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I, the Chairman of the Public Accounts Committee as authorised 
by the Committee, do present on their behalf this Two Hundred and 
Second Report on the action taken by Government on the recommen- 
dations of the Public Accounts Committee contained in their Hundred 
and Forty-Fourth Report (5th Lok Sabha) on paragraphs 44 to 47 
of the Report of the Comptroller & Auditor General of India for the 
year 1972-73, Union Government (Civil) relating to the Department of 
Supply - 1 

2. On the 3rd June, 1975 an 'Action Taken Sub-Committee', con- 
sisting of the following Members, was appointed to scrutinise the 
replies from Government in pursuance of thc recommendations made 
by the Committee in their earlier Reports: 

Shri H. N .  Mukerjee-Chuirnmn 
Shri V. B. Raju--Convener 

S h ~ i  Priya Ranjan Das Munshi 7 
Shri Darbara Singh I 

Shri N. K. Sanghi 
Shri Rabi Ray 
Shri Raja ~ u l k a r n i  I 
Dr. K. Mathew Kurian j 

3. The Action Taken Sub-committee o f  the Public Accounts 
Committee (1975-76) considered and adopted the Report at their 
fitting held on the 27th February, 1976. The Report was finally atlopt- 
rd by the Public Accounts Conlnlittee on the 8th March. 1976. 

4.  For facility of refcrenct* the conclilsioi~s/rtu.omr~~e~~d~tions of 
the Committee hove been printed in thick type in th!! body of the 
Report. For the sake of convenience, conclusions/recommendations 
of the Committee have also been appended to the Report in a consolt- 
dated forn~.  



5. The Committee place on record their appreciation of the assist- 
ance rendered to them in this matter by 
General of India, 

March 9, 1976. 
--. - -- . . - -- - 
Phalguna 19, 1897 (S). 

Chairman, 
Public Accounts Committee. 



CHAPTER I 

REPORT 

1.1. This Report of the Committee deals with t'he action ta,ken by 
Government on the recommendations/observations contained in their 
144th Report (Fifth Lok Sabha) on paragraphs 44 to 47 of the Report 
of the Comptroller & Auditor General of India for the year 1972-73, 
Union Government (Civil) relating to the Department of Supply, 
which was presented to the Lok Sabha, on 8 April, 1975. 

1.2. Out of 36* recommendations/observations contained in the 
Report, Govehment have indicated the action taken or proposed to 
be taken by them in respect of 33 recommendations/observations.** In  
respect of the observations/recommendations contained in paragraphs 
2.59, 2.60 and 2.62, the Committee were informed by the Department 
of Supply on 23rd August, 1975 that comments on these paragraphs 
would be 'sent shortly'. However, no furkher communication had 
been received in this regard till the finalisation of this Report. 

1.3. The Action Taken Notes received from Government have been 
broadly categorised as folIows: 

( i )  Recommendations/observations that have been accepted by 
Government: 

Paragraphs: 1.57, 1.60, 1.62, 1.66, 2.54; 2.55; 2.56; 2.57; 
3.33, 3.41, 4.28, 4.32 and 4.33. 

(ii) Recommendations/observations which the committee do 
not desire to pursue in the light of the replies received 
from Government: 

Paragraphs: 1.64, 1.65, 2.58, 3.36 and 3.37. 

*O I account of certain printing errors that had wept in, certain paragraphs repraducrd 
III qp,~:ndlx ?C t,) thc 144th Report (fif th Lok Sabhs) were omitted to be numbered seriglly. 
.4; a ;)nscquence, as against 36 recommendations/observations contained therein only 33 
1111 t 7 . a  ~ I U ' I I ' ~ : ~ C L I .  Thc o rn~s~ ion  ha\ bccn rectified in this Report. To avoid confusicn, 
th: rP:)rnq:rr imour/observations have been referred in this Report according to the actual 
p~ragr'lph numbers and not serially. w 

! 



(iii) Recommendations/observations replies to  which have not 
been accepted by the Committee and which require reitera. 
tion: 

ir .r na' 

Paragraphs 1.63 and 1.68. 

(iv) Recommendations/observations in respect of which Govern- 
ment have furnished interim replies: 
Paragraphs 1.58, 1.59, 1.61, 1.67, 2.61, 3.34, 3.35, 3.38, 3.39, 
3.40, 4.29, 4.30 and 4.31. 

(v) Recommendations/observations in respect of which replies 
are still awaited: 
Paragraphs 2.59, 2.60 and 2.62. 

1.4. The Committee take a serious view of the failure of the Dkpart- 
e n t . o f  Supply to indicate the action taken or proposed to be taken 
on their recommendations/observations contained in paragraphs 2.59, 
2.60 and 2.62 of the Report. Apart from just intimatiag, in August, 
1975, that comments on these paragraphs wmld be 'sent shortly', tbe 
Department have chosen neither to advise the C o d t e e  of their 
promised 'comments' nor to adduce reasons for the non-submission of 
the Action Taken Notes. In the Committee's view, this is an entirely 
impermissible proceeding. The long outstanding replies, therefore, 
~ b d d  be furnished forthwith. The reasons for this extraordinary 
hpse should also be investigated and responsibility fixed under 
advice to the Committee. 

1.5. Even where Action Taken Notes on the Committee's recom- 
-dations have been furnished, though only after tbe stipula- due 
date in  many cases, the Committee find \that final action on theit 
recommendations is still to be initiated in a purposeful manner, In 
respect of as many as 13 out of the 36 recommendatious/observations 
mtained in the Beport, only interim replies have been furnished and 
consequently the Committee have been wlable to satisfy themselves of 
the adequacy of tlie action taken on their recommendations. Often the 
Department have remained content with stating that tbe points raised 
by the Committee were 'under examination'. This is a thoroughly 
lasotisfactory state of attp'i. The Committee call~for a* principled 
and purposeful approach to their aecornmezada4ions and would urge 
Government to ensure that thy are processed with a greater sene 
4 earrrestnws m d  tugency. .. - - 

1.6. In a number of cases in ltbeir earlier Report, (of. paragraph 
159, l.61, 2.56, 2.59, t.61, 2.6& 3.34, 3.39 and.4.30); tbe Committee had 
ncmnmmded tavcalSgation into the lapses of v- aiecers and 



Bxation of respcmdbility therefor. F r m  a scrutiny of the replies recb 
Cved in this regard from the Department of Supply, the Committee 
are disturbed to find that there has yet been no finality in these cascs. 
In the meantime, an officer, examining one of tbe cases to determine- 
whether them had actually been any lapse, has also retired from Ser- 
vice. Since such delay in initiating disciplinary action against delin- 
quent officials detracts from whatever action that .is subsequently 
taken, the Committee would urge Government to finalise these cases 
promptly. In this connection, the Committee would also invite atten- 
tion to their observations contained in paragraphs 1.4 and 1.5 of their 
151th Report (Fifth Lok Sabha). 

1.7. The Committee will now deal with the action taken by Gov- 
ernment on some of their recornmendations/observations. 

Purchase of padlocks through negotiations instead of on the basis 
of tenders received, (Paragraphs 1.58 and 1.59) 

1.3. Examining a purchase of padlocks to meet the demands of the  
Director of Ordnance Services, the Committee, in paragraphs 1.58 
and 1.59 of the 144th Report, had, inter alia, observed: 

"1.58. On the question of holding negotiations with certain 
firms and not giving orders to the lowest tender, the Scc- 
retary, Department of Supply has informed the Commit- 
tee that 'negotiations should not be held in each and every 
case unless and until one finds that the rates quoted are 
too much a t  variance as between the one and the other 
and you have reasons to feel that the rates which are 
quoted by one party against t he  other are abnormal$ 
high'." 

"1.59. The Committee fail to understand why in spite of the. 
clear instructions issued from time to time to the Direc- 
tor General of Supplies and Disposals that negotiation 
should only be rusortcd to when it is absolutely essential, 
the IIGS & D considered i t  necessary to held negotiations 
with the firms of Aligarh instead of placing wder on t h e  
ba& of the tender submitted The Cornmiittee would like 
that responsibility for this lapse should be Axed under 

- advice to themu 



1.9. In their Action Taken Note dated 11 November 1975, the De- 
partment of Supply have stated: 

"The points raised herein are being further examined and a 
reply will be sent as soon as possible when the examins 
tion is finalised." 

1.10. The Committee are dissatisfied with the response of the De- 
partment of Supply to their earlier recommendation that responsi- 
bility should be fixed for resorting to negotiations with the firms of 
Aligarh for the supply of 40,800 padlocks (40 mm) instead of placing 
orders on the basis of the tenders received. It should not be diffi- 
cult for the Department of Supply to act on this simple issue. If, 
however, the Department feel that there has been no lapse in the 
dresent case, the correct course would be to place such facts before 
the Committee to enable them to arrive at a reasoned conclusion. 
The Committee would, therefore, seek a more specific clarification 
in this regard. 

On-tbe-spot ihspectjon of premises before acceptance af tenders 
(Paragraph 1.61) 

1.11. Reviewing the performance of a State Government factory 
on whom orders for the supply of the 40 mm padlocks had been 
finally placed without any detailed scrutiny of its capacity or ensur- 
ing that the orders would materialise, the Committee, in paragraph 
1.61 of the Report, had recommended: 

"The Committee take a serious view of the fact that although 
the DGS&D has inspector who make an on-the-spot 
study and give capacity reports, they were unable to check 
the production capacity of the factory on which it placed 
its orders. The Committee fail to understand why, in 
view of the urgency of the demand and the large size of 
the order, the DGS&D did not depute one of his officers 
to the State Government factory for on-the-spot inspec- 
tion before placement of, the order or ask the Director of 
Industries, West Bengal to furnish the required informa- 
tion about the factory. The Committee suggest that in 
the future the Department of Supply must make it obli- 
gatory for the DGS & D to do the on-the-spot inspection 
of premises before issue of acceptance of tenders involv- 
ing urgent defence supplies." 

1.42. In their Action Taken Note dated 11 November 1975, the 
'Department of Supply have replied: 

"The Government Lock Factory, West Bengal 'in. their letter 
dated 15th January, 1969 had informed the DGS & D that 



their Unit was the only member of the Indian Standards 
Institution and they were manufacturing aU types of pad- 
locks strictly as per IS1 specifications. Further, in  accord- 
ance with the existing instructions, no Capacity Report is 
called for in respect of firms/units which quote for IS1 
Mark goods and furnish proof that they are authorised 
to mark their products with IS1 markings. Offers of 
such firms, if otherwise technicalIy suitable, a re  accepted 
in the normal way. It  may be added here that i t  has 
since been verified from the  'Buyer's Guide' issued by 
the IS1 in 1973 that the Government Lock Factory, West 
Bengal was licensed by them. 

The suggestion of the Committee that the Department of Sup- 
ply must make i t  obligatory for the DGS & D to do on- 
the-spot inspection of premises before issue of acceptance' 
of tenders involving urgent defence supplies is under 
examination. Final outcome would be conveyed to the 
Com'mittee." 

1.13. This is one more instance of procrastination in taking action 
on a well-thought out suggestion of the Committee that an on-the- 
spot inspection of the premises of suppliers should be made obliga- 
tory before the issue of acceptance of tenders involving urgent de- 
fence supplies. I t  is unfortunate that the Department of Supply 
does not share the Committee's anxiety even where defence require- 
ments are concerned. A mere intimation that the Committee's s u p  
gestion is 'under examination' neither helps the Administration nor 
the purpose of the Committee's enquiry. What is required is a de- 
termined gearing up of the administrative machinery and a careful 
scrutiny of the Committee's suggestions. The Committee would like 
to hope that the Department would reciprocate the Committee's 
concern and process their recommendations with at least reasonable 
promptitude. 

Need for comprehensive cost studies in respect of important items 
(Paragraph 1.63 and 1.68) 

1:14 Referring to thc placement of orders for the s u p p l ~  of pad- 
locks without adequate cost ana l& and without even ascertaining 
the prevailing prices of padlocks, the Committee, in paragraphs 1.63 
and 1.68, had observed: 

4'1.63, The Committee are very much constrained to observe 
that  no costing whatsoever was done bv the DGS & D be- 
fore plecemcnt of the orders It has been admitted by the 



Secretary, Department of Supply that purchase organin+ 
tion like the DGS & D ~hould  see and examine the rates 
quoted by the firms with a view to seeing whether they 
are abnormally high. I t  has also been admitted that in 
the present case the DGS & D did not ascertain what the 
prevailing price of padlocks was. The Committee would 
like the Department of Supply to undertake comprehen- 
sive cost studies in respect of imported item, of ihe value 
of Rs. 1 lakh and above which are ought to be procured 
whether by tenders or by negotiation." 

"1.68. The Department narrated the steps taken by them in 
diffusing the manufacture of padlocks and encouraging 
the small scale industries. keeping in view the accepted 
policy of the Government. The Committee would. how- 
ever, like that Government should take concrete steps t,o 
prevent monopolistic trends even in small scaie sector. 
and go in for cost analysis when circumstances so justify." 

1.15. The Action Taken Note dated 11 November, 1975 furnisheb 
by the Department of Supply with reference to these recommends- 
tjons is reproduced below: 

"DGS & D normally do not arrqnge ior costing of :ach &lid 
every item, as the basic approach is to place orders on 
competitive basis after inviting tenders. The reasonable- 
ness or otherwise of the prices quoted by the variorls 
h s  is judged on the basis of last purchase price. the 
trend in the price and availability of raw materials and 
increase in wages etc. since the placement of the last con- 
tract. Where adequate competition is lacking or the price 
demanded appears to be abnormally high, the tenderers are! 
asked to furnish the break-up of the cost and to aisclose 
their margin of profit. Cost verification is arranged, after 
taking thc firm's consent where the Department  consider‘^ 
that the price dmanded by a firm is unreasonable. i n  
such cases, prices are fixed on a provisional basis. The 
Book Examination Clause can be included in a contract 
only if the tenderer specifically agrees to it. However, 
the question of vesting the Government with the power 'JI 
examine the of any firm, if Government so desire. 
is being eramined in consultation with the Ministry of 
b w .  m t h e r  developments in the matter will he corn- 
munjcakd to the Public Accounts Commjt*." 



1-18. If, as claimed by the Department of Supply, the trend in the 
prices is one of the factors taken into account to determine the ren- 
sonableness or otherwise of the prices quoted by the various firms, 
i t  is not d e a r  to the Committee why, in the present case of purchar  
of padlocks, the Directorate General of Supplies and Disposals had 
not ascertained the prevailing price of padlocks. This needs to be 
explained. The Committee concede that i f  may not be possible to 
arrange for detailed costing of each and every item of the value of 
Rs. 1 lakh and more procured by the Directorate. But they, how- 
ever, feel that i t  should be possible to undertake a cost ana- 
lysis at least in the case of certain important, specified items order- 
ed more or less on a regular basis, and in the case of sophistirated 
items in respect of which not many competitive offers may be re- 
ceived. The Committee, therfore, desire that this aspect should be 
re-exmined and necessary steps taken. In any case, it shoirld not 
be too difficult to ensure that all purchases are  receded by adequate 
market intelligence surveys. 

1.17. The Committee note that the question of vesting the Gov- 
ernment with powers to examine the books of any firm, if Govern- 
ment so desire, is being examined in consultation with the Minis- 
try of Law. This examination should be completed and 
the necessary legislation brought on to the Statute Book soon. 

1.18. The reply now furnished is silent on another recommenda- 
tion of the Committee that Government should take concrete steps 
to prevent monopolistic trends even in the small scale sector. The 
Committee would like to know Government's reaction and the steps 
taken or proposed to be taken in this regard. 

R e v h  of inspection procedures. (Paragraph 2.61) 

1.19. Dealing with a case of purchase of lathes from a firms in the 
small scale sector without paying due regard to the performance of 
the fim over the years and to the financial interests of Government, 
the Committee, in paragraph 2.61 of the Report, had, inter alia, ob- 
served: 

"The Committee take serious note of the defective system of 
follow-up and execution of contracts placed by the 
DGS&D. No satisfactory explanation has been offered as 
to why the inspectors of DGS&D could not furnish timely 
information about the closure of the firm, which is locat- 
ed Delhi itself, thereby jeopardising the interests nf the 
Governmdnt. When the firm had informed the DGS&D 
as early as August, 1969 that its factory was closed it is 



incomprehensible why after a lapse of four years the Dir- 
ector of Inspection caused a n  einquiry into the affairs of 
this firm. The delay is completely indefensible. The 
Committee hope that, as assured by the Secretary, De- 
partment of Supply, during the course of evidence before 
the Committee, review of the entire system, of inspection 
would be carried out to ensure that no 1oophole.s exist 
and to take remedial measures. In the present case, the 
Committee would recommend that suitable disciplinary 
action should be taken against the officers who failed to 
safeguard the Government interests." 

1.20. In their Action Taken Note dated 22 October 1975, the Dc- 
partrnent of Supply have stated: 

"The inspection procedure is being examined inter alia by the 
High Power Committee set up under the Chairmanship 
of the Minister of Supply. 

As far as the disciplinary aspect is concerned, this is being 
examined. The final outcome will be int,imated to the Committee." 

1.21. The Committee note that the existing procedure for inspec- 
tion is being examined by a high poker body set up under the 
Chairmanship of the Minister of Supply. and would urge Guvern- 
ment to complete this examination expeditiously and take concrete 
steps to plug all loopholes in inspection. The Committee would also 
l i e  to be apprised of the remedial measures taken. 

1.22. The Committee are unhappy that the dfsciplinary aspect of 
the present case of purchase of defective lathes, Nhich had resulted 
in a monetary loss of Rs. 3.25 lakhs (including the cost of 11 lathes 
supplied to the Defence Departments, where it is not possihlc to re- 
cover legally any damages as the defects were not pointed out with- 
in the warranty period), is only 'being examined' even after the 
bpse of more than six months since the Committee presentee! their 
Report. That this should be so in spite of the Committee's repeated 
emphasis on the importance of speedy finalisation of disciplinary 
prweedings is disconcerting. The Committee wish that the 'cxami- 
nation' of the disciplinary aspect of this case should be completed 
forthwith and action initiated without delay. 



CHAPTER I1 

RECOMMENDATIONS/OBSERVATIONS THAT HAVE BEEN 
ACCEPTED BY GOVERNMENT 

Recommendation 

The: Committee have noted that to meet four demands from t h e  
Director of Ordnance Services, Army Headquarters, for supply of 
padlocks of 40 mm, 50 mm and 75 mm sizes, a limited tender enquiry 
was issued to 13 firms. In response to the limited tender enquiry 
offeks were received from 10 firms of Aligarh, 1 of Hazaribagh and 
1 from the State Government Factory, Bargachia. Dlstt. Howrah. On 
the  basis of tenders received, the DGS&D placed an  acceptance of 
tender on 28th November 1967 for supply of 2,600 padlocks of 50 mm 
size and 1.900 padlocks of 75 mm size on M/s Jairam & Sons, Kutab 
Street,  Aligarh a t  Rs. 3.40 and Rs. 9.00 per padlock, respectively. For  
padlocks of 40 mm size negotiations were held wi th  firms of Aligarh 
on 16-11-1967 for  supply of 36,000 padlocks at  Rs. 2.69 each and 53,000 
padlocks at  Rs. 2.70 each. An offer was made to the six other firms 
of Aligarh for supply of 40,800 padlocks (40 mm) a t  Rs. 2.69 each 
but  this was not accepted. A limited tender e n q u i r l  surprisingly 
enough was issued on 11-12-1967 to 9 firms of Aligarh for supply of 
40,800 padlocks of 40 mm size. Suspecting that  the Aligarh firms 
had formed a ring inasmuch as they quoted a uniform rate of 2.85 
per padlock, the DGS&D counter-offered to State Government Fac- 
t o g ,  Bargachia and to the Bihnr State Small Industries Corporation, 
Patna,  the rate  of Rs. 2.85 per padlock The former accepted the offer 
although the r-ate offcred by it i'nitially was Rs. 6.50 for 40 mm size 
and Rs. 14.00 for 75 mm size. The  Committee have also been infor- 
med that  the State Government Factory. Bargachia had only 39 
skilled employees and its ~ roduc t ion  capacity was 2,000 padlocks per 
month. 

[Sl. No. 1 (Para 1.57) of Appendix X to 144th Report 
(Fifth Lok Sabha)] 

Action Taken 

No action by Government is called for on these observations of 
the Public Accounts Committee. 

[Department of Supply O.M. No. P. 111-22(2)/75 dated 22-10-19751 



Recommendation 

I t  has been stated that considering the attitude of the ring firms, 
the DGS&D made efforts to explore the possibility of supply throu&h 
the Government Central Lock Factory, West Bengal which agreed 
to the rate of Rs. 2.85 each and also assured the DGS&D that they 
possessed the requisite machinery and al'l other arrangements. It 
has been admitted by the Secretary, Department of Supply in his 
evidence that no careful detailed scrutiny about the capacity of thd 
State Government factory was made at all nor was it ensured whe- 
ther the order would materialise. The' Committee deeply regret 
that  despite poor performance of the State Government Factory, 
Bargachia it supplied 1,092 padlocks by October 1969 (out of the 
order of 1,19,800 padlocks placed on it on 31-1-1969) which werere -  
jected due to incorrect composition of raw material and other manu- 
facturing defects-the DGS&D placed further orders on it on 11-4-1969, 
16-5-1969 (rate contract) and 24-7-1969 (A/T). 

S1. No. 3 (Para 1.60) of Appendix X to 144th Report (Fifth 
Lok Sabha). 

Action Taken 

No action by Government is called for on these observations of 
:the Public Accounts Committee. 

[Department of Supply O.M. No. P. 111-22(2)/75 dated 22-10-19751 

Recommendation 

As to the question of ring formation, the Secretary, Department 
cof Supply has stated before the Cornpittee that "the ring was formed 
,and the rates which were quoted, in my opinion, as a result of this 
-post-mortem, do not appear to me to be such as would have required 
this  action as .to not have placed the orders. The matter could have 
been proceeded with. . . . . . . .Even if the rates are quoted a t  the 
same IeveI, 1 submit they are of a small value and do not require the 
drastic action unless and until it  is found that suplies would come 
much cheaper or you can get the supplies from elsewhere." 

[Department of Supply O.M. No. P. 111-22(7) /75 r b k d  11-11-1975]' 
Lok Sabha). 

Action Taken 

No action by Government is called for on these observations of 
t h e  Public Accounts Committee. 

[Department of Supply O.M. No. P. 111-22(2)/75 dated 22-10-1075) 



The Committee have noted that on account of d e l a y 4  supply of 
padlocks, the Defence Department had to resort to local purchases. 
The extra expenditure involved in the local purchase of padlocks, 
where the local purchase rates were higher than the DGS&D rates, 
worked out to Rs. 2,435.70. The Committee suggest that the Defence 
Department should maintain an effective coordination with the 
DGS&D in the matter of placement of contracts for watching their 
progress so that the necessity for local purchases a t  higher rates is 
obviated. 

[S. No. 9 (Para 1.66) of Appendix X to 144th Report (Fifth 
Lok Sabha)] . 

Action Taken 

To maintain effective and proper coordination with the DGS&D 
in  regard to the placement of contracts and for progressing the s u p  
plies, t h e ~ e  is a Defence Services Liaison Cell in the DGS&D. Fur- 
ther, periodical rewew meetings are held in the DGS&D/Department 
of Supply to watch supply of critical Defence items and to suggest 
remedial measures to remove bottlenecks in Supply. Steps will be 
taken to make the functioning of these more effective. 

{Department of Supply O.M. No. P. 111-22(7)/75 dated 11-11-1975] 

Recommendation 

The firm (Reliable Engineering Works) was given rate contracts 
by the DGS&D for the supply of lathes during the periods 1st July 
1962 to 30th June 1964. 22nd July 1964 to 30th June 1966 and 12th 
July 1966 to 30th June 1968. The Committee have been infowed 
that while placing the rate contract for the period 1962 to 1964 no 
capacity report was called for on account of the fact that thd firm 
was a graded manufacturer and no security was also taken as the 
grm was an S.S.I. Unit. The Committee have been told that as graded 
manufactures; i t  was guaranteed that the machines produced by 
the firm would be of proven accuracy. M/s Reliable Engineering 
Works were recommended as graded manufacturers for 6"/6 l/Yr 
Centre Lathes after 8 machines had been inspecterd. Subsequent 
rate contracts were placed on the basis that they were holding the 
earlier rate contract and the performance against that contract was 
said to be satisfactory. 

[Sl. No. 12 (Para 2.54) of Appendix X to 144th Report (Fifth 
Lok Sabha)] 
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No action by Government is caUed far on these observations of 
the Public Accounts Committee, 

[Department of Supply O.M. No. P. 111-22 (2) 175 dated 22-10-19751 

That the performance of this firm was anything but satisfactory 
has iqxn pointed out by the audit in paragraph 9 of their report, 
Union Government (Defence Services) for 1970-71 in respect qf sup- 
ply of 11 lathes to Defence Department. The Public Accounts Com- 
mittee also in their 92nd Report (Fifth Lok Sabha) had observa  
as under:- 

'The lathes could have been rejected if  proper inspection had 
been carried out by actual trial by Director General, 
Supplies and Disposal's ibspectors before despatch. The 
Committee desire that the matter should be investigated 
with a view to fixing responsibility." 

[Sl. No. 13 (Para 2.55) of Appendix X to 144th Report (Fifth 
Lok Sabha)] 

Even after two years of the submission of the report by the 
Public Accounts Committee, Government have not comp- 
leted disciplinary proceedins against the officers who were 
responsible for inspection of machines found to be defec- 
tive. The result has been that one of the officers has 
resigned. The Committee deplore both the unpardonable 
delay in completing the disciplinary proceedings and thd 
decision to allow the officer to resign in this particular 
case. The Committee desire that the reasons for the delay 
in completing disciplinary proceedings and also permitting 
an ofacer to resign while proceedings against him were 
pending should be thoroughly investigated and responsi- 
bility fixed for appropriate action. 

[a. No. 14 (Para 2.56) of Appendix X to 144th Report (Pifa 
Lok Sabha)] 

ActSea Taken 

The inspection in the case of Lathes supplied to Defence was 
carried out by SISr. G. N. Sahai and S. S. Puri both Assistance Ins- 
pecting Ofiicers. Out of them Shri Sahai had retired with effect 



from 11-6-68 (iq the; evidence before the PAC i t  had beem i a c o r r e m  
stated that one officer had resigned). Disciplinary pmceedings were 
initiated against the other officer viz. Shri S. S. Puri. As a, result 
thereof the penalty of withholding one increment of pay with'cumu- 
lative effect was inflicted on him. 

2. The delay in finalisation of the Departmental Proceedings in 
thii case has been examined. Much of the time was taken by Shri 
P. C. Kapoor, D.D.G. (I) examining whether there had actually be@ 
any lapse. Shri Kapoor retired from service on 28th Feb., 1975. 
Being the Head of the Inspection Wing his advice had to be taken 
before initiating Disciplinary proceedings against Shri S. S. Puri. 

[Department of Supply O.M. No. P. 111-22 (2) 175 dated 23-8-1975] 

Recommendation 

Another feature of the whole transaction is the fact that tha 
defects were reported after the guarantee period was over a d  
Government could not recover Rs. -1.75 lakhs from the firm. The 
Committee have already in their 92nd Report (Fifth Lok Sabha) 
expressed their regret that the' lathes were not erected within the 
warranty periqd of 12 months and observed that these could have 
been rejected if proper inspection had W n  carried out by actual 
trial by the D.G.S.& D inspectors before despatch. 

[Sl. No. 15 (Para 2.57) of Appendix X to 144th Report (5th Lok 
Sabha) 1 

Action Taken 

D.G.S.&D. is only concerned with the inspection part of these 
lathes. Action has been taken against the Inspecting Officer as indi- 
cated in our reply to paras 2.55 and 2.56. 

[Department of Supply 
I 
C 

O.M. No. P. III-22(8) 175 dated 23-8-1976] 

Recanmenda tion 

Thd Committee are very much constrained to note that on account 
of the inordinate delay (if not deliberate) in finalising the contract 
wfth M/s Binani Metal Works Ltd. the Government had to incur an 
expenditure of Rs. 1.80 lakhs i.e. 50 per cent more than what i t  
would have cost had the offer of the firm made in April 1970 been 
accepted. The circumstances leading to the (avoidable!) extra expen- 



diture being incurred on the purchase of ingots required by the Ord- 
nance Factory have been examined in the preceeding paragraphs. 

[Sl. No. 21 (Para 3.33 of Appendix X to (44th Report Lok Siabha)) 

Action Taken 

No action by Government is called for on these observations of 
the Public Accounts Committee. 

[Department of Supply O.M. No. P. 111-22(2) 175 dated 22-10-19751 

Recommendation 

The Committee have been informed that M/s. Binani Metal Works 
have sihce repudiated the claim for general damages of Rs. 49,500 
and the matter is 
try of Law. The 
in this regard. 

[Sl. No. 2'8 

under examination in consultation with the Minis- 
Committee would like vigorous action to be taken 

(Para 3.41) to Appendix X to 144th Report (5th 
Lok Sabha)] 

Action Taken 

A suit has been filed in the court for recovery of Government's 
claim and the Committee would be apprised of the outcome. 

[Department of Supply O.M. No. P. 111-22 (9) /75 dated 16-9-1975] 

Recommendation 

. The D.G.S.&D. had concluded a rate contract with Acharya Indus- 
tries, Bombay; Commercial Bureau, Calcutta and OHMIC industries, 
Calcutta for the supply of insultation tape during January, 1970 
December, 1971 for Defence requirements. According to the legal 
opinion, the date by which stores are required to be supplied is in- 
dicated in the supply orders placed in pursuance of the rate contract. 
The date of delivery to  be binding is a mutually agreed one, i.e. 
both by the purchaser and the contractor. In the rate contract it- 
self no delivery date is provided. The period of rate contract is not 
the period within which the supply must be completed but it is only 
a period withih which a series of orders at the rate provided in the 
contract may be placed for the goods covered by the Rate Contracts. 

[Sl. No. 29 (Para 4.28) of Appendix X to 144th Report (Fifth 
. . , -  

Lok Sabha)] 



No action by Government is called for on these observations of t3re 
Public Accounts Committee. 

[Department of Supply O.M. No. P. 111-22 (2) 175 dated 22-10-10761 

The Committee have noted the observations made by the Sem- 
tary, Department of Supply, that 'the indentor could have placed 
the order with the rate contract holders instead of going &I the Direc- 
tor General, Supplies and Disposals'. The Committee strongly feel 
that there is need for issuing clear instructions in the matter so that 
delays of this nature do not recur and officials are not able to take 
advantage of the same. 

[Sl. No. 33 (Para 4.32) of Appendix X to 144* Report (5tb 
Lok Sabha)] 

Action Taken 
Suitable departmental instructions have since been issued. A 

copy of Office Order No. 111 (A) dt. 11-8-75 is attached for reference 
(see Annexure), 
[Department of Supply O.M. No. P, 111-22(10)/75 dated 24-10-19751 

ANNEXURE 
DIRECTORATE GENERAL OF SUPPLIES & DISPOSALS 

COORDINATION SECTION-3) 

Office Order No. 111 (A) Dated 11-8-1975 
s u B ~ ~ c ~ . - R a t e  Contracts-Covering of indents by pbcement of 

supply orders a t  lower rates. 

Instructions exist vide Office Order No. 128, dated 4-11-68 ,repro- 
duced in para A-18 of Office Order No. 12 dated 1-1-73) that specid 
clauses prescribed therein have to be incorporated in the tender 
enquiries for Rate Contracts and the resultant Rate Contracts, if 
agreed to by the tenderers in their tdnders, in order to provide firm 
and agreed delivery period in Supply Orders. Those clauses envisag- 
es that the Direct Demanding Officer while placing a Supply Order 
should unilaterally stipulate a date of delivery in the Supply Orrter. 
The delivery date initially stipulated in the Supply Order need not 
necessarily fall within the currency of the Rate contract but i t  may 



:go bewd it depending upon$= a of delivery stipulakd in the 
.Rate Contract and/or any specifically agreed condition of @liven in 
6 s f x d  of the particular Slipply Order. If the rate contract holder 
.does not accept the delivery date stipulated by the DDBIDGSBrD, it 
* i for the former to come up within week suggesting alternative date 
of delivery. The matter has to be thereafter settled by mutual 
consent. When a mutually agreed de l idry  date is settled, intimation 
of the date so fixed should be givm b the Pay and Accounts OBcer. 
Inspecting OffTcer etc. by means of amendment to the S&y Order. 
After placement of Supply Order the Contractor will either confirm 
that the delivery period stipulated in the Supply Order will be corm 
plied with or that it can be compiled within a date to b given by 
the Contractor and to be accepted by the indentor. In case no rep& 
is received within a period of 7 days, the Contractor shall be deemed 
t o  have agreed to supply the store within the delivery period stiprr- 
latd in the Supply Order. 

A case has come to notice, where an indent was received in August 
-1971 for a Rate Contract item specifying delivery requirwnent by 
31-3-72. Although the Director of Supplies had ordered placement 
of Supply order against the rate contract straightaway, the base 
,purrchase officer, made a reference after nearly three months of 
receipt of indent to the Rate Contract holders to indicate the guaran- 
teed delivery period. The rate contracts were due to expire on 
31-12-71. Since the Rate Contract period was coming to a close, the 
firms requested to place the Supply Orders against the subsequent 
Rate Contracts to be concluded. At the time of making the reference 
to firms, the tenders for next rate contract had already been opened 
aria 'the prices received were substantially higher than the existing 
rdte contract prices. It  may be stated that according to the terms of 
%he Rate Contract, the demand could have been covered by placement 
*of Supply Order directly by the indentor. Ultimately the indent 
was covered by a Supply Order placed on 10-2-72 against the next 
Rate Contract at higher prices 

This abnormal delay in dealing with the case, and not following 
the existing instructions for placement of Supply Orders against 
R/Cs, came in for sharp criticism by the Public Accounts Committee. 

Purchase Ofiicers are advised that all actions, regarding placement 
of Supply Orders against rate contracts should be taken immediately 
after recefpt of indents, and within the framework of existing instruc- 
tions, in order to avoid situations as described above. Where it is felt 
that the indentor should operate the rate contract directly being a 



Diirect Demanding O f i s ,  he h advised to do so quickly. 
References to firms, asking for guaranted delivery before placement 
.aSrsPde~, at the fag end of the conkact, shou ba avoided 

a/- . , - 
(DEW IIAYAL) 

Deputy Director (Coordination) 

Recommendation 

Another unsatisfactory feature of the whole transaction is that 
although the performance of Commercial Bureau, Calcutta was com- 
paratively better and the performance of Acharya Industries, Bombay 
was wholly unsatisfactory-in fact that the latter firm ha? failed to 
tender any supply against a previous supply order-the DGS&D 
did not consider it necessary to place the order on Commercial 
Bureau, Calcutta straightaway and negotiate the delivery date after- 
wards, as required under the terms of the rate contract. The argu- 
ment of the Department of Supply that adequate precautions were 
required to be taken before coverage of the indent and guaranteed 
delivery period of the rate contract holders was to be obtained prior 
to the placement of order to ensure supplies, is not in accordance 
with the facts and is therefore wholly unconvincing. The fact 
remains that, although the supply order to cover the demand of the 
ordnance depot was placed in February, 1972 against the new rate 
contract on Commercial Bureau, Calcutta, the supply was actually 
completed in July 1973 after well over a year. The audit have pointed 
out that placement of order against the new rate contract of Com- 
mercial Bureau, Calcutta entailed an extra cost of R s  1.46 lakhs. The 
Committee cannot at all agree with the remarks of the Secretary, 
Department of Supply that so far as this loss is concerned, it is really 
no loss because the order cannot be complied with within that period. . 
Had the order been placed before the expiry of the first rate contract 
and a delivery period mutually acceptable to the parties been settled, 
there would not have been the necessity of placement of the new 
supply order at an enhanced rate. The Committee have noted that 
the delivery period has since been regularised and liquidated damages 
amounting to Rs. 42,894/- have been imposed on the firm for delay in 
supply. The Committee would like to be informed whether the liqui- 
dated damages have since been realised. 

[S. No. 34 (Para 4.33) of Appendix X to 144th Report 
(5th Lok Sabha) ] 



Full amount of Liquidated Damages amount to Rs. 42,894/- *pa- 
ed on M/s. Commercial Bureau, Calcutta has since been recovered by 
the Pay & Accounts CHEcer, Department of Supply, Calcutta. 

[Department of Supply O.M. No. P.111-22 (10) 176, 
dated 14-8-1976] 



RECOMMENDATIONS /OBSERVATIONS WHICH THE COM- 
MITTEE DO NOT DESIRE TO PURSUE IN THE LIGHT OF 

THE REPLIES RECEIVED FROM GOVERNMENT 

The Committee find from the opinion furnished by the Djrector, 
Small Industries Service Institute, Kanpur, in July 1972, that tha 
units engaged in the manufacture of padlocks had organised them- 
selves into a ring for the reason that the Director General, Supplies 
and Disposals, instead of giving orders to lowest tenderers, used to 
negotiate with all tenderers and secured one rate for all. Further, 
the high rates quoted by the industry were attributed to the cushion 
they had to provide owing to the upward trend in the prices fo raw 
material to cover the time lag between the submission of tenders and 
fixation of contracts and the long period of two years thereafter for 
which the contracts would remain valid after their conclusion. The 
Committee desire that the Department of Supply should examine 
whether there is any substance in the opinion expressed by the 
Director, Small Industries Service Institute, Kanpur and take suitable 
remedial measures to prevent the formation of rings and to streamline 
the existing procedures. Negotiations should also be resorted to only 
when it is absolutely essential. 

[S. No. 7 (Para 1.64) of Appendix X to 144th 
Report (5th Lok Sabha) 1 

e 

Action Taken 

I t  would not be correct to attribute ring formation to the p;ocedure 
of negotiation and the attempt to bring down the prices of higher 
tenderers to the lowest acceptable rate, as effective ring formation 
would really take place only in the context of limited sources of 
supply with reference to demand. Similarly, the normal period for 
rate contract is 2 years not only for this items but for a number of 
other items. It  is quite open to the h s  to ask for either limitation 
in period of Rate Contract or provision for some escalation in prices 
of the principal raw materials. Further. rate contracts are standing 
offers, which could be terminated at their option by the suppliers at  
any time. We, therefore, feel that ring formation by the padlock 



units could not reasonably be attributed to the procedures followed by 
IX;S&D as assumed by the Director of Small Industries Service Insti- 
tute. Instructions alreadyj4M &Ma% &gotiations should be resorted 
to  only as an exception and reasons. should also be clearly recorded. 
14 . 

[Department of Supply O.M. N4. Pal-22 (7) /75, 
dated 11-11-1975] 

The Committee have noted that tenders are advertised in the 
hd ian  Trade Journal and copies of tenders are also made available 
to NSIC for distribution to the small scale industries. In view of 
the fact that small scale manufacturers are dispersed in far-flung 
asem of the country, the Department should utilise the services of 
All India Radb in the most suitable manner for publicising the ad- 
vertisements without fail. There should also be close liaison bet- 
ween the DGS&D and the State Directors of Industries on every 
such matter. 

[S. No. 8 (Para 1.65) of Appendix X to 144th Report 
(5th Lok Sabha)]. 

Action Taken 

The question of utilising the services of All India Radio in broad- 
casting the advertised tender notices of the DGS&D has been con- 
sidered in consultation with the Directorate General, All India Radio. 
According to them there is no provision of issuing advertisements 
either at concessional rates or free of charge over the Commercial 
Broadcasting Service. The Ministries Departmen ts of the Central 
Government are required to pay the prescribed rates for advertise- 
ments without any discrimination between the Government Depart- 
ments and private advertisers. 

Considering that the Directorate General of Supplies and Dis- 
posals is mainly a service organisation and levies only nominal de- 
partmental charges of 1 per cent and taking into view the number of 
tender notices to be advertised, it is not possible to utilise the ser- 
vie& of the All India Radio on Commercial basis. 

The recommendation of the Committee fw a close liaison bet- 
ween the DGS&D and the State Directors of Industries has been 
noted for compliance. 

[Department of Supply O.M. No. PIII-22(7) 175, 
dated 11-1 1-1W51. 



In January, 1968 an indent was placed on this'firm for the s u p  
fply 108 111 Grade I lbfa'eter CapstHn Lathes 1" bar capacity at a cost 

t of'- 1.72 lakhs although the firm stood graded for 314" capacity 
lathes. The Committee fail ta understad why a t  the pre-inspection 
stage no performance tests were conducted and also why the 

*.rrmchines were not subjected to alignment 'tests "as 'their GAde I 
w?eursicy in any caw would have to be tested and certified by tthe 
!Inspecting Offleer a t  the time of the actual inspection of the 
machines after the AIT had been placed." Had the machines been 
sti&)eted to rigqrous performance tests, the defects pointed out by 
some of the consignees subsequently could have been rectified at  the 
cost of the firm before actual supply. The Committee have been 
told that "gradation for the two sizes 314" and 1" capacity captan  
lathes had been granted on the basis of satisfactory inspection re- 
ports of 12 numbers of 1" and three numbers of 3/4" from the Direc- 
tor of Inspection, NIS Circle, New Delhi." The Committee have their 
doubts as to the effectiveness of the inspections carried out on the 
lathes The fact remains that 4 out of the 11 machines were report- 
ed as lying defective as on 26th September, 1974 when the represqn- 
tatives of the Department appeared before the Committee. Although 
one of the machines was stated to have been repaired, the other three 
could not give satisfactory service a t  all. 

[S. No. 16 (Para 2.58) of Appendix X to 144th Report 
(5th Lok Sabha)]. 

Action Taken 

This relates to 11 Nos. Grade I Master Capstan Lathes 1" capa- 
city for DG, Employment and Training, New Delhi. The matter has 
been examined and the technical opinion is that the defects pointed 
out in these machines relating to the machines not taking load, the 
motor getting overheated, the lighting switches and plugs being not 
in  working positiw and the machines being rusty cannot be attribut- 
ed to design defects. The design of this size and type of the machi- 
nes was the same as that of 28 machines supplied to the same indentor 
against A[T No. 215j12l233l30-12-66I3326 dated 12-5-67 (21 Nos.) and 
AIT No. 215112106612-8-6713348 dated 5-8-67 (7 Nos.) and the perfor- 
mance of all these machines was found satisfactory by the various 
consignees. Even against A / T  under reference (216: 12 ]O78!3398 dated 
12-1-68 for 11 machines) 8 machines were rectified to the satisfaction 
of Consignee. 

The defects reported may have been caused as a result of adjust- 
ments getting disturbed and dislocation of components dudng tran- 



sit, a8 otherwiee rectificatbn ntould not have been po%dble, if these 
wefc basic dmim defcis. 

[Department of Supply O.M. No. P. IM-22(8) /76, 
dated 28-0-1975). 

When Binani Metal Works La., Calcutta, refused to accept a new 
acceptance of tender unless the Director General Suppiies & D i ~ p ~ r  
oals confirmed that the original acceptance of tender had been 
cancelled without any claim to liquidated damages, the Department of 
Supply consulted the Ministry of Law to advise if general damages 
could be claimed from the firm to the extent of additional expenditure 
which worked out to Rs. 27,000. 

In July, 1970 the Ministry of Law advised that general damages 
could be claimed and recovered to the extent of difference between 
the market rate and the contract price, and in August 1970 the Minis- 
try of Law had advised that the firm had no right to return the 
acceptan* of tender and it was bound to perform the contractual 
obligations. But surprisingly enaugh in December 1970 that same 
Law Ministry reversed its earlier opinion of August 1970 and adviscd 
that the Director General, Supplies & Disposals, had no right to issue 
a fresh acceptance of tender and the firm was under no obligaticn to 
execute the order. This gives rise to serious suspicion of corruption 
and collusion which calls for a probe with a view to fidng respcnsi- 
bility under advice to the Committee. If within the Law Ministry 
itself such things can happen it can jeopardise the Governments 
interest in many spheres involving huge sums of money. In this 
connectiw the Committee would like to invite attention to the rase 
of Dhada and Pharmaceuticals Ltd., exporters of silver oxide com- 
mented upon in paragraphs 2.33 to 2.37 of the 131st R q o r t  cf the 
Public Accounts Committee (1973-74) relating to the Ministry of 
Foreign Trade. The Committee desire that the matter should be 
b r ~ u g h t  to the personal notice of the Minister of Law, Justice and 
Company Affairs. The explanation furnished by the Ministry of 
Law "that the opinion of August 1970, proceeding as it does on the 
assumption that a concluded contract had already come into exis- 
tence, did not take into account all the facts in their true pmspective. 
The matter was reconsidered and the true legal position was stated 
by the Joint Secretary and Legal Adviser in his opinion of Decem- 
ber, 1970' js laboured one and gives rise to suspicion. 

[S. No. 25 (Paras 3.36 and 3.37) of Appendix X to 144th Report 
(5th Lok Sabha)]. 



Department of Sup& 

This concerns the Ministry of Law. They have been requested 
b mad an Actiqn Taken Note direct to the Committee, 

[~epar tment  of Supply O.M. No. P. 111-22 (9) 175, dated 16-9-19751 

Ministry of Law 

3.37. The Note recorded by the Hon'ble Minister of Law, Justice 
and Company Affairs is reproduced below:- 

"I have carefully gone through the relevant file of the DGS&D 
concerning the purchase of zinc base alloy ingots from 
q s .  Binani Metal Works Ltd., Calcutta. The material 
facts oaf the case are that the DGS&D received an indent 
from the General Manager, Ordinance Factory, Katni, on 
2-12-1968, for supply of 90 tonnes of ingots and pursuant 
to the same a contract was placed on the firm on 24-2-1969. 
On the firm's failure to supply the stores within the 
stipulated time, the contract was cancelled on 1-11-1969 
but no risk purchase could be effected within a period of 
six months from the date of breach. The matter was 
negotiated with the same firm who agreed to supply 
the stores at an enhanced rate and on condition that the 
original contract should be revived without imposition of 
any penalty. However, instead of reviving the old contract 
the DGS&D placed a fresh contract on 10-6-1970 on the 
firm which was not in conformity with the firm's condi- 
tional offer. On receipt of the contract document, the 
firm returned the same, contending that it was not in 
accordance with their offer. The stand taken by the firm 
was legally correct as a concluded contrat could have 
emerged only if the offer of the firm had been accepted 
in its entirety by the Government. The opinion recorded 
by the Deputy Legal Adviser on 12-8-1970 that the firm 
was bound to perform this contract is, therefore, legally 
unsustainable. On a subsequent reference from the 
DGS&D, the Joint Secretary & Legal Adviser gave the 
correct opinion on 30-12-1970 that the fresh contract dated 
10-6-1970 was not valid. 

It  is thus clear that the incorrect advice given by the 
Deputy Legal Adviser was rightly reversed subsequently 



by the Joint SecretWlg.awLLega1 Adv~ser, and there is no 
room for any suspicion that it was motivated." . , 

This note has been vetted by Audit. 
* I 

-try of Lew, Justiw & Campen$ MaSra (Department rof Wai 
Mairs) O.M. No. G-25015 (9)/75 C&A dated 27-9-1975] 



RECOMWIENDATION~/OBSERVATIONB REPLIES TO WHIC~F 
M V E  NOT BEEN ACCEPTED BY THE C O U N I I m  AND 

WHICH R ~ Q U I R E  REITERATION 

The Committee are very much constrained to observe that Ite 
costing whatsoever was done by the DGS&D before placement of the 
orders. I t  has been admitted by the Secretary, Department of 
Supply that puxhase organisation like the DGS&D should see and 
examine the rates quoted by the firms with a view to seeing whether 
they are abnormally high. It has also been admitted that in the 
present case, the DGS&D did not ascertain what the prevailing price 
of pad-locks was. 

The Committee would like the Department of Supply to under- 
take comprehensive cost studies in ~espec t  of important items, of 
the value of Rs. 1 lakh and above which are sought to be procurd  
whether by tenders or by negotiation. 

The Department naratted the steps taken by them in diffusing 
the manufacture of pad-locks and encouraging the small-scale 
industries keeping in view the accepted policy of the Government. 
The Committee would, however, like that Government should take 
concrete steps to prevent monopolistic trends even in small scale 
sector and go in for cost analysis when ci~umstances so justify. 
[S. Nos. 6 and 11 (Paras 1.63 & 1.68) of Appendix X to 144th Report 

(Fifth Lob Sabha) .] 

Action taken . 
DGS&D normally do not arrange for costing of each and every 

item, as the basic approach is to place orders on competitive basis 
after inviting tenders. The reasonableness or otherwise of the 
prices quoted by the various firms is judged on the basis of last 
purchase price, the trend in the price and availability of raw mate- 
rials and increase in wages etc., since the placement of the last 
contract. Where adequate competition is lacking or the price 
demanded appears to be abnormally high, the tenderers are asked 
to furnish the break-up of the cost and to disclose their margin of 



prdt. Cost verification is arranged, after taking the Arm's consent 
where the Department considers that the price demanded by a Ann 
is unreasonable. In such cases, prices are fixed on a provisional 
basis. The Book Examination Clause can be included in a contract 
only if the tenderer specifically agrees to it. However the question 
of vcrsting the Government with the power to examine the Books 
of any firm if Government so desires, is being examined in con- 
sultation with the Ministry of Law. Further developments in the 
matter will be communicated to the Public Accounts Committee. 

[Department of Supply O.M. No. P.111-2.2 (7) 175, dated 11-11-1975]. 



CHAPTER V 

RECOMMENDArI'IONS/OBSERVATIONS IN RESPECT OF WHICH 
GOVERNMENT HAVE FURNISHED INTERIM REPLIES 

On the question of holding negotiations with certain firms and 
not giving orders to the lowest tender, the Secretary Department 
of Supply has informed the Committee that "negotiations should 
not be held in each and every case unless and until one finds that  
the rates yuoted are too much a t  variance as between the one and 
the other and you have reasons to feel that the rates which are  
quoted by one party against the other a re  abnormally high." 

I'hc Committee fail to understand why in spite of the clear 
instructions issued from time to time to the Director General of 
Supplies and Disposals that negotiations should only be resorted to 
when i t  is absolutely esscntjal, the DGS&D considered it necessary 
to hold negotiations with the firms of Aligarh instead of placi~lg 
ortler on t l ~ e  I~asis of thc tender,y submitted. The Committee would 
like that responsi1:ility for this lapse should be fixed under advice 
to them. . 

[S. No. 2 (Par:is 1.5E and  1.59) of Appendix X to 144th Report 
(5th Lok Sabha)].  

Action taken 

Tlw po~nts raiscd herein are belng further esamined. and a reply 
will b(, sent as soon as possible when the examination is finaliscd. 

[Lkpnrtmcnt of Supply 0 .M.  No. P.111-22(7)/75, dated 11-11-1975]. 

The Committre take a serious view of the fact that although the  
DGS&D has inspector who make an on-the-spot study and give capa- 
city rcpol ts they were unable to check the production capacity of 
the factory on which ~t plactd its orders The Committee fail to 
untlerstand why in view of the urgency of the demand and the  
large size of the order the DGS&D did not depute one of his officers 
to the State Government Factory for on-the-spot inspection before 
placement of the older or  ask the Director of Industries. West 
Bengal to furnish the required information about the factory. The 
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Committee suggest that in the future the Department of Supply 
must make i t  obligatory for the DGS&D to do the on-the-spot ins- 
pection of premises before issue of acceptance of tenders involving 
urgent defence supplies. 

[S. No. 4 (Para 1.61) of Appendix X lo 144th Report 
(5th Lok SnbIia) 1. 

Action taken 

The Government Lock Factory, West Bengal in their letter dated 
15th January, 1969 had informed the DGS&'D th:tt their Ullit was 
the only member of the Indian Standards Institution and they were 
manufacturing all types of pad-locks strictly as per IS1 Spwifica- 
lions. Further, in accordance with the existing instructions, no 
Capacity Report is called for in respect of firms/un;ts which quote 
for IS1 Mark goods and furnish proof that they are authorisetl to 
mark their products with IS1 markings. m e r s  of such firms, if 
otherwise technically suitable, are accepted in thc normal way. It 
may be added here that i t  has since been verified from the 'Buyer's 
Guide' issued by the IS1 in 1973 that the Government Lock Factory, 
West Bengal was licensed by them. 

The suggestion of the Committee that the Dcpmtmrnt of Sup- 
ply must make i t  obligatory for the DGS&D to do on-thc-spot inspec- 
t ~ o n  of premises before issue of acceptance of tenders involving 
urgent defence supplies is under examination. Final outcome would 
be conveyed to the Committee. 

[Department of Supply O.M. No. P.111-22 (7) /75, dated ll-11-19751. 

Recommendation 

The Committee note with surprise that while requests made by 
the State Government of West Bengal for increase in the rates of 
manufacture of padlocks by the State Government Factory Barga- 
chia, were not acceded to on the ground that the contracts were 
fixed on a firm price basis, the DGS&D in Feburary, 1971 placed 
orders on five Aligarh firms a t  the increased rates of Rs. 6.50 and 
Rs. 8.50 per padlock for 4 0 m  size and 50mm size respectively 
which were quoted by these firms in November, 1970. Besides, 
assistance was assured to these firms through release of steel on 
replenishment basis. I t  has been calculated that these purchases 
would cost Rs. 8.96 lakhs extra as compared to the rates offered 
earlier against the three tender enquiries of July, 1967, December, 
1967 and July, 1969 or offered after negotiations. Strangely the 
firms were also allowed as much as 27 to 31 months time to complete 



the supply, although the defence requirements were said to be 
urgent. The Committee would urge that a thorough probe should 
be cunducted in this matter and individual responsibility fixed under 
advice to the Committee. 

[S. No. 10 (Para 1.67) of Appendix X to 144th Report (Fifth Lok 
Sabha) ] 

Action Taken 

As far as 111~ disc~pllnary proceedings in the matter are con- 
cerned, expla~lalicm has been called for from the delinquent officer 
and further ~lcvclopments will be intimated to the  Committee. 

[Department of Supply O.M. No. P.111-22(7)/75 dated 2-1-1976]. 

Recornmenda tion 

Thr Con~rn l t t~ :~  take serious note of the defective system of 
follow-up and excc.ution of contracts placed by the DGS&D. No 
satr.;l'nctcq explnnatron has been offered as to why the inspectors 
of 1-)C;SKD coirld not furnish tlmely information about the closure 
of the f i l m ,  which is located in Delhi itself, thereby jcopardising 
the interests of the Government. When the firm had informed the 
DGS&D as early as August, 1969 that its factory was closed, i t  is 
~ncomprehcnsihlc way after a lapse of four years the Director of 
Inspect~on caused an enquiry into the affairs of this firm. The delay 
is complctcly indewcnsible. The Committee hope that. as assured 
hy  the Secretary% Department of Supply, d u ~ i n g  the course of evi- 
dcncc bcforc the Committee. n review of the entlre s p t e m  of ins- 
pcctlon would he carried out  to cnsurc that no loopholes exist and 
to lalie rcmcdial measures. In the present case, the Committee 
would rcclommcnd that  suitable d~sc ip l ina r~  action should be taken 
agalnst the officers who failed to safeguard the Government inte- 
rests. 

[S. No. 19 (Para 2.61) of Appendix X to 144th Report (Fifth Lok 
Sabha)] 

Action Taken 

The inspection procedure is being examined inter a1i.a by the 
High Power Committee set up under the Chairmanship of the 
Minister of Supply. 

As far as the disciplinary aspect is concerned, this is being exa- 
mined. Thc final outcome will be intimated to the Committee. 

[Department of Supply O.M. No. P.111-22(8)/75, dated 22-30-19751. 



The Con~n~i t tee  note that the factory of Binani Metal 
Works Ltd., on which orders had been placed by the Director 
General, Supplies and Disposals, on 24th February, 1969, for the 
supply of 90 tonnes of zinc ingots. at the rate of Rs. 3,700 per tonne, 
by May. 1969. was closed because of a stuke which began in April. 
It was not until July. 1969 that the Director General. Supplies and 
D~sposnls came to know of the closure of the factorv after the 
rrceipt of intimation in this regard from the General Manager, 
Ordnance Factory. Katni. The Committee, however, find that 
Blnani Metal Works Ltd., had also informed the Director General, 
Supplies and Disposals. in their letter dated the 22nd April, 1969. 
of the strike in their factory since the 15th April, 1969. The Depart- 
ment of Supply halve also informed the Committee that this letter 
of the firm had been duly received and had been passed on to the 
concerned Directorate of the DGS&D but the actual movement of 
the letter within the Directorate coula not be traced. Evidence of 
tampering with the diary register has also been found and the 
vigilance and disciplinary aspects of this case are stated t o  be under 
examination. In the absence of this letter. the Directorate took 
cognizance of the strike in the factory only in July, on being 
informed by the indentor. In the opinion of the Committee, unIess 
there had been collusion between the firm and the officials of the 
DGSgrD an important letter from the firm could not have been lost. 
The Committee. therefore, desire that this should be investigated 
in detail expeditiously with a view to fixing responsibility and tak- 
ing appropriate disciplinary action. 

Another very surprising feature of the transaction is that while 
on the 7th June. 1970, the Directo~ate of Supplies and Disposals had 
decided that the original acceptance of tender should be revived 
and the offer of the firm for supply of ingots a t  the rate of Rs. 4.000 
per tonnes should be accepted as the price for fresh purchase would 
be more than Rs. 4.000 per tonne, a fresh A/T was issued on 10th 
June, 1970, instead of taking action on the basis of the earlier deci- 
sion of the Director General himself. The reply of the Ministry 
that the Assistant Director concerned discussed the matter with the 
Deputy Director General and on the basis of the discussion, a fresh 
contract was issued with the intention of retailing the claim for 
general damages does not a t  all seem convincing. In any case, the 
approval of the Director General Supplies and Disposals should 
have been obtained. I t  is also regrettable that the Department of 
Supply has no written record to indicate as to why decision for 



recovery of general damages was taken a t  that particular juncture. 
The Committee feel that a, deeper probe in this matter is called for. 

IS. Nos. 22 and 24 (Paras 3.34 and 3.35) of the Appendix X to 
144th Report (Fifth Lok Sabha)] 

Action Taken 

So lar as the disciplinary proceedings against the DGS&D offi- 
cials are concerned, the matter is under examination in consultation 
with the Central Vigilance Commission. The final outcome of the 
~socecdings will be intimated to the Committee. 

[Department of Supply O.M. No. P.  111-22 (9)  175 dated 16-9-1975] 

Recommend R t'  1or1 

The advice given by the Ministry of Law in Decemk~er, 1970 
naturally changed the complexion of the whole case. In February, 
1971 the firm informed the Director General Supplies and I)isposals, 
that it was treating the con t~ar t  as cancelled and non-existent. 
Sinre the supplies were required urgently by the indentor a fresh 
tender enquiry had to be issued by the Director General of Supplies 
and Disposals and an order was placed with the defaulting firm in 
June,. 1972 for the supply oi ingots at the rate of Rs. 6,003 per tonne 
(a rise of Rs. 2.000 per tonne) by 31st October. 1972. 

[S .  No. 26 (Para 3.38)  of Appendix X to 144th Report 
(5th Lok Sabha)] 

Owing to the protracted negotiations between the DGS&D and 
the firm on the one hand and the DGS&D and the Ministry of Law 
on the other, there has not only been inordinate delay of over three 
years in the procurement of stores required for defence production 
bu t  Government had to incur additional expenditure of Rs. 1.80 
lakhs as pointed out in the .4udit Paragraph. The Committee 
would like that responsibility should fixed and appropriate disci- 
plinary action should be taken. 

[S. No. 27 (Para 3.39) of .Appendix S to 144th Report 
(5th Lnk Sabha) ] 

Thr rclevant f i les are p rescn t l~  under rcfcrencc to Central Vigi- 
lance Commission in connection with the recommendations at 
S .  Nos. 22 and 24. The matter shall he examined further in consul- 
tation with the Ministry of Law on receipt back of the files and the 
Committee appriscd of our findings. 

[Department of Supply O.M. No. P. 111-22 (9)/75 dated 16-9-1975] 



I t  is obvious that the proper course, having regard to the rising 
trend in the price of zinc in the internal market, would have been 
to get the firm to accept the order even on its terms. This, accord- 
ing to the Committee, is not a view based on hindsight, but on a 
proper interpretation of the zinc price situation of which the 
Department of Supply appears to have been blissfully ignorant. The 
amount of recoverable damages would have been negligible. How- 
ever. even if the alternative course of recovering general damages 
had been decided upon, the Committee are astonished a t  the 
leisurely pace with which it was pursued without anyone a t  any 
stage finding time to ascertain thc continnal r~s ing price of zinc. 

[S. No. 27 (Para 3.40) of A~(~endjx:  X to 144111 Report 
(5th Lok Sabha) 1. 

Action Taken 

The question whether the Directorate General of Supplies and 
Disposals were aware or not of the rising irend in the price of zinc 
will he examined after the relevant purchase files have been receiv- 
ed back from the Central Vigilance Commission who are examin- 
ing the disciplinars aspects of the case. A further Action Taken 
Note will follow. 

[Department of Supply O.M. No. P. 111-22 (9) 175 dated 16-9-1975] 

Recommend R t '  1011 

The Con1m:~tee have noted that when an indent for 1,85.203 lolls 
of insulation tape (25 metres each). ?.e., 46 30 lakh metres of tape 
worth Rs. 3 4!! lakhs to be supplied by March 1972. was received 
from an Ordnance Depot, the DGS&D. who were fullp aware at 
that time of the higher trend of prices of insulation tape, instead of 
straightaway placing supply orders on any of three rate contract 
holders, made an enquiry from them on 23rd November 1971, i.e.. 
just 38 days before the rate contract was going to expire, i f  they 
couId intimate guaranteed delivery date for th i s  demand. 

IS. N. 30 (Para  4.29) of Appendix X to 144th Report (Fifth Lok 
Sabha)] 

The Committee ale amazed a t  the dilatory procedure followed 
by the DGS&D offcial. From the perusal of the record made avail- 
able to t h ~  Committee, i t  has transpired that an officer of the status 
of Assistant Director had deliberately ignored the clear and unam- 
biguous orders of t he  Director of Supplies, viz . ,  'This indent may 



be covered straightalway' and instead of noted on the file, 'please 
ask Acharyn for immediate supply. Ask all the three rate contract 
holders to intimate guaranteed D/P for this demand'. The Com- 
mittee cannot help concluding that  the whole thing was so managed 
and manipulated as to allow the date mentioned in the rate con- 
tract to expire so that the DGS&D would execute a new rate con- 
tract with the suppliers for the year 1971-73 and allow higher 
prices to the suppliers. I t  is necessary, in the view of the Com- 
mittee to  call for explanation of the officers and to take appropriate 
disciplinary action thereafter. 

[S. No. 31 (Para 4.30) of Appendix X to 144th Rcport (Fifth Lok 
Sabha)] 

The Committee nave noted that while the order of the Director 
of Supplies was given on the 18th September, 1971, the enquiry 
from the supplier was actually made on the 23rd November, 1971 
,i.e., after more than two months. The delay is wholly indefensible. 
The Committee have been informed by the Secretary, Department 
ol' Supply, during evidence that 'to make an enquiry after two 
months is absolutely a redundant course and, in my opinion, this is 
improper handling of the administrative matter.' The Committee 
would urge a thorough enquiry into the question of not placing the 
indent against the existing rate contract and into the delays a t  
various stages. The Committee should be kcpt informed of the 
progress in the action taken in this regard. 

IS. No. 32  (Para 4 .31)  of' Appendix S to 144th Report 
(5th L,ok Sahha) 1. 

Action Taken 

The disciplinary aspects arc under examination of the Vigilance 
Wing of the DGSLD. The concerned Assistant Director has been 
administered a recordable warning and enquiry for in~position of 
major penalty on the dealing Assistant is undei process The out- 
come of the vigilance probe would be intimated to the Committee. 

[Department of Supply 0 . M .  No. P.111-'72 (10) /75, dated 
24-10-19751 

NEW DELHI; 
March 9, 1976. 
-. . - . - 

Phalguna 19. 1897.' (s) . 

- +..- - . - - 

H.  N . MUKERJEE. 

Public Acc.ounts Committee. 
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APPENDIX 

Consolzdated Statenlent of Conclusions/Recontmendations 
-- - - - - - - - 

Deptt . 01' Supply Thc Committee take a serious view of the failure of the Depart- 
ment of Supply to indicate the c.ction taken or proposed to be taken 
on their recommendations/observations contained in paragraphs 
2.59, 2.60 and 2.62 of the Report. Apart from just intimating, in 
August 1975, that comments on these par'agraphs would be 'sent 
shortly', the Department have chosen neither to advise the Commit- 
tee of their promised 'comments' nor to adduce reasons for the non- 
submission of the Action Taken Notes. In the Committee's view. 
this is an entirely impermissible prcceeding. The long outstanding 
replies. therefore. should be furnished forthwith. The reasons for 
this extraordinary lapse should also be investigated and responsibi- 
litv fixed under advice to the Committee. 

Even where Action Taken Notes on the Committee's re~ommenda- 
tions have been furnished. though only after the stipulated due date 
in m:lny cases. the Committee find that final action on their recom- 
mendations is still to be initiated in a purposeful manner. In  respect 



of as many as 13 out of the 36 recommendations/observations coniain- 
ed in the Report, only interim replies have been furnished and con- 
sequently the Committee have been unable to satisfy themselves of 
the adequacy of the action taken on their recommendations. Often 
the Department have remained content with stating that the points 
raised by the Committee were 'under examination'. This is a 
thoroughly unsatisfactory state of Affairs. The Committee call for a 
principled and purposeful approach to their recommendations and 
would urge Government to ensure that they are processed with a 
greater sense of earnestness and urgency. 

- d o -  In a number of cases in their earlier Report. (cf. paragraphs 1.59, 
1.67, 2.56, 2.59, 2.61, 2.62, 3.34, 3.39 and 4.30), the Committee had re- , 
commended investigation into the lapses of v ~ ~ i o u s  officers and fixa- cn 

tion of responsibility therefor. From a scrutiny of the replies received 
in this regard from the Department of Supply, the Committee are 
disturbed to find that there has ye: been no finality in these cases. 
In the meantime, an officer, examining one of the cases to determine 
whether there had actually been any lapse, has also retired from 
service. Since such delay in initiating disciplinary action against 
delinquent officials detracts from whatever action that is susequent- 
ly taken; the Committee would urge Government to finalise these 
cases promptly. In this connection, the Committee would also invite 
attention to their observations contained in paragraph 1.4 and 1.5 
of their 151st Report (Fifth Lok Sabha). 
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- - --- - - - -  -. - ----- - - -- - -- 
Department of Supply The Committee are dissatisfied with .le response of the Depart- 

~ncnt' of Supply to their earlier recommendation that responsibility 
should be fixed for resorting to negotiations with the firms of Aligarh 
fn,  the supply of 40,800 padlocks (40 mm) instead of placing orders 
:in the h:~sis of the tenders received. It  should not be difficult for 
thc Department of Supply to act on this simple issue. If, however, 
1lw D~partment feel that there has been no lapse in the present 
c.;lst. thc  correct course would be to place such facts before the Com- 
mittre to enable ,hem to arrive at a reasoned conclusion. The Com- 
m i t f w  would, therefore, seek a more specific clarification in this 
i.tqard. 

-dl+- This is one more instance of procrastination in taking action on a 
wcll-thought out suggestion of the Committee that an on-the-spot 
i i 2 s ~ w t i c m  of the premises of suppliers should be made obligatory 
bfn~, ,  the issue of acceptmce of tenders involving urgent defence 
4117mlirs. It is unfortunate that the Department of Supply does not 
4191-c the Committee's anxiety even where defenoe requirements are 
c n t i r r :  npd. A mere intimation that the Committee's suggestion is 
'1117d~r examination' neither helps the Administration nor the purpose 
n f  the Committee's enquirv. What is required is a determined gear- 
i n 2  u n  of the administrative machinery and a careful scrutiny of. the 
Committee's suggestions. The Committee would like to hope that 
f hn  Deuartment would reciprocate the Committee's concern and 
P-WP-C their recommendations with at' least *asonable promptitude, 



--do- I f ,  7s claimed by the Department of Supply, the trend in the prices 
is i3nc of the factors taken into account to determine the recsonable- 
ness or  otherwise of the prices quoted by the various firms, it is 

clcnr to the Committee why. in the present case of purchase of 
!:adlocks. the Directorate Genepal of S~pp l i e s  & Disposals had not 
ascertained the prevailing price of pdlocks. This needs to be ex- 
plained. The Committee concede th:K it may not be ~oss ib le  to 
arrange for detailed costing of each and every item of the value 
of Rs. 1 lakh and more procured by the Directorate. But they how- 

feel that it should be possible to undertake a cost analysis at 
1c~a~t  in  the c x e  of certain important, specified items ordered more 
( I > .  1:w on n regular basis. and in the case of sophisticated items in 
~ . - ~ s ~ v c f  af which not many compet'itive &ers may be received. 
-,., 

I i rar;mrnittee, therefore, desire that this aspect should be re- 
I-.:;--i!ietl : ~nd  necessary steps taken. In any case, i t  should not be 

, : )  l i i f t i  ult to ensure thr.t' all purchases are preceded by adequate 
I:;;) 1 i, .! i n  tclligence surveys. 

- do Tlic Committee note that the question of vesting the Government 
% -  I ' 1  powers to examine the books cf any firm, if Government so 
( ' ( > , i r w .  ic  being examined in consultation with the Ministry of Law. 
I c- minat nation should be completed quickly and the necessary 

1 I : ' I  1 .''' 'f ; >t ion brought on to the Statute Book soon. 

8. 1.18 -do- Tk reply now fu~nished is silent 0.. another recommendation of 
tlir Committee that Government should take concrete steps to pre- 
vent monopolistic trends even in the smedl scale sector. The Com- 

. ---- -p - - 4-- - - - P 



miltee would like to know Government's reaction and the steps 
taken or proposed to be taken in this regard. 

9. 1 . 2 1  Department of Supply The Committee note that the existing procedure for inspeztion is 
being examined by a high power h d y  set up under the Chairman- 
ship of the Minister of Supply, and would urge Government to com- 
plete this examination expeditiously and take concrete steps l o  plug 
all loopholes in inspection. The Committee would also like to be 
apprised of the remedial measures taken. 

The Committee are unhappy that the d i sc ip l ina~  aspect of the 
present case of purch~ie  of defective lathes, which had resulted in 
a monetary loss of Rs. 3.25 lakhs (including the cost of 11 lathes 
supplier to the Defence Departments, where it is not possible to 
recover legally any damages as the defects were not pointed out 
within the warranty period), is only 'being examined' even after 
the lapse of more than six months since the Committee presented 
their Repor't. That this should be so in spite of the Committee's 
repeated emphasis on the importance of speedy finalisation of dis- 
ciplinary proceedings is disconcerting. The Committee wish that 
The 'examination' of the disciplinary aspect of this case should be 
completed forwith and action initiated without delay. 




