ministry of Finan~e 
(Defence), the Army Headquarters reviewed their requirement of 
practice ammun;tion and agreed to reduce the OTder to 50,000 num­
bers covering the requirement upto 1981-82 at reduced scales or 
training as induction of the new weapon (referred to eaorlier) was 
likely to commence from 1978-79 and phasing out of the existing wea-­
pon would be completed by 1982-83 only. The schedule of manufac­
ture of practice ammunition that was considered ~cceptable to" 
DGOF was as follows: 

---- ------
rear Numbers 

----~-----~-------------------

1974-75 

1975-76 

1_976-77 

1977-78 

10,000-

;io,ooo 

50,00-

1.6. It was also stated that the DGOF would not require supply 
of empty bodies from trade foor the above schedule of manufacture. 
The Ministry of Finance (Defence), therefore, suggested (June 1974} 
that empty bodies might be manufactured by the ordnance factory in 
view of the cheaper cost of manufacture by it (Rs. 527) when com~ 
pared to the offer of the trade (Rs. 600) . 

1.7. However a contract was placed in October 1974 on firm 'C" 
with the concurrence of the Ministry of Finance (Defence), for 
37,551 numbers of empty bodies (the balance of 12,449 numbers to 
be manuf.actured by the ordnance .factory) of the practice version at. 
a cast of Rs. 600 per unit (total value: Rs. 2.25 crores) for delivery­
during July 1975-July 1976, on the following grounds: 



3 

the trade price compared favourably w:th the cost of produc­
tion in ordnance fac tory, if elements of· profi ~ , es:alation,. 
financial charges were taken into account; 

the capacity for production of empty bodies in ordnance fac­
tory had already been diverted to other items of manufac--· 
ture and the DGOF would have no objection if· orders 
were placed on trade after consideration of balance of · 
advantage; 

negotiations had already been finaiised with the firm. 

1.8. In February 1976, the contract with firm 'C' was &mended · 
providing for grant of 'on account' payment to the ex·tent of 90 per 
cent of the value of raw materials and components upto a ceiling of' 
Rs. 20 lakhs. The 'on account' payment was to be made against 
suitable bank guarantee and was to carry interest at 12 per cent per · 
annum. A total sum of Rs. 13. 55 lakhs was paid as 'on account', . 
payment to firm 'C' in 2 instalments (Rs. 7.49 lakhs in August 1976 
and Rs. 5.86 lakhs in September, 1976) . 

1.9. Firm 'C' submitted advan :-e samples· in November, 1975 against 
the stipulated date of April, 1975. Clearance for bulk production 
was given by Inspectorate of Armaments in February. 1976. The­
first consignment of supplies was delivered in August 1976 but was 
rejected in November 1976 by the Senior Inspector 0£ Armaments · 
as "the store was found not acceptable." Consequently the Depart- · 
ment of Defence Supplies cancelled (November 1976) the contract. 
The 'on account' payment of Rs. 13 . 55 lakhs made to firm 'C' was 
outstanding but the bank· guarantee furnished by firm 'C' was not­
invoked. In December 1977, after review by the Department of De­
f-ence Supplies, the contract with firm 'C' was . revived for a quantity-

' of 28,000 numbers (against the contracted quantity of 37,551 num­
bers) to be supplied by October, 1978. 

1.10. The Department of Defence Supplies stated 
1977) that as the contract had been revived foe bank 
furnished by firm 'C' stood automatically revalidated. 

(December:­
guarantee-

1.11. Since only a very limited supply of pract:ce ammunition· 
was being made by the DGOF since 1971-72, the Army had been 
.meeting the requirements of training at reduced scale with heat am­
.munition wh'.ch was more expensive. 

. 
[Paragraph 26 of· the Report of the Comptroller and Auditor· 

General of India for the year 1976-77, Union Government' 

. i .. . : . T"'~ (Defence Services) J . 
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:Production of the ammunition in the Ordnance Factories 

1.12. Heat and Pr'actice Versions of empty bodies for an ammuni­
tion were being manufactured by an ordnance factory. The repre­

:sentative of the Ministry of Defence informed the Committee during 
evidence that this weapon was introduced in the Indian army dur­

. ing 1957-58 on imports from a certain country. The Committee 
-desired to know the ex act quantity of this ammunition imported in 
1957-58· and also the details of the imports of this ammunition 

-undertaken subsequently. In a ncte, the Department o,f Defence 
.Supplies intimated as follows : 

"The first supply of the 
58 was as follows: 

ammunition during the year 1957-

Heat 
Practice 

1,17,856 No 
54,650 Noss· 

No subsequent imports of the stores were made." · 

1.13. The Committee desired to have a brief description of both 
·'the Heat and Practice type of the ammunition. Exp1aining the 
.Position, the Secretary of the Department stated as follows: 

"This was first imported in 1957-58 from a certain country. 
We impor ted two types of ammunition-the heat version 
(required for battlefield and exercises) and the practice 
version (required for training the troops). After import­
ing for some time, we decided to manufacture both these · 
in our country and the decision was taken in 1963 to set 
up alternate sources in the trade for manufacturing heat 
version, which is this ammunition. It was .decided that 
Ordnance Factories would manufacture both heat and 
practice versions, so that in case more Heat version is 
required in emergencies, there would be two sources, the 
trade and also ordnance factories." 

1.14. The Committee enquired about the dates on · which the 
pr~duction of the ammu.nition vis-a-vis the production of the bodies 
for heat and practice versions was established in the ordnan~e fac­
·t ories. 'As intimated by the Department of Defence Supplies, the 

.. ... 
" : .. : .. 
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·dates of establishment of production in Ordnance fa ctori2s of empty 
bodies and the filled ammunition were as follows : 

Empty Filled and 
Body p assed-

proof 
ammuni-
ti on issue 
to Depot. 

H ea t version . June 1963 1963-64 

P ra ctice Version IA 1965-66 I 967-) 

1.15. According to Audit paragraph, the factory manufacturing 
the empty bodies of the Heat and Practice versions of the ammuni­
tion had a sanctioned capacity of 42,000 Nos. , but actual production 
achieved was to the ex tent of only 21,'llOO Nos. The Committee 

·desired to know the reasons for the non-achievement of the sanc­
tioned capacity for the production of the empty bcdies in the factory. 
In a note, the Department of Defence Supplies stated as follows: 

"No project was allocated to the Ordnance Factories· speci­
fically for the manufacture of either the hardware or the 
filling of th:s ammunition. Production was planned on 
the basis. of using the ex isting facilities available in the 
Ordnance Factories, with marginal additional balancing 
plant. Since n ::i separate facilities were provided, the 
production rate was obviously related to the available 
capacities depend'.ng on the pr'oduct-mix and priorities of 
other items. In 1961, in the context of the then prevailing 
conditions, a production rate of 3500 Nos. p .m., i.e., 
42,000 Nos. per year was assessed as possible." 

1.16. The Committee desired to know whether technology for the 
manufacture of th.:s ammunition was also imported along with the 

-ammunition. The representative of the Ministry of Defence stated 
as follows : 

"We did not go into any collaboration. We manufactured it 
with t!i.e samples and dr~wings that we could procure." 

1.17. On an enquiry as to the time taken at the Ordnance. Factories 
·to con:i.mence manufacture of the equipment, the representative of 
·the 1,Vlinis~:ry ·explained as follows.:· 

... 
"Serious .efforts v,rere: made from 1960. The task was relating 

· to 'fiour different aspects--

1. To develop new type of propellant. .. 
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2. Hardware manufacture. 

Though we got indent in 19G9, we had to make tools. By 
1960-63 we started issu:ng small quantities to Army and 
much mor'e from 1963-64. So, we took about three years­
to ~tart manufacture of this item." 

1.18. The Committee enquired from the C & AG the basis for the· 
incorporation in the Audit paragraph of the capa-ity of the Ordnance 
Factory to produce 42,000 numbers of .empty bodies. The C & AG 
explained that :t emanated from the stqtement made by the Director· 
General of 0Tdnance Factories at the meeting held in the room of" 
the Special Secretary (Defence Production) on 25 August 1969 to 
discuss the indigenous development of the ammunition as per the 
extracts from the relevant minutes reproduced below: 

" ... . Although its sanctloned capacity was 3·,500 per month, 
i.e. 42,000 per annum, its actual production was 2.00(} 
per month, i.e. 24,000 per an,num. He_ was not in a posi­
tion to increase production because some of his equip-

ments had been diverted for producing other items." 

1.19. When the Committee desired to know whether it was the-­
Ministry 's contention that the aforesaid statement was not factually 
correct, the Se~retary of the Department explained as follows: 

"I would not dare to suggest that, but the point is that I have· 
not been able to trace from our records this figure of 
42,000 being ment:oned as the production at that point or 
time, in 1962-63. Later on, in the minutes of the meeting · 
held on 25-8-1969 the DGOF has mentionea that there was 
a sanctioned capacity of 42,000 and he was unable to· 
achieve more than 24,000, but no new projects or new· 
lines of production were spe-~ifically sanct!oned for manu­
facture." 

1.2\l. The Committee desired to know the details of the types of" 
things to which the capacity of the Ordnapce Factory was diverted· 
to, which affected the production of empty bodies. The representa­
tlve of the Ministry of Defence stated as follows: 

" ' 

'.': '. -;·1':· J. . ...• . 

"In Odober 1962 the Army wanted to maximise the produc--
tion of arms and ammunitions and, at the same time, the-­
Army took a decision to modernise their equipment. So· 
they asked us to change over to better types of arms and! 
ammunition." · 
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1.21. Subsequently, at the instance of the Committee, the De­

·partment of Defence Supplies, furnished the following note indicat­
.ing the details of the other' items/activities for which the said d iver­
_sions were made: 

"While originally it was contemplated to establish a capacity 
of '3500 p. m. with the then product-mix, the positio11 had 
itself changed :radically by 1963 when the production of 
a number of items like Primers, Fuzes, had to be stepped 
up and introduction of some new item of Ammunition. 

It was in this context that decision was taken in Defence 
Secretary's meet:ng on 16-5-1963 that, as it would not be 
possible to achieve increment in pr'oduction of empties in 
Ordnance Factor· es without disturbing planning of other 
stores of eq ual importance, it was consid~red essential 
that Tr ade assistance should be sou15ht for augmenting 
of capacity of empty components in Ordnance Factories." 

1.22. The Committee desired to •know the annual r·equirements of 
:the Army for this ammunitioon. In a note, the Dep<J.rtment of De­
fence Supplies stated as follows : 

Y ea 

1960 

197 1 

1972 

1975 

"The annual tra 'ning requirements of the A:rmy had been 
varying from time to time due to the increase/decrease 
in force and change in scales, as will be seen from details 
of a few years shown below:-

Heat Practice 

; 1 09~ 31670 

I 31228 66718 

24456 54708 

26459 5123 
·- --- --· ·- - · 

1.23. The Commit tee de ~ ired to know the annual production in 
~the Ordnance Fact cri2s of E;::,1pty Bod:es for Heat and Practice 
Versions. In a note, the Department of Defence Supplies have fur­
nished the following year-wise production in. the Or'dnance Factories 
of Empty Bodies for Heat and Practi :e Versions: 

Year 

1962-63 

1963-64 

r964-65 

Heat 

2 
- ---· - ---- - - - ----

1040 

5780 

13230 
-- ---- ----------

Practice Total 

3 4 

Ni l 1040 

Nil 5780 

Nil 13223 
---··----
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2 3 4 

1965-66 15225 N il 15225 . 

1966-67 16240 Nil 16240. 

1967-68 81 20 4520 12640 -

1968-69 19905 2525 22430 

1969-70 16242 4020 20262 

1970-71 7105 6030 13 135 . 

1971-72 19785 7035 26820 -

I 972· 73 13 195 Nil 13 195 

I 973"74 4060 N il 4060 

1974-75 Nil Nil N il 

1975-76 2030 Nil 2030 

' 1976-77 7105 N il 71 05 

1·977-78 8120 13065 211 85 

1 

1.24. When the Committee sought confirmation whether after · 
1962, the training might have become more serious and intens:ve. 
The Dy. 'Director of Ordnance Services stated as follows : 

" .. . the ammunition were not coming. So there is no question . 
of train:ng being serious. When I came to the period 
about 1965 .. 66, I had to completely ban the training for · 
the Practice ammunition." 

He further added: 

"In 1957-58, when we got weapons ex-import, we imported . 
54,650 practice ammunition. . . My stocks o·f practice dep­
leted_ to 10,091 by 1 October 1961 and by 1 October 1962 
I had only 4,863. That was the time when the Army 
started banning the use of it for practice . When we · 
banned we fired only 6 per cent or sometimes 25 per cent. ''" 

1.25. The Deputy D.O.S. confirmed when the Committee pointed 
out that the practice was badly depleted and ·training was affected 
for want of practice version. 

1.26. The Committee pointed out that till 1967-68, there was no 
production of empty Practice version in the Ordnance Factory. !t 
was produced for the first time in 1967-68 and the production was-· 
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4520 only. They desired to know the reasons f·::ir that. The Secretary· 
of the Department stated: 

"We were not able ito manufacture or develop this item of' 
practice ammunition as fast as it shou~d have been." 

1.27. The Committee des ired to know the steps taken by Govern- ­
ment to increase the capacity of the Ordnance Facitory for the pro- · 
duction of this item instead 0£ seeking assistance of trace. The· 
Director General of Ordnance F'actories informed the Committee as · 
follows: 

"If you recollect, there was a deliberate Government decision: 
for creating a Department called De_partment of. Defence · 
S:~pply by late Mr. T. T. Krishnamachari so as to simul­
taneously develop the Trade capability to undertake · 
defence work. ~n many cases, the work was distributed, 
although to a lower extent to the industry, so that an · 
alternative source is also developed in the country. That 
policy we are still following in ithe case of many of the· 
items." 

1.28. To a question as to when the aforesaid decision was taken, 
the Director General, Ordnance Facto.ries informed that it was in . 
late 1963 or in early 1964. 

Procwrement of the erwpity bodies of ·ammunition from Trad.e. 

1.29. According to the Audit paragraph, in Decemoer 1963·, an · 
order for 2~·,000 numbers of empty bodies (heat version) was placed · 
through the Director General, Supplies and Disposals on firm 'A'. 
Under the terms of this order, bulk production was to Commence · 
only after the approval of the sample. The firm took 5 years for 
successful completion of the sample in August 1968. 

1.30. The Committee desired to know whether the design and 
technology of production of empty bodies were already availabJe · 
with the Department when order was placed on firm 'A' in Decem­
ber 1963 and if so, the reasons for entrusting the development of a 
sample to this firm. In a note, the Department of Defence Supplies 
have stated: 

"While the design of the store was available with the DGOF, . 
the establishment of manufacture of the empty store · 
commenced during 1962-63. AB the rate of production in 

1. Ordnance Factories was inadequate and capacity limited, . 
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it was considered essential to augment the requirements 
by obtaining supply from trade so thalt the immediate re­
quirements of the services could be met." 

1.3·1. The Committee desired to know the spe2ific reasons for 
se.eking the assistance of trade, when the ammuniltion was under 

~produc tion in the Ordnance Factory. In a not% the Department of 
'Defence Supplies have stated as follows: 

"The outstandings as on 1-6-63 against firm demands placed 
by the Army totalled upto 2,27,500 Nos. (116,500 Heat, 
111,000 practice v·2rsion) and the Army's requirements 
were very urgent in order to build up their reserves as 
early as possible. The limiting factor was the manufac­
ture of empties due to allocation of existing capacity for 
other stores required equally urgently by the Services. 
A decision was, therefore, taken in a meeting held in the 
Defence Secretary 's room on 16-5-63, to obtain Trade 
assistance for supply of empty bodies. An indent was 
accordin isly placed on DGS&D for 50,000 Nos. of empty 
bodies for Heat version of 19-6-63 which was covered by 
DGS'&D A IT No SCA l1\29013-Pl63 l60. dated 12-12-63 on 
the firm 'A' the quantity against which was subsequently 
reduced to 25,000 Nos. in February 1965, because the firm 
could not effect supplies." 

1.32. Explaining the reasons for taking recourse to trade chan­
·nels for meeting part of the requirements, the Secretary, Depart­
ment of Defence Supplies s tated during evidence that unless pro­

·duction capacity w as also built up in the private sector, "in the case 
of emergency, there would not be a second line of production." 

1.33. The Comm:ttee desired to know the requirement of empty 
bodies in the light of their actual production a~ the Ordnance Fac­
tories with reference to which it was decided to place an order on 
trade. In a no ~e, the Department o.f Defence Supplies explained as 
:follows: 

"Since there was ~ urgent requirement to build war wasta·ge 
res.erve as early as possible and there was a limitaXion 
in the manufacturing capacity of emp+ies, due to a,Uoca­
tion of ca~.acity for otheT stores required by services, it 
was proposed to place an indent for 50,000 No·s. of emp­
rties to cover approximately six months filling capaci<ty." 
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1.34. ~E~plainin:g the reasons for the firm taking 5 years for 
.development ·of the sample for heat version, the Secretary, Depart­
:ment of Defence Production ~tated as follows during evidence: 

"The delivery .was to be effective after 12 to 16 weeks after the 
receipt of the raw materials, imported machinery, etc. 
That ·was the ·period of acute shortage of raw materials 
particularly •the raw materials which are required for 
manufacture of this particular equipment. In addition, 
the firm was absolutely new to the production of a highly 
special and sophisticated equipment." 

.He further .explained: 

·"According to 'the contract, even before any sample is made, 
the raw materials have to be approved. Part of the raw 
•materials which were indigenous were got approved 
earlier in 1965 but later on, t;lJ.e imponted raw materials 
had taken quite a long time to come, were approved. 
·nuting the process, certain components were made and 
they got approved. ·Finally, the sample was approved in 

'1968:'' 

1.35. The Committee desired to know whether any period was 
·prescr:hed for development of the sample for heat version by 
'·firm 'A'. The ·committee also enquired whether the long period of 
~5 years taken by the firm was due to desi'gn complications of in­
•capacitv of the firm. In a note, the Department of Defence Supplies 
·lntimated as ·follows: 

·"The ·original DGS&D AjT No SCAjlj29013-P j63 j60, dated 
·12-12.:1963 did not speeify the date by which advance 
·samples were to be submitted. By an amendment letter 

'75 LS-2.. 

dated 15 September, ·1967 DGS&D stipulated the DP for 
· S'Ubniission of advance samples upto 31-12-1967. It was 
further extended upto 29'-2-1968. The delay in develop­
ment may be attributed to the fact that this particular 

·store is highly speeialised and complicated and rather 
difficult to manufacture. The private sector was also not 
accustomed to the rigid quality control req'l.lirements o:f 
armament production in the initial stages. The compli­
cated design of ·the store, and in general the complexities 
of manufacture of defence stores resulted in a fairly long 
period for the development of this item." 
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1.36. Explaining further tlie reasons for this delay, the Depart­
ment of Defence Supplies·; inte1· alia, intimated as follows through· 
another note : 

"The firm had st'arted · production of Dies, Jigs and Punches· 
immediately after the receipt or the order and samples of" 
the 11 components out · of the 43 components had been · 
produced' and ' offered for inspection within 4 months. 
However;, on- account of intricacy of the stores it had not· 
been possible. io grodhce· complete· sample before ·April ' 
1968.'" ' 

1.37. The Committee · desired to know · the amount of foreign ' 
exchange made available·to firm 'A ' for importing material and plant· 
and machinery for exeC'uting the order placed on them together 
with the detail's· of ' such machine actual1y purchased by them. In· 
'a not~, the D~partment of Defence : Sl.1pplies stated as follows: 

,.. 

.· "DG$&D had· provided F .E. to the extent of Rs. 32 128 for the · 
import of Tin (1:005 ton), Zinc (0:045 ton), Cadmium 
(0.6'8 ton) and Steel Tubes (3 .9 MT) . In:m and Steel Con-· 

, troller had . aJso .. prqvided Import Licence for Rs. 3,59,941 
for the import of 198.236 tons . of various . eategories of 
ferrous items: n had not been possible to· provide any 
F.E. for the import of plant and machinery." 

1.38. Accordin.g to .A'.udit, contract witli firm 'A' was closed 
with · a supply of 1,000 numbers maae between· 1971 and 1974 at a 
price Of Rs.' i25 per set . for the· firs t 1'00 Nos. and at Rs. 252 peT set 
for the balance 3,900 N as: · 

1.39. The Committee desired to know the date on which the · 
clearance for bulk production was accorded to :firm 'A' together 

. with · the details of the actual" supplies effected · by· it. The Depart­
ment of D~fence Supplies · intimated that clearance for bulk sup­

. plies was accorded to the firm• di.1ring June 19Ers· a.fter satisfactory 
. proof of' 20 advance samples rnbmitted by it. About the position of 
actual supplies etf.ected . by the · firm, the Department intimated as 
follows: 

' ' . 

. "An order fOT 50,000 Nqs. was placed on the firm 'A' in· 
:Oecem.ber 1963. However, the qu~ntity on order with 

. ~his · firm ,was ·. subsequently reduced to 25,000 Nos. 
Aga.i:1st t~is: order, the · fitm_ sup~lied . onlY; 4;200 Nos." 

. · . 1:40. · The Audit paragraph revea'l.s that in · January 1970, the­
Director General, . Ordnance F:actories· suggested' that the order on· 
trade should be for practice · version onl)r as .. the" ardhance fado:ryr 
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was not manufacturing this version any longer. Since develop­
ment work on the heat version had already been completed by 
firm 'A ', it was decided by the Department of Defence Supplies to 
modify the design of the practice version to conform to that of 
the heat version, and to place orders on trade for 75,000 number of 
empty bodies (pracf ce version) . The Department of Defence Sup­
plies, after negotiations with fi rm 'A' and another frrm 'B' conclud­
ed in December 1970, a contract with firm 'B' (the offer of which . 
was lower) for supply of 75,000 numbers, the delivery to be com­
pleted wi thin 25 months of the approval of a sample. 

Financial implications of the cluLnge of Design 

l.'11. The Committee des.Ted to know the cost of production in 
Ordnance Factor ies of Heat and Practice Versions of Empty Bodies 
from 1966-67 omvards. They alrn desired to know the date on 
which the production of practice version was stopped by the Ord­
nance Factory together with the reasons therefor. In a note, the 
Department of Defence Supplies intimated as follows: 

"A statement indicating the cost of production in Ordnance 
Factories of Heat and Practice version of Empty Body 
from 1966-67 onwards as published in the Annual 
Accounts is given below: 

Year 

1967-68 
1968-69 
1969-70 
1970-71 
1971-72 

1972-73 

1973-74 
1974-75 

1975-76 
1976-77 
1977-78 

*Excludes abnormal rejection of Rs. 32 · 12 per unit. 

H~at 

235·20 

301 · 74 
367·22 
381·05 
428 · 56 

5457~33 

*Nil 
production 

1225·00 
Nil 

production 

805·00 
1050· Bo* 
1020·00 

Practice 

Not 
prnduced 

92. 86 
246 · 26 
285·12 

295· 16 
350•20 

Nil 
production 

" 
452·87 

\Provi -
sional) 

*The production. of empty bodies heat version during 1972-73 was 13,195 Nos. accord­
ing to another note furnished by the Department of Defence Supplies which is referred to 
para 1 • 23 of this Report. 
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Production of Practice version in Ordnance Factories was 
practically stopped w.e.f. 1972-73 due to suspension of 
the outstanding o.rder in February, 1972. It was revived 
in 1977-78." 

1.42. The Committee further enquired the reasons for modifying 
the design of empty bodies of practice version to that of heat 
vers 'on and also the date on which the order for effecting this 
modification was issued. In a note, the Department of Defence 
Supplies intimate~ as follows : 

"The question of ways and means of meeting the requirements 
of the Army for this ammunition .... was discussed in 
meetings held under the Chairmanship of Spl. Secretary 
Department of Defence Supplies on 25-8-1969 and 7.1.70 
Keeping in view the limited production of empties in the 
Ordnance Factories, it was agreed that it was necessary 
to establish alternative source in the trade to make up 
the gap and a quantity of 55,000 empty bodies should be 
diverted by DGOF to Department of Defence Supplies 
for placement of order on trade. Since DGOF had already 
taken provisional action conveying his requirement for 
empties of Heat version against outstanding order of 
DGOF, taking into consideration the fact that if the 
trade orders were placed for the Heat version, which had 
already been established in the trade, such S'Upplies could 
be conveniently diverted to make live ammunition, in the 
event of hostility, it was proposed that adoption of a 
combined design of both Heat and Practice version may 
be accepted after examining the pros and cons of such a 
decision. It is elucidated that while training can be done 
with live ammunition, the design lA-Practice version 
cannot be adapted for combat purposes. 

The orders for changing the design were iss '..1ed by 
DI (ARM) to CI(A) Kirkee on 31-1-1970" 

1.43. The Committee pointed out that in 1971, the Ordnance 
Factory had achieved the production of 19,785 of Heat version 
against the much higher requirements of the Army for this version. 
The Committee, therefore, enquired whether at that moment it was 
not considered necessary to review the ear lier decision of seeking 
trade assistance for Heat version. The Secretary of the Department 
explained at follows : 

t. 
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"In addition to the annual requirement there is the backlog . . . 
uncomplied indents from year to year were accumula­
ting." 

1.44. The Committee referred to the requirements of the Army 
;for Heat and Practice versions dur ing 1960 and 1971 and enquired 
if there were some other requirements of the Army in addition to 
this. The Deputy D.O.S. explained the need for WWR and he added 
that to meet the requirements a demand was place on DGOF. 
This, however, represented only a very small part of the Army 
requirements. 

1.45-46. The Committee were informed that in the year 1961, 
Army had placed a demand for Practice version on the DGOF. 
There was no demand for this item on DGOF after that. The Com­
mittee desired to know the reasons for not placing any demand for 
this item after 1961. The Deputy D .O.S. replied : 

" .. . . my last demand was for 6000 and thereafter, there has 
been no demand at all because till today since the DGOF 
was not producing anything there was no use in my 
m~rely making a theoretical demand." 

1.47. When the Committee desired to know the total outstanding 
demand for Practice version in August 1961 they were informed of 

' the figure. 

1.48. While desiring to know the reasons for n o.t placing the 
indent for practice version after 1961, the Committee also enquired 
whether at that t ime Heat version was being used for practice. The 
Deputy DOS explained as follows : 

"No Sir. I had some imported stocks but there was no use in 
my placing the demand unless the DGOF manufactured 
it." 

1.49. The Committee pointed out that after sustained efforts, the 
Ordnance Factories were able to produce about 4520 empty bodies 
of practice version in 1967-68. The r.roduction rose to 6030 in 1970-
71. The Committee enquired whether at that point of time, it was 
not practical to augment the capacity for the production of this item 
rather than modifying its desigti to that of Heat version. The 
Secretary of the Department informed as follows : 

"The point is that the DGOF, in a meeting held in January 
1970, did say that since he was not able to establish the 
practice version 1-A, it would be better to change the 
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design from lA to lB so that the empty bodies will be 
common to both the Heat and Practice versions. Since, 
at that time there were indications that the trade was 
developing the heat version, they adopted a common 
design · for the empty body which' would cater both to the 
heat version which was called lA .and the practice ver­
sion which was called lB." 

1.50. The Secretary of the Department stated that this was a 
conscious cl e~ision and referred to the relevant minutes of the 
meeting hel d in January, 1970. 

1.51~52. Pointing out the difference in cost of production of 
empty bodies of Practice and Heat versions, the Committee desired 
to know the rationale of the decision to modify the design for the 
practice version. The Secretary of the Department explained : 

"Apart from the question of difference in cost which you have 
pointed out, the main rationale is the advantage we have 
got of inter-changeability, because the same empty body 
can be used for the heat version as well as the practice 
version." 

1.53. The Committee pointed out that the practice version was 
meant for practice and was not actually used as a weapon. The Com­
mittee, therefore, enquired from Deputy DOS, the main factors for 
using the Practice version (lA) , for practice purpose and not the 
Heat version. The Deputy DOS confirmed: 

"The cost is the main factor ." 

Supplementing the Secretary of the Department added as follows 

"It also does not spoil the armour plate. There is no penera­
tion of the armour . because there is no chemical." 

1.54. The Committee desired to know the reasons for not placing 
the order for empty bodies of practice version on trade when the 
Ordnanace Factories were finding it difficult to meet the require­
ments of the army for this version. While enquiring the approxi­
mate difference in the cost of empty bodies for Heat and Practice 
versions, when it was decided to modify the design of Practice 
version to that of the Heat version, the Committee also sought 
detailed explanations for changing the design of Practice version to 

f> 
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·that of ·Heat version, which was costlier. In a note, the Department 
tof 'Defence ·supplies sta.teo as follows : 

"At the 'nitial stages of rroduction of .. . . ammuniti()n in view 
of the limited capacity of the DGOF and the necessity to 
build up stocks of the vital service Heat ammunition, it 
was consiaered essential to ·utilise the capacity of the 

' Ordnance Factories .to 'the maximum to meet the require­
ments of the Heat ammunition. Also with the same end 
in view, ·to augment the supply of empties., order was 
placed to develop alternative source of supply ·from trade, 
and indent was placed on DGS&D for supply of the 
empties fo ~.- Heat ammunition. 

As the s•upplies from trade could not be made, the 
cacpacity of manufacture in Ordnance Factories was res­

. tricted to meet the , requirements of Heat ammunition. 

Subsequently \Vhen the S'Upplies against the 1st order 
placed on trade through DGS&D could not materialise, 
the question ·of establishing a reliable source was taken 

·up by Department of Defence Supplies. As by that time 
manufacture of heat empties in the trade had just been 

·established it was viewed to be advantageous to change 
·the design of practice ammunition to that of heat and 
·procure the ·11araware which wauld meet the require­
·ments of either store with the added advantage of utilis­
ing the hardware of practice for that of heat in case of 

, emergency. 

The cost of manufacture of empty bodies for heat and 
·practice version in Ordnance Factories in 1970.-71 was 
Practice IA Rs. 295.16 and Heat Rs. 428.56. 

Against the above cost of manufacture of · empties in 
Ordnance Factories, the order placed on 12-10-1970 on 
firm 'B' was for Rs. 252 for the· first 50,000 and Rs. 239.40 

'for the balance 25,0-00. The private firms offer was same 
·as heat. 

The reasons for changing the design of practice 
·version to that of heat version were as brO'Ught out 
-above. It is however, mentioned that for training purpose 
both practice as well as heat a1mnunition is utilised 
while for operational use 'practice' cannot be used." 

1.55. The Committee were informed that in all their indents, 
-:Army had clearly been indicating their requirements for heat and 
;practice versions, separately, but consequent on the change of 
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design of Empty Body of Era-ctice . to that · of Heat'- version in: 1970,. 
the supplies were generally made. of modified version The Com-· 
mittee, therefore, enquired about the da~es when supplies of a 
modified version were effected· against' the specific requirement of · 
practice version. The Committee also desired to know the approxi­
mate costs of the empty bony- of · originaf practice version· vis-a-viS• 
the modified version, when the-· supplies· were made · together with 
extra cost incurred in these supplies of modified version against. 
_practice version . In a note; the Department of Defence Supply staLed 
as follows : 

"The first issue of practice' version with Iff design was made­

in 1977-7'8. 

The cost of" the empty bodies of the practice IA is 
Rs. 452.87. This· do-es not include the financing charges 
and the profit normally- allowed to any trade firm. As · 
against this, the· supplies from trade obtained against: 
modified version was · at Rs. 60"'.:l each.' 

The modiffed versfon is intended also to be inter­
changeable with tlie heat version · and hence the ques-­
tion of extra cost as compared to pra:tice IA design 
should not arise· as· the· comparison would · not be· on like · 
to, like basis." 

Conclusion of a contract fri: Decembet, 1970 with fii-m 'B' . 

1.56. The Committee desired to kno.w whether tenders were in­
vited for conclus1on of· the' contract for supply of 75,000 Nos. of" 
empty bodies in December, 19'70 and if so. the circumstances under · 
which the contract was awarded to firm · 'B' particularly in view of" 
the fact that firm 'A' had earlier taken as much as 5 years for the· 
development of the sample· and the stares were required · ungently· 
by the Army. In a note~ the Department of" De'fence Supplies have · 
s~ated as follows: 

"Formal tenders· for placement of an order fOT the supply of · 
75,000 Nos. of" empty bodies on trade firm 'B' were not in­
vited. However, in a meeting held in the room o.f MDP" 
(Minister for Defence Production) on 26-6-70; the procure-· 
ment of thiS" item was · discussed ." In reply to a query from 
MDP, in the· said . meeting, Secretary (DP) stated that· 
there was· no- other · offer for consideration 'for this item'. 
from any· oilier party except from firm 'A" who' had al:.... 

0 



19 
ready developed this item. It was also pointed out that 
it might delay the procurement of the store if it was en­
trusted to, a new party. MDP stated· that the firm 'B' 

I 

might be capable of undertaki•ng the work and some quan-
tity might be entrusted to them if they were prepared to 
undertake the job on the same terms and conditions which . 
might be offered to the firm 'A'. He further expressed 
that establishment of an additional source was always in . 

• the interest of the Department's effcTt to indigenise an 
item. Accordingly, a leLer was issued to firm 'B' inviting 
quotation. A negotiation meeting was held in the room 
of Secretary (DP) on 25 July, 1970. In this meeting the 
existing firm 'A' was also invited alongwith firm 'B'. 

The existing firm 'A' in September, 1969 had quoted a price of 
Rs. 336 for supply o.f 1,000 sets per month and a price of 
Rs. 277 per set, if supply was increased to 2,000 sets per 
month. However, the firm 'A' quoted a unit price of 
Rs. 510.25 in 1970, whereas the quotation of the firm 'B' 
was Rs. 252 only. Since the quotation of firm 'B' was 
much ,lower than the price demanded by the existing firm 
'A', who was no.t prepared to· come down to the level of 
the price quoted by firm 'B', the order was placed on 
firm 'B'.'' 

1.57. The Committee further enquired whether the technical 
capability and financial capacity o:f firm 'B' was verified before 
placement of the order so as to examine the capability of the firm 
for executing the order for an item cf such a sophisticated nature. 
In a note, the Department of Defence Supplies stated as follows: 

"From the records it cannot be said that the technical capabi­
lityjfinancia1 capacity of the firm 'B' was actually verified 
before placement o'f the order. However, the subject was 
discussed in the meeting held in the ro.om of Secretary 
(DP) on 25-7-70 when it was pointed out that firm 'B' had 
not produced the store in the past. It was, however, ex­
plained that they had produced similar stores and that they 
were considered competent to undertake the manufacture 
of this store as well. 

The existing firm 'A' had been demanding substantial sums in 
foreign exchange for impoirt of machinery and equipment 
to establish its production capacity at the rate of 2,000 to 
3,000 per month against its existing meagre capacity of 200 
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to 300 rer month . The fi rm also asked for increase in rates. 
The firm 'B' was also being considered for placement of an-
0ther order for which import of similar II,lachinery would 
have been required by this firm. It was; therefore consi­
dered expedient to allow only one of the firms to import 
the machinery so tha t the same could be utilised 'for pro­
duction of both the items. " 

1.58. Explaining the pc.sition about the procedure followed in those 
.-days for award of such contracts, the representa tive of the Minis tr r 

.<{)f Defence informed as follows: -

"In tho::;e days, the procedure was more of inspecting by the 
development officer by going down and assessing the firm 
whether they had certain infrastruc ~ure by way d machine­
ry; whether they had some skilled labour what type of 
management they had got and whether they had a little 
bit of background of it ." 

1.59. The Committee desired to know whether this procedure was 
·followed in the instant case. Secretary o'f the Department read out 
the foJlc1wing extrac t from the minutes of the meetin~ held on 25 
July, 1970 in the room of the Secretary, Defence Supplies in support 

-of this proce::ture having been followed: 

"There was some dis :ussion regarding the capacity of firm 'B'. 

It was poin ted out that this firm had not produced this 
store in the past. It was, however, explained that they · 
had produced similar stores and tha ~ they were considered 
competent to undertake manufacture of this store as 
well. The Deputy Financial Adviser Suggested that 
if there was any doubt about the capacity of th:s firm , 
we could take performance guarantee. The Secretary, 
Defence Supplies, however , explained that there was no 
doubt. Hence there was no necessity of getting perform­
ance guarantee." 

l 60. Quo,ting the f o-llowing extracts 'from the papers for the afore-
· sad me·2 ting of 25 July, 1970, the Committee desired to know the 
.a ction taken in accordance with that-

"In the circumstances, i t will be desirable that if any orders 
are to be placed on this firm, their capaci ty and capability 
governing this store should be inspected by the Inspector . .. " 

l.61. The Secretary of the Department explained that it was not 
.. stated in the meeting but it was contained in the brief for the meet-



t 

21 

ing. A~cording to the Audit psragrarh. firm 'B' did not, however. 
make any supply QW~ng to financial difficulties . 

. Suspension of production due to mis-interp,retation of orders. 

1.62. According to the Audit paragraph, in January, 1972, the Army 
Headquar ters reviewed the requirements of the ammunition (both 
heat ·and practice versions) in the context of a proposal to introduce 
a more sophisticated weapon in service. At a meeting · held in Feb­
ruary 1972 in the Ministry of Defence, it was decided that manufac­
ture of the ammunition by the DGOF shG1uld be suspended and that 
the contract with firm 'B' for supply of empty bodies should be can­

·ce1led without financial repercussions. The contract with firm 'B' wa~ 
not, therefore, pursued further. 

1.63. The Committee desired to know whether ther~ was any penaJ 
provision in the contract for application in case the firm failed to 
execute the contract and if so, the penal action taken against the firm. 
'The Secretary of the Department informed as foJ.lows: 

"According to the terms of the contract, the firm had to deposit 
Rs. 9 lakhs. They never deposited thait amount at all. 
So, the contract in actual practice never took any effect. 
we were only going by the offer. Neither did they g:ve 
any security nor did they produce anything." 

1.64. Explaining the position about the aforesaid review of 
.January, 1972 by the Army, the Deputy DOS stated as follows: 

"We had imported the new weapon of a different type. We 
reviewed our requirement and reduce our demand for Heat 
version on DGOF." 

1.65. The Commit:ee desired to know as to when the aforesaid 
decision of February, 1972 regarding the susrension of the manu­
facture of the ammunition by DGOF and cancellation of the order 
·on firm 'B' Without financia l repercussi:ons was communicated to the 
'Ordnance Factory. The Committee also enquired whether the con­
tract with firm 'B' was formally cancelled. In a no:te, the Depart­
ment of Defence Supply :;:itated as follows: 

"011 receipt of advice from Department of Defence Produc­
tion tha1t pending final decision no fresh commitments 
should be made for production of this item vide M of D 
TPM No. PC.16 l45 l64ID(Prod) dated 31-1-72, the Ordnance 
Factories concerned were suitably advised vide DGOF 
'TPM No. 250ijGjPjA dated 1-2-72. 
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Details of producd on of filled all)munition in J anuary!February 
1972 are as follows: 

Heat 

Practice 

January, 1972 February, 1972 

3894 3985 

988 Nil 

No formal letter of termination of the contract on firm 'B' was 
issued. However, a notice was given to the firm for com­
pfiance w:i.th one of the clauses of the contract in which 
it was catego.rically stated that the failure to comply with 
this requirement by 5-5-72', the contract would be treated 
as cancelled." 

1.66. Explaining the position about the production of this am­
munition subsequent .to the orders of January 1972., the Additional 
DGOF stated as foHows: 

"There was an order of 75,000 on firm 'B'. In 19-72, we not 
only suspended the order on the Firm but we suspended 
our own production till a clear position came up regardi:ng 
;the proper requirement of the Army. The Army was re­
viewing the position and was thinking of introduction a 
better weapon." 

1.67. Elaborating the position about the interpretation of the 
minutes of the meeting of 4th February, 19172 relating to the aforesaid 
suspension of future production of .the items, the Secretary of the 
Department stated as follows: 

· ~r have gone through this. There has been .a communication 
gap, I must admtt, between the Ministry of Defence and 
the DGOF. The DG;OF misunderstood the minutes of the 
meeting of ~-2-72 because it was stated in the minutes :that o 
no further financial commitment should be made by the 
DGOF for practice. It was :taken to mean th.at DGOF 
should issue instructions to stop production." 

1.68. The Audit paragraph points out that in July 1973, ,the Army 
Headquarters, on a further review of the requirements of the am~ 
munition (heat and practice versions), revived their outstanding-­
orders for the ammunition and suggested that the supply be com­
pleted in a period of two to. three y ears. The Committee desired to 
know as to when and how the so-called misunderstanding was clear­
ed. The Secrefary of the. Department explained as follows: 

"In August 1973, a letter was issued :to the DGOF. 
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This is a letter. dated 25th August, 1973. It says: 

"'It has now been decided that outstanding orders in respect 
of . . . heat and practice will not be cancelled. As such, 
please confirm that the total outstanding demands for 
both heat and practice would be completed within 2 to 
3 years from now'. 

So there has been a gap between May 1972 and August 
1973." I 

1.69. The Committee aske-1 the Deputy D.O.S. to explain his 
·-viewpoint about the so-called misunderstanding resulting from the 
review of requirements made by the Army. The Deputy DOS stated 

. as follows: I 

"This was the time when we reviewed our requirements and 
the decision was that in view of the fact that we were 
getting the new . ... (weapon) , the Army was to take a 
realistic view of the requirements. So the DGOF did 
not make any fresh commitments." 

1. 19. When the Committee desired to know the exact conno-
· tation of the words 'Fresh commitments', the Deputy DOS explained 
. as follows: 

"The decision taken on 9th February, 1972 reaas as follows: 

'Meanwhile no further financial commitment will be made 
by the DGOF for either the weapon or the ammuni­
tion'." 

1.71. Referring to the inference drawn from the above by the 
DGOF, the Committee desired to know the steps taken by the Army 
to _ clear this misunderstanding. The Deputy DOS explained: 

"In the month of May 1972 we dispu'"ed the decision. The 
DGOF wanted those outstanding orders still to be given 
to them. There has been some gap and although we 
wrote to the Ministry of Defence and DGOF, for some 
unfortunate reason we have not been able to clear the 
misunderstanding until August 1973." 

1.72. When the Committee desired to know as to how the Army 
had precisely acted to clear the misunders tanding the Deputy DOS 
.stated as follows : 

"That there was no requirement this year for Practice version 
i3 not correct. The P ra -tice version were required to 
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meet training during 1972-73 and demands for much larger 
quantity were outstanding on DGOF on 1st April, 1972. 
It was the DGOF who stated that no production of prac­
tice versions was planned during 1972-73· and only 30,000• 
heat versfons would be produced. 

J,t may be r .ointed out that in the event of cancellation of the 
outstanding quantity, the DGOF may indicate any finan­
cial repercussions. This would, however, no.t be accept­
able to us as the cancellation would be effected due to.· 
GDOF's inability to meet our requirements in time-mean-

. ing threby that our . requirements still stood." 

1.73. I.'.: was stated during evidence by the i\c dit' on al DGOF 
that in the years 1872-73-74, DGOF was not very sure about the 
Army's requirements of .ammunition. He added that while the 
Army was writing to them about their requirements, the DGOF was 
also getting instructions not to make any financial commitment. 
The Committee asked for a detailed note analysing the whole posi­
tion in the light of the intimation rEceived by DGOF from the Army 
about their requirements and the instructions received by DGOF 
from ~he Ministry about financial commitment. The Department of 
Defence Supplies in a note sta~ed that DGOF acted as per instruc­
tions of Ministry of Defence Production. The note further stated as 
follows: 

"On 28-1-72 intimation was received from the Department of 
Defence to the effect tha1: with a view to review tht.> 
orders ou:standing . on the DGOF for .... (t'-:Je weapon) , 
Heat ammunition and practice ammunition for consider-­
ing cancellation of a substantial .number of the orders a 
meeting was being arranged on 4.2.72 in the room of 
JS(O) and .meanwhile DGOF should be adv:i:sed not to 
make any further financial commitment in respect of · 
thes2 items excer>,t those which are already in the pipeline. 
A-::cw· ·1'ngly DGOF was advised, vide TPM No. PC, 16J45 I 
45/D(Prod.) dated 31-1-72. 

A meeting was held in the room of JSl(O) on 4.2.72 regarding· 
cancellation of order for the ... . weapon .. . . heat ammuni-· 
tion and .. .. practice ammunition . Minutes of t'1e meet-· 



25 

ing was forwarded to DGOF on 11.2.72. The gist of ctis:... 
cussions in the above meeting was as follows : 

(i) DWE stated that a decision had been taken to purchase 
.... (a certain quantity of -new weapons and ammuni-
tion). He further stated that .... .. . . on account of the 
technological changes that have taken place over _a . 
period of 2 decades, it was necessary to substitute .. . . 
(the exi~•ting . weapons). 

(ii) As regards the outstanding order for 75<,000 Nos. o:t 
bodies for the ammunition, placed by the Department 
of Defence. Supplies on firm 'B' no concession either 
administrative or financial or technical should be given 
and when ah opportunity arises , maximum quantities 
possible could be cancelled without financial implica­
tions. 

(iii) A final view .on the quantities to be cancelled could' 
best be taken when the financial implications of the· 
car.i.cellation will be made available from the DGOF. 

(iv) A further meeting would be held after the financial re­
percussions from DGOF are available and meanwhile· 
no further financial commitments will be made by the 
DGOF for either weapons or ammunitions. 

DGOF issued instruc"'"ions to the Facto.ry vide TPM No. 250 I 
G / P./ A dated 1.12 .. 72 on -receipt of the· Department of 
Defence Production le:ter dated 31-1-1972. The factories 
were- advised not to make any further commitments and 
to intimate financial repercussior:is The · Department of 
Defence . Product'on thereafter remined DGOF number' 

, - of times .for the . i:nformation regarding financial repercus­
sions. In this connection JS (F) DO letter dated 21-9-72 is 

. re~~vant._ .It has been clearly indicat.~d in this . DO that 
the question of cancellations of outstanding orders was. 
still. under consideration pending receipt of information. 

. ~egardi~g financial implications .. 

Meanwhile in the Production Review Meetin-: held on 
20.4.72 this ammunition items was discussed and the re­
corded minutes are as follows: 

'DDOS stated that there was no requirement for this year 
for Practice ammunition. llt was agreed that the t0i:a1L 
requirements fat the year would be 3.0,000 Heat'. 
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With reference to the above minutes DOS in his letter dated 
17-5-72 stated that is was not correct that DDOS had men­
tioned nil requirement of Practi'ce ammunition for the 
year 1972-73 ... . .. . . DGOF was requested to give his 
comments on the note of DOS dated 17-5-72. In reply 
DGOF in his note dated 1-7-72 gave a detailed account of 
the past history of production of the ammunition and the 
commitments made and stated that only 30,000 heat ver­
sion could be planned for production in 1972-73 and any 
requirements of Practice could be made only in 1973-74 
and that too was dependent on the supplies of hardware 
from trade. This correspondence, however, does not 
touch upon the question of cancellation of the order 
whic:i was under consideration by the Ministry of Def­
ence since the supplies were to be effected from compo­
nents already in the pipeline. 

On 27-12-72. DGOF informed Army Headquarters clearly 
stating that only 30,000 Nos. Heat could be suppli'ed less 
quantities of components falling short in the pipeline 
since pr'oduction of bot'i practice and heat stood susrend­
ed and financial repercussions were being compiled." 

1.74. It is seen that whereas in July 1973 the Army Headquarters 
··on a further review of the requirements of the ammunition (heat 
·and practice versions) revived their outstanding orders for the 
ammunition and suggested that the supply be completed in a period 
of two to three years it was only in March 197'4 th'lt the DGOF re­
quested the Department to expedite the supply of empty bodies. 
·while ascertaining the reasons for delay, the Committee also de­
sired .to know the specific steps taken by DGOF after July 1973. 
In a note, the Department of Defence Supplies stated as follows: 

"Army Headquarter note No. 52716 \0S-6B, dated 25-7-73 
conveying the decision to revive the outstanding orders 
was received in DGOF Hqrs. on 4-9-73. Certain clarifica­
tions were asked for from Army Hqrs. The factories 
were then advise:l. regarding reviving of the orders on 
23-10-7'3. 

** ** ** 

Army Hqrs. desired that the above quantities should be com­
pleted in 2-3 years' time. 
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With the r~vival of the original -order from Trade oy the · 
Hqrs_ the original planning of the DGOF to obtain pa.rt 
quantity of empties to supplement Ordnance Factories' 
Piroduction was reinstated. Department 'Of Defence 
Supplies was requested vide U.O. Note No. 4934l70ITII 
SP /CA dated 4-3-74 to take necessary action to arrange 

· supply of empties from Trade in even flow." 

1. 75. According to the Audit paragraph on receipt of a request 
for empty bodies, the Department of Defence Supplies invited 
fresh quotations in March 1974, for supply of 75,000 (practice ver­
.sion) empty bodies. Negotiations were initiated with 3 firms 'A', 
'C' and 'D', the quotation of which ranged from Rs. 600 to Rs. 1000 
;per unit. 

1. 76. The Committee desired to know whether this quotation for 
75,000 Nos. was for practice o.r heat empty bodies. The Additional 
DGOF stated as follows: 

" .. . .. . it was against the Army indent for practice, but it 
was capable of being used fo:r both purposes." 

1. 77. The Committee pointed out that separate empties were re­
quired for IA praictice, and if the order of 75,000 empties was for 
practice ammunition then they would only relate to IA. The ,Sec­
Teta:ry of the Deaprtment explained as follows: 

"They are called JB so .that there is no confusion at the time 
of filling in the factory as to what to fiill . in IA and 
what to fill in IB. The three types are IA heat, IA prac­
tice and IB practice cm-responding to IA heat." 

1.78. When asked whether there was anything like IB heat, the ' 
Secretary of the Department stated that for Heat and Practice 
version IB, the empty body was the same. 

1.79. The Audit paragraph reveals that in June 1974, at the ins­
tance of the Ministr)r of Finance (Defence), the Army Headquarters 
reviewed ~heir requirements of practice ammuniition and agireed 
to reduce the order to 50,000 numbers covering the requirement 
upto 1981-82 at reduced scales of training as induction of the new 
weapon was likely to commence from 1978-79 and phasing out of 
the existing weapon would be completed by 1982-83. 

1.80. The Committee desired to lrnow the ireasons for conducting 
the aforesaid review. The following position was explained by the 
Department of Defence Supplies with reference to the letter of 
·75 LS-3_ \ 
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D~OAS dated 22nd June, 1974 to the Additional Secretary: 
(Defence) : 

"* * * * 
. . ... . The weapons will continue in service for another 7 to · 

8 years and for that period there will be an inescapable· 
requirement of both Heat and Practice ammunition to 
keep the weapon and users operation worthy. 

There has only been a very limited supply of Practice· ammuni-· 
tion since 1971-72 and the training, requirements were · 
largely met from Heat ammunition but on a limited>­
scale.· 

If in the future also Practice ammunition is not produced, we · 
would be further eroding for meeting training require­
ments the existing stock of Heat ammunitfon, which is-
much below . . . . .. WWR already. Though Heat ammuni-
tion is also authorised fo r training we are endeavouring to 
conserve it by seeking Practice ammunition, which is · 
cheaper. Considering the existing financial constraints 
and the abnormal escalation in prices, the COAS is pre­
pared to ac(:ept a total of 5'l>,000 Practice ammunition to 
meet the Army's training requirements- at reduced scales; 
upto 1971-72." 

1.81. The Committee desired to know the actual requirements of 
the Army for this ammunition in respect of which the ·position was 
reviewed. In a note, the Department of Defence Supplies stated· 
that: 

"On 1st October, 1973 DOS had a requirement of . . . ... Practice· 
ammunition to meet training upto · 19-7-78. Oiltstanding 
orders on DGOF were only fair a small quantity . The­
DCOAS accepted in 1974 to have 50,000 practice ammuni­
tion as an all time requirement upto 1981-82 at reduced' 
scales." 

l.82. According to the Audit paragraph, the schedule of manu-· 
factur e of p ractice ammunition that was consider ed acceptable to· 
DGOF was as follows: 

r ear 

1974-75 
1975-76 
1976-77 
1977-78 

N umbers 

10,000 
15,000 
15,0 0 0 

10, 0 00 

50,000. 

t) 
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1.83. It was also stated that the DGOF would not require supply 
of empty bodies frnm trade .for the above schedule of manufacture. 
The Ministry of Finance (Defence), therefore, suggested (June 
1974) that empty bodies might be manufactured by the ordnance 
factory in view of the cheaper cost of manufacture by it (Rs. 527) 
when compared to the offer of the trade (Rs. 600), 

1.84. However, a contract was placed jn October 1974 on firm 
'C' with the concurrence of the Ministry of Finance (Defence) for 
37,551 numbers of empty bodi'es (the balance of 12,449 numbers to 
be manufactured by the Ordnance Factory) of the practice version 
at a cost of Rs: 600 per unit (total value: Rs. 2.25 crores) for delivery 
during July 1975-July 1976, as DGOF would have ~o obje::::tion if 
orders were placed on trade. 

1.8.5. Recalling that in June 1974, the Ministry of Finance (De­
fence') had suggested that the empty bodies might be manufactured 
by the .Ordnance Factory. the Committee desired to know the rea­
sons for tl1e placement of the airder in October 1974, on firm 'C' in 
consultation with DGOF. In a note, the Department of Defence 
Supplies stated as follows: 

''The question of meeting Army's requirements for the ammu­
nition was discussed in a meeting held under the Chair­
manship of Secretary (DP) on 29-7-74. During the dis­
cussion, DGOF intimated that there was no specific line 
for production of this item in the Ordnance factories and 
whatever machinery had been utilised earlier for its 
m:mufacture had been paitly diverted to other priority 
items. It was in this context that DGOF expressed no ob­
jection to the placement of orders after making an assess­
ment of the semis already available in the Ordnance Fac­
tories after taking into account the reducUon of the ordeirs 
for Practice ammunition. 

The balance of advantage was also considered in the same bo­
dies. The cost of production of empty rockets in the ord­
nance factories was Rs. 527. In relation to th:s, the trade 
quotation which was Rs. 600-625 was considered to be 
quite competitive. Finance had desired that the cost of 
production in the ordnance factories should be checked 
before orders were placed. This was done before the 
orders were placed. 
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The DGOF was not asked specifically to examine the time 
which he would require to revive the full production ca­
pacity. There wa.s also no commitment to the firm 'C' at 
the time of negotiations with regard to the placement of 
any order on them.'' 

1.86. The Committee desired to know the Telative prices of IA 
a nd IB empties at the Ordnance Factory in March 1974. The repre­
sentative of the Ministry of Defence explained: 

"I1n 1974 the es timated cost of produ: tion in the Ordnance Fac­
tory was Rs. 507* for IA practice empties. We do not 
ha.ve the cost of pToduction for IB type ~ecause IB empty 
was not made in Ordnance Factories. In i973-74, it was 
about Rs. 1225." 

1.89. The Audit paragraph states that the cost of manufacture of 
t he empty body was Rs. 527 in 1974 as compared to the offer of 
Rs. 600-625 'from the trade but according to the position explained 
above, the trade price of Rs. 600 is actually comparable with the Ord­
nance Fact ory cost of about Rs. 1225. The representative of the 
Ministry stated that at that time the comparison was made with the 
factory price of IA practice, but ac'tually it should have been, made 
with the factory price for the heat version and it has come to their 
notice only now. He further added: 

"Then it was though't that if we made a comparative study of 
the prices of the practice version, the price from trade was 
cheaper. Now we compare IB price with IA heat and it 
turns out much cheaper. This is no true comparison like 
IA practice and IB pract ice because the latter can substi­
tute for IA heat." 

Subsequent amendment of contract with firm 'C'. 

1.88. The Audit paragraph revealS that in February,' 1976, the 
contract with firm 'C' was amended providing for grant of 'on ac­
count' payment to the extent of 90 per cent of the value of raw 
materials and components upto a ceiling of Rs. 20 lakhs. The 'on 
account' payment was to be made against suitable bank gu.arantee 
and was to carry interest at 12 per cent per annum. A total sum 
of Rs. 13.35 lakhs was paid as 'on acoount' payment to firm 'C' in 
2 instalments (Rs. 7.<49· lakhs in August 1!}76 and Rs. 5.86 lakhs 
in September 1976) . 

~ Rs . 527 as per written no te reproduced in th e preeedi ng Paragraph . 
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1.89. The Committee desired to lrnow the changed circumstances 
which compelled the Ministry for grant of advance payment to the 
firm. In a note, the Department otf Defence Supplies stated as fol­
lows: 

''An order was placed on the firm 'C' for supply of 37,55'1 Nos .. 
of Practice IB . ... Empty at a unit price of Rs. 600 vide 
supply order dated 16-10-74. There was no provision for 
payment of 'on account' payment to this contract. The 
firm made a request vide their letter dated 17 February 
for giving 'them advance of Rs. 20 lakhs to purchase· raw 
materials against bank guarantee. It was explained by 
the firm that they had hoped at the time of negotiating 
the contract to get bank loan 'for pro.curement of raw mate­
rials. But due to credit squeeze policy 'C•f Reserve Bank 
of India they had not been able to get financial assistance 
from their bankers and financial institutions and value of 
raw materials was large. The request of the firm was 
examined in consultation with the Ministry of Finance 
(Defence) a::ld with the concurrence of Ministry of Finance 
(Defence) an amendment to· the contract was issued on 

25 February 1976 providing 'on account' paymen't against 
purchase of raw materials and components to the extent of 
90 per cent of the value of raw materials and components 
purchased subject to a ceiling of Rs. 2(} lakhs. The 'on 
account' payment so drawn ·by the firm was subject to an 
interest @12 per cent per annum and interest shall be re­
covered from bills o'f the contractor towards 95 per cent 
payment. 

It is generally decided in the negotiating meetings as to whe­
ther 'on account' payme'llt to. the firm should be allowed or 
not. If 'on account' payment is agreed to, in 'the negotiat­
ing meeting, the same is taken into consideration while 
settling the price with the firm. However, if the 'on. 
account' payment is not discussed in the nego.tiating meet­
ing and any firm comes: up with the request for 'on account' 
payment, the same is allowed with the concurrence of 
Minis'try of F'inance (Defence) with 12 per · cent interest 
per annum. This is the usual practice followed in '"he· 
Department of Defence Supplies.'.' 

Cancellation of contract witih firm 'C'1 and . non-realiS'ation of 
advance money 

1.90. Audit paragraph reveals that firm · C ' submitted advance 
samples iri November, 191'5, against the stipulated date of April 19"15. 
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Clearance for. bulk prcduction was giv.en by Inspectorate of Arma­
ments in February, 1976. The first consignment of supplies was de­
livered in August 1976 but was rejected in November 1976 by the 
Senior Inspector of Armaments as "the store was found not accep­
table. .. Consequently the Department of Defence Supplies cancel­
led (November 1976) the contract. The 'on account' payment of 
Rs. 13.35 lakhs made to firm 'C ' was outstanding but the bank 
guarantee furnished by firm 'C ' was not invoked. 

1.91. The Committee desired to know the reasons for delay in 
submission of. the advance samples in November 1975 against their 
stipulated submission by April 1975. The Secretary of the Depart­
ment informed the Committee as follows: 

" They asked for extension of time. Extension was given." The 
representative of the Ministry of Defence further elaborated as 
follows : 

"The firm agree to supply by a certain date and later on they 
tried to manufacture components. Being a production de­
velopment order, if there is some snag which had to be 
overcome, it takes time. Whenever the firm's effort is 
sincere, extension is normally granted." 

1.92. The Committee desired to know the detailed reasons for 
cancellation of the contract with firm 'C'. The Committee also as­
certained the quantity which was tendered by firm 'C' and rejected 
and the actual defects on account of which this rejection was made. 
In a note, the Department of Defence Supplies stated as follows: 

· 'The firm had submitted lot 1 (quantity 1100) during August 
1976 which was rejected. Subsequently, during October 
and November 1976, they had submitted lots 2, 3 and 4. 
From the records it is seen that the f.oliowing factors led 
to the rejection of lot 1: 

Heavy proof samples from the first lot were taken up for HE 
filling at Ammunition Factory, Kirkee prior to the des­
patch to CPE. !tarsi for proof firing. Out of 30 rounds 
filled it was observed that 29 contained less high explosive 
than specified and also 15 rounds out of 30 filled recorded 
lower weight. Thus the samples did not meet the specifi­
ed weight stipulated in the proof schedule, which was 
quoted in the relevant specifications supplied to the firm. 
Proof schedule is a mandatory document and· acceptance 
of all armament stores is based on meeting proof require-
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ments satisfactorily. Since these rounds did not satisfy 
the proof requirements, the stores warranted rejection. 

The relevant clause 2l(b) of Schedule 'A ' to the Supply Order 
·p rovides that the contract shall be -liable to cancellation at the sole 
•discretion of the Purchaser without any financial repercussion to the 
purchaser if as a result of the tests/trials carried out on the samples 

.during the initial stages o~ production, it was revealed that the stores 
w ere not coming to the required standards. Legal advice was ob­
~.tained which confirmed that the contract could be cancelled under 
this clause. On the basis of the Technical Report and Legal advice 

·-mentioned . above, the confract with firm 'C' was cancelled." 

1.93. It was stated during evidence that the firm 'C' did not ma,ke 
·any security deposit in respect of the contract, as being established 
-:supplier of defence supplies, the security deposit requirement was 
·waived on specific request from the firm. The Committee desire 
·to know whether the firm was a registered firm .::i.s per requirements 
of the Ministry and whether the firm had made a specific request for 
·waiver of the security deposit. In a note, the Department of 

.:;Defence . .Supplies_,stated as follows: · 

· "l'he firm 'C ' made a specific request for waiver of the securi­
ty deposit. Their request was examined and · the security 
deposit was .waived. This firm is registered as per re­
quirements of the Technical Committee under the Minis­
try of Defence. " 

.'Revival of contract with firm 'C' 

·1.94. According to the Audit paragraph, after review by the De­
· partment of Def.ence Supplies, the contract with firm 'C' was reviv­
'ed for a quantity of 28,000 numbers (against the contracted quanti­
·ty of 37,551 numbers) to be supplied by October 19'78. The Commit­
. tee desired to know the circumstances leading to the revival of the 
-order with firm 'C ' in December 1977. The Committee also enquir­

"ed whether at that time the possibility of meeting this requirement 
'by production at Ordnance Factory was also examined and if so, 
t he outcome thereof. In a note, the Department of Defence Supplies 

~-s tated as follows: 

·"The cancellation of the order was formally conveyed to the 
firm 'C' on 30 November 1976. On the 3 December 1976, 
the firm, represented against the cancellation of the order 

!placed .on them ·and .followed it up with a number of re-
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minders. On their persistent representatiOns dated 301 
March 1977 a~d 14 Aptil 1977, a high-powered Technical 
Committee was constituted by the Government on 17 
June 1977 to enquire into the circumstances leading to the 
cancellation of the order on the firm . The terms of refe­
rence, inter alia included the following: 

'To examine whether the rej ection of the first lot of supplies. 
as defective after bulk production clearance was given 
was justifiable to the extent of warranting complete re­
jection or whether the supplier could have been given an 
opportunity. to rectify the defects so that the stores could. 
be accepted after such rectification '. 

· The Committee submitted its report on . 12 August 1977. Cen-· 
sidering all the technical grounds for which the first lot was r eject­
ed aBd a)so the views of the technical authorities, who were earlier 
asso.ciated with the technical ·appreciation of this supply, the Com-· 
mittee came to the conclusion that the rejection -of the fir st lot of 
supplies, after clearance for bulk production was given was 'not jus­
tifiable. Consequently, the Committee, inter alia, recommended! 
that 'the proof samrJes of lots 1, 2, 3 and 4 which were still available 
at Ammunition Factory, Kirkee, should be immediately subjected. 
~o proof firing'. 

The recommendations of the Committee were c.are:folly ex­
amined in the Department. It was decided to subject 
the store to proof firing with th~e specific agreement. of the 
firm that they would not have any objection to the proof 
firing of the samples · at their cost and that in the event of· 
supply order being restored on the successful completion 
of the proof testing of the samples, the terms and condi­
tions stipulated in the cancelled supply order shall re­
main unchanged and no claim whatsoever shall lie on the 
Government by the firm for the loss, 1f any, suffered by 
them. This undertaking was given by the firm vide their 

· letter da!ed 22 September 1977. 

The· r equisite samples were subjected to dynamic proof firing 
on the 14 and 15 October 1977 at CPE, · Itarsi. The proof 
results were found satisfactory and the overall perfor­
mance of the · sto!e was also con.sid~red quite satisfactory. 

Taking all the factors into consider·a:tioi'l in'ci uding the need of 
·; i the Army for this ·item and also ·tbe capacity ·of the DGOF, 
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it was. decided to reinstate the order with the firm in De- · 
cember 1977 for the supply of 28,000 number with an 
option for another 10,000 numbers to be exercised during_ 
the currency of the contract on the same terms and condi­
tions as stipulated in the original supply order. The · 
order was accordingly reinstated with the agr;.-=ement of 
the firm for the above mention quantity vide our letter 
dated 2nd December, 1977. 

The production of practice in the Ordance "B'actories in 1977-78 
was 13,065 Nos. ' · 

1 

1.95. The Committee desired to know the concrete recommenda­
tions nrnde by the Enquiry Committee constituted to enquire into 

' the reasons for earlier rejections of the supply made by firm 'C '. 
In a note, the Department of Defence Supplies intimated as follows: 

" A Committee was constituted by the Ministry of Defence 
(Department of Defence Supplies) to examine, inter alia, 
whether the rejection of. the first lot of supplies as defec­
tive after bulk production was given, was justifiable t::> the 
€xtent of warranting complete rejection or whether the 
supplier could have been given an opportunity to rectify 
the defects so that the stores _could be accepted after such 
rectification.. 

The Committee considered all the aspects leading t::> the re­
jection of the first lot as defective and al?o the views of · 
the technical authorities who were earlier associated with 
the technical appreciation of this ammunition and came · 
to the conclusion that there was no justification for pas­
sing the rejection sentence on the first lot of supplies 
without subjecting them to proof firing . They also could . 
not appreciate why samples of lots 2 and ·3 were not pro.of · 
fired when they were stated to be an improvement over 
the first lot . The Committee, therefore, recommended in 
its report submitted to the Government on 12th August, 
19'77 that the proof samples of lots 1, 2, · 3 and 4 which were 
still available at Ammunition Factory, Kirkee should be · 
immediately subjected to proo:!; firing. 

The recommendations of the Committee were exami:ped in 
the Department and in the light of the recommendations · 
sample·s from lot 1 to 4 of the. store were subjected to · 
dyha:mie p:roof at CPE, Itai'si · on 14 ahd l5 October .1977. 
The proof results were found satisfactorv' ·aila all' the .. fom . 
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lots were sentenced as serviceable. The overall perfor­
mance of the stores was also considered to be quite satis­
factory. · 

This matter was then again examined in the Department and 
taking all these factors into consideration, it was decided 
to reinstate order ·:ln firm ' C ' in December 1977 for the 
supply of 28,000 Nos. of the store with an option for an­
other 10,000 Nos. to be exercised during the currency of 
the contract on the same terms and conditions as stipu­
lated in the cancelled order. 

1.96. It is understood that the following were the two main terms 
o! reference of the Committee constituted to enquire into the can­
cellation or order pl'aced on firm 'C' : 

(i) whether the original bulk production clearance, which was 
subject to eliminating discrepancies listed therein was 
correct; 

. (ii) whether the rejection of first lot of supplies has defec­
tive even after clearances having been to bulk produc­
tion was correct. 

1.97. With regard to the. aspect at Serial No. (i), it is understood 
that according to the Enquiry Committee in view of the advance 
samples having been gauged and critically examined by the testing 
authorities and the results found satisfactory, the initial bulk pro­
duction clearance given was perfectly in order, as the discrepancies 
.found were trivial in nature and were easily rectifiable. 

1.98. It is further understood that as regards the justification or 
otherwise of the rejection of the first lot of supplies at defective 
after bulk production clearance had been given, the Enquiry Com­
mittee have not found it justifiable pa.rticularly in view of the fact 
that the defects based for rejection were minor in nature and were 
more in the nature on observation and could easily be taken care of 
in S'Uhsequent productions. 

1.99. The Enquiry Committee are understood to have decried the 
passing of rejection sentence without getting results of proof 
faring. The Enquiry Committee are further understood to have, 
.inter alia, pointed out that at the time of recommending rejection 
of first lot, proof samples of lots 2 and 3, which were already 
available with the authorities, should have also been carried out 
and considered. 
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1.100. The Enquiry Committee are also understood to have con­
-firmed that pressure was exerted by some defence authorities on 
:their sister authorities to point out some reason or other warranting 
rejection of lot No. 1. 

.Realisation of advance payment made to the firm by making use of 
Bank Guarantee. 

1.101. The Committee desired to know as to why the advance of 
·Rs. 13.35 lakhs made to the firm was not recovered at the time of 
cancellation of contract in November 1976 by encashing the bank 
,guarantee. In a note, the Department of Defence Supplies stated as 
Jollows: 

"When the contract with firm 'C' was cancelled on 30-11-76, 
the bank was immediately asked under a letter of the 
same date to make payments equivalent to the amount 
covered by the Bank Guarantee to the Government. The 
letter was issued in consultation with Legal Adviser, 
Defence Services. The bank was expedited in consul­
tation with Legal Adviser, Defence Services through our 
letter dated 18'-12-76. On 7-1-1977, the bailkers of firm 'C' 
stated that their client had informed that they had taken 
up the matter with us regarding these guarantees. Fur­
ther they requested to know the nature of breach com­
mitted by the firm before the amount could be remitted 
to the Government. The bankers also intimated on 19-1-77 
that the Bank Guarantee was still valid. The matter was 
again discussed with Legal Adviser, Defence Services and 
the Bank was informed on 7-2-77 that as per the Guaran­
tees furnished by them the purchaser was the sole judge 
as to whether the supplier had committed any breach or 
breaches of any of the terms and conditions of the said 
contract and the extent of monetary consequence there­
on. The Bank was again reminded on 14-'3-77 to make 
immediate payments failing which the Government 
would initiate legal proceedings against them at theil' risk 
and cost. 

The Bartk acknowledged receipt of these letters vide their 
letter dated 21-3-77 wherein they requested their clients 
firm 'C' to remit to them the amount equivalent to Bank 
Guarantee issued to them. The Bank also gave a . time 
of 10 ciays from the receipt of their letter to firm 'C' for 
depositing the amount failing which the firm 'C' was 

.. 
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warned that the amount woulcl be debited to. their account 
alorigwith ah interest @ 16~ pE>r cent plus othe~ charges. 
The Bank was again reminded to remit on 26-4-77 · in 
consultation with Legal Adviser, Defence Services to re­
mit the amount latest by 1-5-77 failing which the Govern­
ment would be forced to initiate the legal ptoceedings 
against them. In the meantime, the firm 'C' had been 
representing against cancellation of this order. A com­
mittee was constituted on 17-6-77 to go into the cirC'Um­
stan ~es leading to the cancellation of the orde1· on firm 
'C' which gave its report on 12-8-77. The firm 'C' again 
requested vide their letter dated 27-9-77 to stay action on 
the encashment of the Bank Guarantee. Their request 
was examined in the light of the recommendations of the· 
Enquiry Committee and it was decided to withhold action 
on the instructions issued to the Bank for encashment of 
the Bank Guarantee previously till they heard from us 
again in the matter. When, however, the S'Upply order 
was reinstated on the firm 'C', the question of encashment' 
of Bank Guarantee did not arise." 

1.102. The Committee were informed that an advance of Rs. 12.35· 
lakhs towards 'on account' payment was made to the firm against a 
Bank Guarantee by the firm. 

The Committee desired to know whether it was not the policy 
of the Government to insist upon such a Bank Guarantee from one­
of the Nationalised Banks. The representative of the Ministry in­
formed: 

"Not necessarily." 

Subsequently the Department of Defence Supplies confirmed in a 
note that it was their policy to obtain bank guarantee from any 
Scheduled Bank which need not necessarily be a Nationalised Bank. 

Present position about the requirement and supply of tM 
· ammunition. 

1.103. The Committee desired to know the present requirement 
of practice version of the ammunition together with: the annual 
supply of this version made by DGOF. The Committee also desired 
to know the mode by which the shortfa11 of practice version was 
made up. The Committee called for conftrmation from the Depart­
me,nt whether the shortfall ~as met by reducing the training further; 
and if' so, the extent by which it has affected the preparedness. In 
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a note, the Department of Defence Supplies had indicated the 
year-wise requirement upto 1981-82· taking into account the replace­
ment programme of this weapon by a new one. It is stated that-

Year 

"On assessment made by the Deputy Chief of Army Staff in 
1974, it was decided with the approval of the Chief of the 
Army Staff that the Army would accept a total of 50,000 
practice versions to meet their training requirements at 
a reduced scale upto 1981-'82. 

A statement showing production/issue of Practice version by 
DGOF is as under: 

1962-63 
1963-64 
1964-65 
1965-66 
1966-67 
1967-68 
1968-69 
1969-70 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975- 76 
1976-77 
1977-73 

I ssues from AFK to DGS* 

NI L 
NI L 
N IL 
NIL 
NIL 

2,462 
4.,498 
NIL 
5,301 
9,681) 
1,000 
NIL 
NIL 
NIL 

95 

During 1977-78 firm 'C' supplied 9,300 and further 6,087 Nos. 
till July, 1978 making a total of 15,387 Nos. approximately. 

Keeping in view the stock and expected produc~on level the 
training requirements had to be curtailed. The shortfall 
would be met by placing restrictions on expenditure of 
this item at training. Expenditure at training for 1978-79 
is restr icted only to 50 per cent for both Heat and Practice 
ammunitions. 

When the replacement of the weapon by indigenous produc­
tion of the new weapon commences, it will be possible 
to meet full training requirements of Heat . . .. The units 
will be able to fire more than 60 per cent of the laid down 
scale for Heat and Practice combined and their efficiency 
is not likely to be impaired much. 

The efficiency of the troops does suffer when the full practices 
laid down are not carried out and this ammunition is no 
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exception. In case of this item we had no alternative but. 
to put up with shortfalls in our requirements, as DGOF 
had stated that with the existing capacity, production or 
only 25,000 rounds per year (combined Heat and Practice) 
was possible." 

1.104. The Depar.tment of Defence Supplies subsequently intima­
ted the Committee that the firm had submitted the entire quantiy 
of 28,0(){) Nos. within the deLvery period. The last two lots com­
prising. about 2,30() Nos. were still under inspection and the earlier 
lots have been accepted. 

The final position in this r'egard was intimated to the Committee 
by the Department of Defence Supplies, on 5 March 1979', as follows: 

" .... the balance quantity of 1,000 Nos. was also subm:tted for 
inspection by the firm within the schedule of delivery as. 
stipulated in the contract. This lot comprising of 1,000 
Nos. was inspected, proof fired and found acceptable by 
the Inspector. Thus, the supplies of the total quantity 
of 28,000 Nos. stand completed by the firm. The con­
signee has not so far rerorted any discr'epancy 1n regard' 
to the supplies of 28,000 Nos. already made by this fi:rm." 

1.105. The Committee note that the Heat and Practice versions of 
ammunition for a weapon, introduced in the Indian Anny in 1957-
58, were initially imported from a foreign country. The actual im­
ports of these versions of the ammunition were 1,17,856 Nos. of Heat 
and 54,65() Nos. of Practice. An idea of the annual requirements of 
the Army for Practice version, meant for impartkg training to the 
troops in the use of this weapon, can be gathered from the fact that 
by October 1962, out of the imported 54,65() Nos. of the Practice ver­
sion of the ammunition, the Army was left with only 4,863 Nos .. 
With a view to meet their future requirements for this weapon, the· 
Army had in 1958 itself placed an indent on Director General, Ord­
nance Fac.tories for this ammunition, but according to the Depart­
ment, serious efforts for its production were made from 1960 only .. 
As on 1 Jµne 1963, against the firm demands placed by the Army on 
DGOF the outstandings totalled 2,27,500 Nos. (;116,500 Heat, 111,000 
Practice version). The Committee regret to note that due to a­
very limited b?fance stock of 4,863 Nos . of Practice version with the 
Army and non-materiaUsation of the indents for fresh supplies plac-· 
ed by the Army on Director General, Ordnance Factories, the Army 
had to seriously . restrict the use of this ammunition for practice 
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affecting the training in the Army and bottle worthiness of the 
troops. 

1.106. The Committee were informed during evidence that pro­
duction of this ammunition was undertaken in the Ordnance Fac­
tories on the basis of samples and drawings procured from the coun­
try of export. The Committee also note that the development of 
t.he empty bodies of this ammunition has been the vital limiting. 
factor with the DGOF in meeting the pressing demands of the Army· 
for this weapon. The Committee further note that tll()ugh serious 
efforts were made in 1960 for the production of this ammunition at 

~· an Ordnance Factory, actual production of empty bodies for Heat. 
and Practice versions was achieved only in 1962-631 and 1967-68, res­
pectively. From the facts placed before the Committee in writing· 
as well as during evidence, the Committee cannot help concluding 
that there has been complete lack of purposive and coherent ap­
proach by the concerned! Ordnance Factories a.nd other connected 
authorities resulting in poor execution of the orders of the Army 
for this weapon. Some of the notable features which the Com­
mitt.ee would like to highlight are indicated in .the following para-· 
graphs. 

1.107. The Committee regret to note that as against t'he allocated' 
annual capacity for the production of 42,000 Nos. of empty bodies in 
an Ordnanc.e Factory, the actual achievement of production remain-· 
ed miserably low. During the 16 years from 1962-63 to 1977-78' 
when this ammunition was under production in the Ordnance Fac­
tories, the peak production was reached only in 1971-72 touching a 
total of 26,820 only. In the following years, the production tapered· 
of to 'Nil' in 1974-75., picking u~ again to a figure of 21,185 in 1977-
78. All this reveals lack oif systematic effort on the part of the· 
factm:y authorities to evolve a regular pattern of production so as 
to achieve a level of production approximating to the annual pro­
duction capacity of 42,000 Nos. This once again clem·ly indicates the· 
absence of an inbuilt system of regularly and systematically monitor­
ing the production in Ordnance Factories, identify!nj bottlenecks 
and taking remedial action. The Committee reiterate the recom­
mendation made in paragraph 1.105 of their 109th Report (Sixth 
Lok Sabha) that such a monitoring system covering all the Ordnan­
ce FaCtories should be established without further delay. 

1.108. The Committee do not agree with the plea advanced by 
the Department for n<:>n-a".:hievement of the annual optimum capa­
city in the Ordnance Factory for the production of 42,000 empty 
bodies that 'no project was allocated to the Ordance Factories speci-
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fically for the mam~facture of either the hardware _or : th~ fimng . o.f 
the ammunition but production was ·planned on the basis of using 

·the existing facilities available in the Ordnance Factories, with mar­
ginal additional balancing plant'. The specific allocation of annual 

.optimum capacity of 42,000 was admitted by the Diredor General 
of Ordnance Factories at the meeting held in the room of the Special 
Secretary (Defence Production) on 25th August, 1969 when he plead­
ed that " .... although its sanctioned capacity was 3500 per month, 
i.e., 42,000 per annum, its actual production was 2,000 p.er month, 
i.e., 24,000 per annum," and that "he was not in a position to increase 
production because some of his equipments had been diverted for 
producing other items." The Department have adduced another 
plea of diversion of the capacity . of .the Ordnance Factories after 
1962, when the production of a number of items like Primers, Fuzes 
etc. had to be stepped up. The Committee nevertheless feel that 
with better planning and coordinated. approach it would not have 
heen out of reach of the Ordnance Factories to ·achieve optimum . 
capacity utilisation and meet to a substantial extent the large out­
standing orders of the Army for this ammunition. 

1.109. The Committee note that production of the Heat version of 
the ammunition was established in the Ordnance Factory in 1962-

. 63 and with concerted action it could have been possible to increase 
production of this version .to meet the requirements of the Army. On 
the other hand, the production of the P1·actice vers1on in the Ord­
nance Factor ies was not contemplated or planned until 1967-78 when 
its production come to ·be established for the first time. Yet, even 
though the imported stock of the Practice version had well-nigh de­
pleted completely and the Army was badly in need of this version, 
an indent for 5il,OOO numbers of empty bodies of Heat version only 
was placed on Director General, Supplies and Disposals on 19.tli June, 
1963, which was covered by A/T o.f 12th December, 1963 on firm 'A'. 
The Committee are at a loss to understand as to why the assistance of 
trade was not sought at that time for the empty bodies of the Prac­
tice version, which was so badly needed by the Army .for practice 
purposes. Besides, contracting out .to private party the Heat version 
of the ammunition also involved the· security aspect. The Commit­
tee feel that the need oif the hour was to take assistance of the .trace 
for empty bodies of the practice version and to allow the Ordnance 
Factory to concentrate on the production of the Heat version. 

1.110. The Committee note that firm 'A' took as long as five years 
to develop sample for empty body of Heat version in April 1968., 
when this version was ·already developed and in tJroduction in the 
Ordnance Factory since 1962-63. The long time taken by the firm 
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'i!aas- been-· attributed by the Department to the fact that this store 
""is highly specialised and complicated and rather difficult to manu­
~cture" ·and further "the private sec.tor was also not accustomed 

fhe rigid -:quality control requirements of armament production 
1m the initial stages." The casual approach of the Department in 
securing compliance of the order for supply of samples is evident 
:lirom the fact. that the original order of 12th December, 1963 did not 
·even specify the date by which the advance samples were to be 
Slilbmitted by the firm and it was only after a period of four years, 
a s a result ·of after thought, that the firm was asked on 15th Septem­

·11er, 1967, to submit advance samples upto 31st December, 1967, which 
· ilate was later extended upto 29th February, 1968. As the Department 
·a t t hat t ime was fully aware of the urgency of the need for supplies of 
··fhe store, the contract with the firm should have, at the initial stage, 
p rovided for a date by which the sample was to be submitted by 

·:fhe firm. · The Committee feel that in the absence of this stipulation, 
the firm did not take the order as seriously as it should have done, 

·:residting in an undue delay in the fab1:ication of the sample. The 
'-Committee· are ··also at a loss to understand as to why a prototype 
Gf the item already under production in the Ordnance Factory to­
gether with its know-how was not made available to the firm so as 
-to enable it · to~ commence production stl'aightway and not waste 
"fime, energy and resources in developing the same item de novo. 

1.111. Another note worthy feature of the deal is that the original 
order of December 1963 for 50,0(}0 units was subsequently reduced 
-to 25,(}00 Nos. in February 1965 because according to the Department, 
Gfhe firm could not effect supplies." The reason indicated for reduc­
tion in the quantit y to be supplied by the firm is strange particularly 
w hen the requirements of the Army continued to be urgent. In fact 
-Ae failure· tO" make · supplies· witliin ·11 -reasonable period should have 
atti:acted a stiffer action such as cancellation of the contract and 
a ward of work to some other more competent party. 

ll.112. The Committee-understand that on 1st April, 1969, the out­
-standing orders on DGOF for Practice version were more than those 
-for Heat version. According to the Audit paragraph, DGOF sug-
gested in January" 1970 that an order on trad~ should be for practice 
version only _ as the Ordnance Factory was not manufacturing this 
version any longer. The Secretary of the Department, however, in­
formed the Committee during evidence that the DGOF had suggested 
in January 1970 a common de5ign for the em.pty bodies of heat and 
p ractice versions. According to the Department kl(eping in view 
-the DGOF's aforesaid suggestion ana also due to the fact that heat 
·version of the ·empty "body had already been developed by trade, it 

~5LS-4. 
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was decided in January 1970 to modify, the . design of the Practice~ 
ve1·sion to that of the heat version. Consequently, an 01·de1: for the -
supply of 75,000 empty bodies of modified combined version was 
concluded with firm 'B' against the specific Ol'der of the Army for 
Practice version. 

1.113. The Committee feel that the decision of modifying the · 
design of Practice version to that of Heat version was not properly 
considei·ed. The empty body of Heat ve1:sion is much costlier than . 
that of Practice version. As against the cost of production at the -
Ordnance Factory of empty body o.f Practice version of Rs. 92.86, 
Rs. 350.20 and Rs. 452.87 during the years 1967-68, 1971-72 and 1977- <. 

78, the coi·responding cost of iiroduction of Heat version was 
Rs. 301.74, Rs. 545.33 and Rs. 1020.00 respectively. It is thus obvious 
that financial implications of this modification and the resultant 
recul'l'ing additional financial burden in meeting Army's future -
requirements for Practice version were not fully examined at the 
time of taking this decision . The represent~tive of the Army cou- , 
fh·med dm·ing evidence that the cost · consideration was the main 
factor in using the empty body of the Practice version for practice 
purposes. The other consideration for effecting this modification 
was that the heat version had already been developed in .trade. This 
plea ceased to hold good when in December · 1970 the supply order 
for 75,000 units of the new composite type ,was awarded to a new 
ffrm 'B' which had to commence .the fabrication of the sample 
de novo. These facts compel the Committee to conclude ·that the 
decisions at that point of time were being made on ad hoc basis 
without considering fully the pros and cons of a course of action. 
This is regrettable. 

1.114. Yet another ghuing lapse on the part of the Department 
was the award of the contract for the supply of 75,000 empty bodies 
to fii·m 'B' in December 1970. It is perplexing to note thnt although · 
firm 'A' had earlier taken five years to develop a ·sample, this con-
tract was awarded post haste to another firm 'B' without even verify- '·' 
ing its technical capablility and financial capacity for .the execution 
of .the contract. At the meeting held on 26 June 1970 to discuss the · 
procurement of this item, it was stated that there was only one 
offer from firm 'A'. When it was pointed out that it might delay 
the procurement of the store if it was entrusted to a new party, a · 
suggestion was made that "firm 'B' might be capable oif undertaking · 
the work and some quantity might be entrusted if they were pre-
pa1·ed to undertake the job on the terms and condition's which might 
he offered to fi·rm 'Ar." In the brief prepared for the meeting proposed · 
to be held in tlie room of Secretary (Defence Production) on 25-. 
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July 1970, it was cleady stated that " .. . it will be desirable that if any 
orders are to he placed on .this fu·m, their capacity and capability 
governing this store should be inspected by the Inspector .... " Fur­
ther, at the meeting of 25 July 1970, the Deputy Financial Adviser 
had also stated that "if there was any doubt about the capacity of 
this firm, we could take perform~nce guarantee." All this sufficiently 
proves that genuine doubts were entertained about the capability of 
the firm. Yet, the conh'act was awarded to firm 'B' on the plea that 
it had earlier p1·oduced similar items an d also as its quotation was 
Rs. 252 only as against the quotation of Rs. 510.25 in 1970 of firm 'A' . 
The much lower quotation of firm 'B' should have been an indication 
of the fact that it had no i·eal conception of the complex ities of the 
job. It may be mentioned in this context .that the cost of produc­
tion of the same item in Ordnance Factory was Rs. 545.33 in 1971-72 
and Rs. 1225.00 in 1973-74. No wonder, the firm did not execute t he 
supply order resulting in failure of the Ordnance Factory to h onour 
the indents of the Army for the weapon so urgently i·equired by it. 
Another lapse noted by the Committee is tha t the firm w as not pres­
sed in time to m ake security deposit according to .the ten 11s of the 
contract. 

1.115-. The Committee are pertm·bed at the irregula1· m anner in 
which contract w as awarded to firm 'B'. They would like Govern­
ment to investigate the part played by authorities and individuals 
at various levels w hich led to contract being awarded to the firm 
without proper verification of technical and financial credentials ancl 
other irregularities with a view to fixing responsibility for the 
lapses. 

1.116. The Committee were informed dm ing evidence by the 
Secretary of the Department of Defence P roduction that it was 
stated in the minutes of the meeting held in the Ministry of Defence 
on 4 February 1972 to review the requirements of this ammunition 
in the ligh t of the introduction of a new weapon that 'no fur ther 
financial commitment should be made ·by the DGOF for practice'. 
This was interpreted to mean that DGOF should issue instructfons 
.to stop production o.f empty bodies and the ammunition for the 
existing weapon even against the pending\ orders. Consequently, 
the DGOF's organisation not only suspended the order placed on 
firm 'B' in 1970 for supply of 75,000 empty bodies but also suspended 
their own production. Due .to this wr.ong interpretation, which 
according to the Secretary (Defence Production) was due to the 
communication gap between the Department and the DGOF's 
organisation, the production of empty bod!es (both heat and practice) 
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during 1971-72 to 13,195, 4'060, nil, 2030 and 7105 during the years 
1972-73, 1973-74, 1974-75, 1975-76 a1~d 1976-77 respectively. 

1.117. The Committee fail to be convinced with the plea of the 
Department that the wrong interpretation of the minutes of tpe 
meeting held on 4 February 1972 was the sole reason for slackening 
of efforts in the production of the empty bodies and ammunition at 
the Ordnance Factory and procurement of empty bodies from trade. 
This plea could hold ,good at best till May 1972, when the Army had 
very spe.cifically written to the Department of Defence Production 
to clear this misunderstanding. The Committee deeply r~gret that 
even when the Army had cleared the misunderstanding in unequivo­
cal terms, the DGOF and other concerned authorities took no steps 
to resume production and procurement and consequently t~e Army's 
urgent requirements for practice version remained unfulfilled. 

1.118. The Committee are pained to discern the same halting 
approach by the Department in meeting the sub.sequent requirements 
of the Army for Practice version. In their note of 25 August 1973 
to DGOF headqu:arters, the Army Headquarters revived their out­
standing orders for Heat and Practice versions and also requested 
that the supply of these quantities should be completed in 2-3 years' 
time. The figures of production of the ammun~ion upto the year 
1976-77 clearly prove that the DGOF's 01·ganisatio11 did not make 
serious efforts to step up the production of the ammunition in the 
Ordnance Factories. Further, the DGOF's organisation moved lei­
surely even to arrange procurement of empty bodies from trade. 
It w as only after a delay of about 67 months, i.e., in March 1974, 
that the DGOF's organisation requested the Department of Defencf' 
Supplies to anange for 75,000 (Practice version) empty bodieS. from 
trade. The Committee deprecate the leisurely working of the 
DGOF's or,ganisation resulting in long delay in the production of the 
ammunition in the Ordnance Factory and also in the procurement 
of empty bodies from trade. 

1.119. The Committee note that the Army Headquarters furthel' 
reviewed their requirements of practice ammunition and agreed to 
red'Uce the order to 50,000 numbers covering the requirements upto 
1981-82 as against the much larger actual requirements. In the letter 
of 22-6-1974 from DCOAS to Additional Secretary, Department of 
Defence Supplies, the former clearly emphasised the urgent need for 
meeting the requirements of the Army for practice version, when 
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he stated that "there has only been a very limited supply of Prac­
tice ammunition since 1971-72 and the training requirements were 
largely met from Heat ammunition but on a limited scale. If in the 
future also practice ammunition is not produced, we would be fur­
ther eroding for meeting training requirements the existing stock 
of Heat ammunition." The Committee deeply regret .that even under 
these pressing circumstances so plainly brought out in the afore­
said letter the DGOF and other concerned authorities had failed to 
make serious efforts to supply the requisite ammunition to the Army 
on a regular basis. 

1.120. The Audit paragraph reveals that for meeting the revised 
requirements of 50·,000 of the Army for Practice verson upto 1981-82, 
the schedule for manufacture of this equipment drawn by the DGOF 
for the yea1·s 1974-75, 1975-76, 1976-77 and 1977-78 was 10,000, 
15,000, 15,000 and 10,000 respectively. However, by 1977-78, only 
17 ,167 units could be supplied by the Ordnance Factory to the Army. 
Further, though initially it was contemplated that the DGOF would 
not require supply of empty bodies from trade for this schedule of 
manufacture, subsequently in October 1974 an order for supply of 
37,551 empty bodies was placed on firm 'C'. This show5 a serious 
lack of planning by the DGOF for meeting the requirements of the 
Army. If this is indicative of the general pattern observed by DGOF 
in meeting the minimum requirements of the Army for weapons and 
ammunition, the production planning and control mechanism of the 
DGOF is in dire need of a thorough review. The Committee recom­
mend that the Department of De~ence Production may consider 
appointment of a high level committee to review the performance 
of the DGOF in meeting on a regular and timely basis the require­
ments of weapons and ammunition by the Army and suggest mea­
sures to effect improvement therein. 

1.121. The Committee note that on account of the first lot of 
supplies tendered for delivery by firm 'C' in August f976 havin,g 
been rejected by the Senior Inspector of Armaments the contract 
with the firm was cancelled in November 1976. As a result of 
several representations by the firm, a Technical Enquiry Committee 
was appointed on 17 .June, 1977 to examine whether the rejection 
of the first lot of supplies was justifiable to the extent of warranting 
complete rejection. The Technical Enquiry Committee submitted 
its report on 12 August 1977. The Enquiry Committee had, in its 
report, inter alia, stated that pressure was .exerted by some defence 
authorities on their sister authorities for rejecting the lot of supplies. 
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T he Copi,mittee _would like the :\\iinistry of Defence to take action 
against the . officers responsible for pressurising as also those who 
.succumbed to .the p1·essure. 

NEW DELHI; 

March 30, 1979 

Chaitra s, rn611Sr 

P. V. NARASIMHA RAO, 

Chairman, 

Public Accounts Committee. 
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The Committee note that the Heat and Practice versions of 
ammunition for a weapon, introduced i~ the Indian Army in 1957-5;8; 
were initially imported from a fo reign country. The actual im~ 

ports of these versions of the ammunition were 1,17,856 Nos. of 
Heat and 54,650 Nos. of Practice. An idea of the annual r equire­
ments of the Army for Practice version, meant for imparting train­
ing to the troops in the use of this weapon, can be gathered from 
the fact that by October 1962, out of the imported 54,650 Nos. of 
the Practice version of the ammunition, the Army w as left with 
'only 4,863 Nos. With a view to meet their future requirements for 
this weapon, the Army had in 1959 itself placed an indent on 
Director General, Ordnance Factor ies for this ammunition, but ac­
cording to the Department, serious efforts fo r its production were 
made from 1960 only. As on 1st June, 1963, against the firm de­
mands placed by the Army on DGOF the outstandings totalled 
2,27,500 Nos . (116,500 Heat, 111,000 Practice version) . The Com­
mittee regret to note that due to a very limited balance stock of 
4,863 Nos. of Practice version with the Army and non-materialisa-
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tion of the indents for fresh supplies placed by the Army on Direc­
tor General, Ordnance F'actories, the Army had to seriously restrict 
the use of this ammunition for practice affecting the training in the 
Army and battle worthiness of ,the troops. 

The Committee wer e informed during evidence that production 
of this ammunition was under taken in the Ordnance Factories on 
the basis of samples and drawings procured from the country of 
export. The Committee also note that the development o,f the 
empty bodies of this ammunition has been the vital limiting factor 
with the DGOF in meeting the pressing demands of the Army for 
this weapon. The Committee fur ther note that though serious 
efforts were made in 1960 'for the pr oduction of this ammunition at 
an Ordnance Factory, actual production of empty bodies for Heat 
and Practice versions was achieved only in 1962-63 and 1967-68, 
respectively. From the . facts placed before the Committee in 
writing as well as during evidence, the Committee cannot help 
concluding that there has been complete lack of purposive and co­
herent approach by the concerned Or dnance Factories and other 
connected authorities resul.ting in poor execv.tion of the orders of 
the Army for this weapon. Some of th'e notable features which the 
Committee would lik~ tq ·l}i~hli~ht ar~ indi~~t~d in the follcrwi:q!{ 
parartapns, · J 
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The Committee regret to note that as against the allocated 
annual capacity for the production of 42,000 Nos. of empty ho.dies 
in an Ordnance Factory, the actual achievE¥nent of production re­
mained miserably low. During the 16 years from 1962-63 to 1977-78 
when this ammunition was under production in the Ordnance 
Factories, the peak production was reached only in 1971-72 touch-
ing a total o'f 26,820 only. In the following years, the production 
tapered of to 'Nil' in 1974-75, picking up again to a figure of 21 ,rn.5 
in 1977-7B. All this reveals lack of systematic effort on the part of 
the factory authorities to evolve a regular pattern of production so 
as to acb{>~ve a level of pro.duction approximating to the annual 
productioL capacity of 42,000 Nos. This qnce again clearly indi­
cates the absence of an inbuilt system of regularly and systemati­
cally monitoring the production in Ordnance Factories, identifying ~ 
bottlenecks and taking remedial action. The Committee reiterate 
the recommendation made in paragraph 1.105 of their 109th Report 
(Sixth Lok S'abha) that such a monitoring system covering all the 
Ordnance Factories should be established without further delay. 

The Cominittee do not agree with the plea advanced by the ne­
partment for non-achievement of the annual optimum capacity in 
the Ordnance Factory for the production of 4~,000 empty bodies 
that 'no project was allocated to the Ordnance ·Factories specifically 
for the manufacture of either the hardware or the filling of the 
ammunition but production was planned on the basis of using the 
existing facilities available in the Ordnance Factories, with margi-
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nal additional balancing plant'. The specific allocat ion -of an~ual 
optimum capacity 0£ 42,000 was admitted by the Director General 
of Ordnance Factories at the meeting held in the room -of the 
Special Secretary (Defence Production) on 25~h August, 1969 when 
he pleaded that " ... although its sanctioned caracity was 3,500 per. 
month, i.e. 42,000 per anmim, its actual production was 2,000 per­
month, i .e., 24,000 per annum," and that "he was not in a position 
to increase production because some of his equipments had been 
diverted for pr'oducing other items." The Department have 
adduced another plea of diversion of the capacity of the Ordnance · 
Factories after 1962, when the production of a number of items J.ike 
Primers, · Fuzes etc. had to be stepped up. The Committee never­
theless feel that with better planning and coordinated approach, it 
would not have been out of reach of the Ordnance Factories to 
achieve optimum capacity utilisation and meet to a substantial 
extent the large outstanding orders of the Army for this 
ammunition. 

The Committee note that production of the Heat vertion of the 
ammunition was established in the Ordnance Factory in 1962-63 
and with concerted action it could have been possible to increase 
production of this version to meet the requirements of the Army. 
On the other hand, the production of the_ Prac tice version in the 
Ordnance Factories was not contemplated m planned until 196·7-68 
when its production came to be established for the first time. Yet, 
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even though the imported stock o'f the Practice version had weii­
nigh depleted completely and the Army was badly in need of this 
version, an indent for 50,000 . numbers of empty bodies of Heat ver­
sion only was placed on Director General, Supplies and Disposals 
on 19th June, 19163, which was covered by A IT of 12th December, 
1963 on firm 'A'. The Committee are at a loss to understand as tc 
why the assistance of trade was not sought at that time for tht: 
empty bodies of the Practice version, which was so badly needed 
by the Army for practice purposes. Besides, contracting out to pri­
vate party the Heat version of the ammunition also involved the 
security aspect. The Committee feel that the need of the hour was 
to take assistance of the trade for empty bodies of .the practice 
version and to allow the Ordnance Factory to concentrate on the 
production of the Heat version. 

The Committee note that firm 'A' took as long as five years to 
develop sample 'for empty body of Heat version in April 1968, when 
this version was already developed and in production in the Ord­
nance Factory since 1962-63. The long time taken by the firm has 
been attributed by the Department to the fact that this store "is 
highly specialised and complicated and rather difficult to manufac­
ture" and further "the private sector was also not accustomed fo 
the rigid quality control requirements of armament production in 
the initial stages." The casual approach of the Department in 
securing compliance of the order for supply of samples is evident 
from the fact that the original order of 12th December, 1963 did 
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not even specify the date by which the advance samples were .to be 
submitted by the firm and it was only after a period of four years, 
as a result of a'fterthought, that the firm was asked on 15th Septem­
ber, 1967, to submit advance samples upto 31st December, 1967, 
which date was later extended upto 29th F'ebruary, 1968. As the 
Department at that time was fully awar of the urgency of 
the need for supplies of the store, the contract witn the firm should 
have, at the initial stage, provided for a date by which ,the sample 
was to be submitted by the firm. The Committee feel that in the 
absence of this stipulation, .the firm did not take the order as seri­
ously as it should have done, resulting in an undue delay in the 
fabricatiorn of the sample. The Committee are also at a loss to 
understand as to why a prototype of the ttem already under produc­
tion in the Ordnance Factory together with its know-how was not 
made available to the firm so as to enable it to commence produc­
tion straightway and not waste time, energy and resources in deve­
loping the same item de nova. 

Another noteworthy feature of the deal is ,that the original order 
of December, 1963 for 50,000 units was subsequently reduced to 
25,000 Nos. in February, 1965, because according to the Department, 
"the firm could not effect supplies." The reason indicated 'for re­
tluction in the quantity to be supplied by the firm is strange parti­
cularly when the requirements of the Army continued to be urgent. 
In fact the failure to make supplies within a reasonable period 
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should have attracted a stiffer action such as cancellation of ithe 
contract and award of work to some other more competent party. 

The Committee understand that on 1st April, 1969, the outstand-
ing orders on DGOF for Practice version were more than those for 
Heat version. According to the Audit paragraph, DGOF suggest-
ed in January, 1970 that an order on trade should be for practice 
version only as the Ordnance Factory was not manufacturing this 
version any longer. The Secretary of the Department, however, 
informed the Committee during evidence that the DGOF had sug­
gested in January, 1970 a common design for the empty bodies of 
heat and practice versions. According to ,the Dpeartment keeping 
in view the DGOF's aforesaid suggestion and also due to the fact 
that heat version of the empty body had already been developed v. 

by trade, it was decided in January, 1970 to modi'fy the design of v. 

the Practice version to that of the heat version. Consequently, an 
order for the supply of 75,000 empty bodies of codified combined 
version was concluded with firm 'B' against the specific order of the 
Army for Practice version. 

The Committee feel that the decision of modifying the design 
1 

of Practice version to that of Heat version was not properly con­
sidered. The empty body of Heat version is much costlier than 
that of Practice version. As against the cost of production at the 
Ordnance Fac,tory of empty body of Practice version of Rs. 92.86, 
Rs. 350.20 and Rs. 45•2.87 during the Y.ears 1967-6S, 1971-72 and 
1977-78, the corresponding cos1t of production of Heat version was , 
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Rs. 301.74, Rs. 545 33 and Rs. 102_0.00 respectively. It is thus obvi­
ous that financial · implications of · th:ls modincation. and the result­
a·nt. recurring additional f).ri.ancial burden. in meeting Army's future 
requiremei1ts for P ractice · version were not . fu11y examined (;lt the 
time of taking this decision. - ··The ·representative of the Army con~ 
firmed . during· evidence. that the cost . consideration was the -main 
factor in using the empty body of the Practice version for pr actice 
purposes. ..The other . con sideration for effecting this . modification 
was that tlie .Heat. version . had alrea dy been developed in trade. 
This plea ceased . to . hold good when in December, 1970 the supply 
order for 75,000 .units of. the new composite type was awarded to. a 
new· firm 'B' ·which: had to commence the 'fabrication of the sample 
de nova . . These facts comp.el the Committee to conclude that the 
decisions at that poin't of time were being made on ad hoc basis 
without considering fully the pros and cons of a course of action. 
This is regrettable. 

Yet another glaring lapse on the part of the Department was the 
award of the contract for the suppJy of 75,000 empty bodies to firm 
'B' in December, 19-70. It is perplexing to note that although firm 
'A' had earlier taken five years to develop a sample, this 
contract was awarded post haste t o another firm 'B' with­
out even verifying its technical capability and financial capa­
city for the execution of the contract. At the meeting held on 26th 
,Tu,ne 1970 'to discuss the procurement of this item, it was stated 
\, Ju , • ~ T 0 \ -' • I _, : 
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that there was only one offer from firm 'A'. When it was pointed 
out that it might delay the procurement of the store i'f it was en­
trusted to a new party, a suggestion was made that "firm 'B' might 
be capable of undertaking the work and some quantity might be 
entrusted if they were prerared to undertake the job on the teI'ms 
and conditions which might be offered to firm 'A'." In the brief 
prepared for the meeting proposed to be held on the room of Sec­
retary (Defence Production) on 25th July, 19170, it was clearly 
stated tha't " .... it will be desirable that if any orders ar~ to be 
placed on this firm , their capacity and capability governing this 
store should be inspected by the Inspector . ... " Further, at the 
meeting of 25th July, 1970, 'the Deputy Financial Adviser had also 
stated that "if there was any doubt about the capacity of this firm, lll 

we could take performance guarantee." All this sufficiently proves -...:i 

that genuine doubts were entertained about the capability of the 
firm. Yet, t he contract was awarded to firm 'B' on the plea that it 
had earlier produced similar items and also as its quotation was 
Rs. 252 only as against the quotation of Rs. 510.25• in 1970 of firm 
'A'. The much lower quotat ion of firm 'B' should have been an 
indi·~a tion of the fact that it had no real conception of the compJexi-
ties of the job. J,t m ay be mentioned in this context that the cost 
of production of the same item in Ordnance Factory was Rs. 545.33 
in 1971-72 and ·Rs. 1225.00 in 1973-74. No wonder, the firm did not 
execute the supply order resulting in failure of the Ordnance Fac­
tory to honour the indents of the Army for the weapon so urgently 
required by it. Another lapse noted by the Committee ~s that the -- ·-- - -------- ------- -----
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firm was not pressed in time to make security deposit according to 
the terms of the contract. 

The Committee are perturbed at the irregular manner in which 
contract was awarded to firm 'B'. They would like Government to 
investigate the part played by authorities and individuals at various 
levels which led to contract being awarded to the firm without 
proper verification of technical and financial credentials and other 
irregularities with a view to fixing responsibility for the lapses. 

The Committee were informed during evidence by the Secretary ~ 
of the Department of Defence Production that it was stated in the 
minutes o'f the meeting held in the Ministry of Defence on 4 Feb­
ruary, 1972 to review ,the requirements of this ammunition in the 
light of the introduction of a new weapon that 'no further financial 
commitment should be made by the DGOF for practice'. This was 
interpreted to mean that DGOF should issue instructions to stop 
production of empty bodies and the ammunition for the existing 
weapon even against the pending orders. Consequently, the DGOF's 
organisation not only suspended the order placed on firm 'B' in 
19·70 for supply of 75,000 empty bodies but also suspended their own 
production. Due to this wrong interpretation, which according to 
the Secretary (Defence Production) was due to the communication 
gap between the Department and the DGOF's organisation, the pro-
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duction of empty bodies (both heat and practice) of the ammuni­
tion in the Ordnance Factory, came down from· 26,820 during 1971-72 
to 13,195, 4060, nil,, 2030 and 71'05 during the yeats 1972-73., 1973-74, 
1974-75, 1975-76 and 1976-77 respectively. 

The Committee fail to be convinced with the plea of the Depart· 
ment that the wrong interpretation of the min•utes of the meeting 
held on 4th February, 1972 was the sole reason for slackening of 
efforts in the production of the empty bodies and ammunition at the 
Ordnance Facto,ry and procurement of empty bodies from trade. 
This plea could hold good at best till May 1972, when the Army h:id 
very specifically written to the Department of Defence Production 
to clear this misunderstanding. The Committee deeply regret that 
even when the Army had cleared th~ misunderstanding in un- ~ 

quivocal terms, the DGOF and other concerned authorities took no '° 
steps to resume prod'Uction and procurement and consequently 
rthe Army's urgent requirements for practice version remained in 
fulfilled. 

The Committee are pained to discern the same halting approach 
by the Department in meeting the subsequent requirements of the 
Army for Practice version. In their note of 25 August 1973 to DGOF 
headquarters, the Army Headquarters revived their ou.tstanding 
orders for Heat and Practice versions and also requested that the 
supply of these quantities should be completed in 2-3 years' time. 
The figures of production of the ammunition upto the year 1976-77 
clearly prove that the DGOF's organisation did not make serious 

------- ·- - -----
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efforts to step up the production of the ammunition in the Ordnance 
Fadories. Further, the DGOF's organisation moved leisurely even 
to arrange procurement of empty bodies from trade. n was only 
after a delay of about 6-7 months, i.e., in March 1974, that the 
DGOF's organisation requested the Depart.m.ent of Defence Supplies 
to arrange for 75>,00Qi (Practice version) empty bodies from trade. 
The Committee deprecate the leisurely workin~ of the DGOF's or­
ganisation resulting in long delay in the prod'Uction of the ammuni­
tion in the Ordnance Factory and also in the procurement of empty 
bodies from trade. 

The Committee note that the Army Headquarters further re­
viewed their requirements of practi ~ e ammunition and ?-gr'eed to 
reduce the order to 50,000 numbers covering the requirements upto 
19'81-'82 as against the much larger actual requirements. In the 
letter of 22-6-1974 from DCOAS to Additional Secretary, Depart­
ment of Defence SuprJies, the fo rmer clearly empha~i32d the -ur5e.1t 
need for meeting the requirements of the Army for practice version, 
when he stated that "there has only been a very limited supply of 
Practice ammunition since 1971-72 and the training requirements 
were largely met from Heat ammunition but on a limited scale. If 
in the future also practice ammunition is not produced, we would 
be further eroding for meeting training requirements the existing 
stock of Heat ammunition." The Committee deeply regret that even 
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under these pressing circumstances so plainly brought out in the 
aforesaid letter the DGOF and other concerned authorities had 
failed to make serious efforts to S''1pply the requisite ammunition to 
the Army on a regular basis. I 

The Audit paragraph reveals that for meeting the revised re­
quirements of 50,000 of the Army for Practice version upto 1981-82, 
the schedule for manufacture of this equipment drawn by the DGOF 
for the years 1974-75, 1976-76, 1976-77 and 1977-7'8 was 10,000, 
15,000, 15·,000' and 10,000 respectively. However, by 1977-78, 
only 17,167 units could be supplied by the Ordnance Factory to the 
Army. Further, though initially it was contemplated that the DG".)F 
would not require supply of empty bodies from trade for this 
schedule of manufacture, subseq'Uently in October · 1974 an 
order for supply of 37,551 empty bodies was placed on firm 9;' 
'C' .. This shows a serious lack of planning by the DGOF for 
meeting the requirements of the Army. If this is indicat'. ve 
of the general pattern observed by DGOF in meeting the mini­
mum requirements of the Army for weapons and ammunitic:1, 
the producti :m planning and control mechanism of the DGOF is in 
dire need of a thorough r.eview. The Committee recommend that 
the Department of Defence Production may consider appointment 
of a high level committee to review the performance of the DGOF 
in meeting on a regular and timely basis the requiremenfs of wea­
pons and ammunition by the Army and f>'Uggest measu:·2s to effect 
improvement therein. 
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The Committee note that on account of the firs_t lot of supplif;!S 
tendered for delivery by firm 'C' in A,ugus_t 1976 l).av.ing been refected 
by the Senior Inspector of Arm?ments- the contract wit}i the firm 
was cancelled in N oveinber 1976. As a result of several represenr 
tations by the firm, a Technical Enquiry Committee was appointed 
on 17th June 1977 to examine whether the rejection of_ t_he first_ lot 
of supplies was justifiable to the extent ci{ warrantip.g complete re­
jection. The Technical Enquiry Committee s'Ubmit.ted its report on 
12th August, 1977. The Enquiry Committee had, in its report, inte1· 
alia, stated that pressure was exerted by some defe.nce authorities 
on their sister ~uthorities for rej·ecting the lot' of supplies~ The Com­
mittee would like the Ministry of Defenc·e to .take action ·against ' the 
officers responsible £or pressuri.sing as aiso -thuse who SUCC"..Itnbed _to 
the-pressure. · - · -_ · · · · · -
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