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I, thc Cha~rman of the Public Accounts Committee, do present on 
their bchalf this Forty-Fourth Report on Paragraph 5 of the Report of 
the Comptroller & Auditor Gcneral of India for the year 1982-53, Union 
Government (Defence Services) relaling to  Review .on  the working of 
the Department of Defence Supplies. 

2. The Report of the Comptroller md Auditor General of India for 
t!lz year 1982-83, Union G o v c r n ~ l ~ ~ n t  (Defenc;: Ser~ices) \vas laid on 
I hc Table of the Ilouse on 23 March, 1984 

3. rhe Committee's c x a n ~ ~ n a l i o ~  IIZ., revcalcd that out of items num- 
twing 88,984 projected fur dc\cloprucnt and procurcmcnt through 
indigenous sourccs, upto 31 March 1081 supply order5 fur 37,363 itcms 
only wzrc p l acd  by lhc Dcpartnm~r on indigenous suppljers. Thc C'om- 
n~ittce 1 1 a ~ c  cuprcssed their unhappiness over the fact that thc pcrcentagc 
of the numbcr of items remaining uncovered for wan[ of propcr pitrti- 
I o r  1 in rcipcc[ of t11rcc Technical Committees, b3iz., .1.C 
( :!c.ron;~;ltic\ 1 ,  '1 C' ( \ 'cl~icIc\) and I'C ( Engineering Stons)  Hay 2.; high 
3 . 4  pi.1 ccilt. 3:) per ccnl and 18.1 lJCr cent respectivel),. 'I tic Conlnlittec: 
Iiavc r c ~ ~ ~ r n r n c n c l ~ ~ ~ l  tha t  thc Go\.crnmcnt hhould identify the b ~ t t l ~ n c c k s  
r.<\po;lsiblc for <ush a high ~horrf;ill in tht p1accmt:nt i,f \~~ppl:,  orders, 
pi~rticularly in  ~cspcct of thc i t z m  c t i i ~  to the aforiwi~l tl~r,>: 
rcchnical Corn;n~t~<:cs 

4. Thc Committcc haic c s p r s i ~ 4  their Jeep conccrn ovcr t h e  fact 
!hat in ah m a n  as 19.7 out of 467 \d;>!)l> o~dcr.;, thc di.!:~! in  tiiln'i.~arii~n 
: ~ f  the >!~pnl!. oi.d~*rs r:~npA from ovcr I:! months to ovcr 36 nic~nt!~. Ins- 
pitc of thc facl that tilt: Kkpartnicnt of Dcfenc- S~~pplies  ha> no\\- k e n  i n  
~~siqtencc: for 111orc t!lan 2 0  years, no ~\,~r:ll\vliilc sicps appcx  to h?vc been 
iakcn to shorlcri thc tinlc takcn i \  1in;iliwtion of indent\. 'She Ccrnn1ittc.e 
h a \ ?  rccr~rl~riic~:dci; ilwt proccdt~rcs h o d d  hc c\.olved i n  conalt:\tic\n with 
; I I I  conccrncd to finaliv indent\ within the shortest possible time. 

5. Lack of cffcctlic nlonitoring of supply o r d m  nap mother dis- 
qu~etiny feature of thc uorA~ng of the Departmcnt of Defcnct, Supplies 
noticed by the Committcc. In a\ many as 36 supply orders of the valuc' 
of R5 8.37 c r o m  placcd upto Junc 1979. the suppliers failed to submit 
wnples or cc~ninwncc wpp1ic.q for okcr 3 year;. In sonlc cascs, kvhere 
>>trnplL8s wcr: rccei\cd lthln tllrcc ! w r q ,  t r~als  and approin1 hdJ  taken 
c i l l i t c .  ;I l o ! ~ g  tlrnc 'Thc Conlm~ttcc have reco~ncucndcd that the exiqting 
nlonitoring proccdurc \hid he adequately streamlined so as to mate it 
more eficcrive. Planning of rcquirenwnts particularly i n  ~ c y w t  of hard 
core items chould bc done wficicntlj in i~dvc~nc~. .  Stt.ps h u l t i  nlw ' t . ~  
1:+kcn to rcducc !hc time t n k n  for u u \ '  I 1wc:io11 12,: to thc mintmum 
extent possible. 



G. In o case of indigenous development of high pressure air compres- 
sors, the Contmiitee have observed that the inspection staff had no  
excuse for not complying with the obvious norms of inspection and 
accepting the equipment only on visual inspection in respect of an order 
which related, to developmental production. In the opinion of the Cont- 
mittec this is a serious failure and the Ministry should take appropriate 
disciplinuy action against tliosc responsible. 

7. The Committee  ha\^ found that failure on the part of the Depart- 
ment t o  placc a substantially large supply order on tirm 'T' before the 
expiry of the validity period r e d t e d  in considerable additional expenditure 
in pmcuring supplies 9 months later. The Committee are of the view 
that if the order for additional 75,000 shclls was also placed on firm 'T 
alongwith the order for 25.000 shells placed on 10 Deccmher. 1979 at 
the rate of Rs. 530 per shell, quite a lot of infrilcti~ous expenditure 
would have been saved. 

Similarly in another CAC, delay in pldcinn order for tlir procurement 
of -16,370 tail unils required t o  put a largc amount of anln~unition 'B' 
frc cl r ep t l~  ,,blc to >cr\ lcenblc condition, on the ~ s t a b l r h x l  .supp:ier 
lirm '2' rewltec! in an a t  oidable additional expenditure of Rs. 3 25 la4.h.s. 

?'he Cornmlrrc-e I:a\c found that in yet another caw. !or thc. pro- 
curement of plant d~ air charging sets, the non-acctplanct 'of firm 
"XC's" oficr of K,. 1.30 lahllz per set w~thin thc validity pzriod rewltcd 
in an e x m  c.xlxnditurc of K b .  1.65 lakh\ on procurement o f  13 ,ct\ out 
of 31 

8. In d ca\e oi prcurcmcn:  of paint, the Conunittcc have found 
that if 4,06,000 litre\ of paint indented In F:bruarj 1978 had k c u  pro- 
cured through the es:abi~shed source of suppi}. 11 uoultl havc cost 
Rs. 40.84 lakhs, a\ a p a i ~ l t  tl:c cott of Rs. 59 17 lakh\, under :he 
supply order5 placed In Januq-Februar).  19SO The Conlniittce tirive 
desired that the rcspon~ibilrt! for the lapscs be fixcd and act1011 taker) 
ag,irrlLt tit.: t i c f~u l t c r~  The Commit tcc h.1~2 al\o rccornmc~~clc J I 1 ~ 1 1  

procurewent action i n  reyxct of common utility i k m i  sliould in futurc 
as far as possible, he ~ a k n  in consultztion and coordrnaijon with the 
DGSStD and othcr concerned agencies. 

9. The Cornn~itlec ha\c obsmcd  that tli: Department of Supplies, 
~ h i c l h  w-rs c~ra:cd in 1965 for the purpow of ~ n d k e n i v r ~ o n ,  dc\elopncnt 
and production of imported dcfcncc item\ and to achicvc sclf-rcliance in  
the procurement of defence equipment and \tows rcquircd by thi. Armed 
Forces ha\ not becn ab'c 1 1 )  achieve what \\.as expected of then1 IYcspite 
the fact th:it the Dcpartnlcnt Ins been Punctioniq for the past twenty 
years, it doe4 not appcar jct to  have succccdcd in cstablizhing many re- 
liable sources for wpplq of dcfcnce stores and equipmcnts pari-yacrric with 
industrial develcrpment of the country. In the opinion of the Cornmittce 
the failure is the more disappointing in as much as Govcrriment appears 
to have followed n libcral policy with r e p r d  to developn~ent expenses. 
The Committee have recommended that Government \hould appoint a 
High Level Committee lo pc\ into the entirc qucdion of indipnisation and 
production of defence stores io the country. 



(vii) 

10. The Committee (1985-86) examined Paragraph 5 at their sittings 
held on 27 June and 16 Scptember, 1985. The Committee considered 
and finalised the Report at. their sitting held on 24 April, 1986. Minutes 
of the sitting form *Part I1 of the Repr t .  

11. For facility of reference and convenience, the observations and 
recommendations of the Committee have been printed in thick type in 
the body of the Report and have also bscn reproduced in a consolidated 
form in Appendix-I1 to the Report. 

12. The Committee would like to express their thanks to the Officers 
of the Ministry of Defence (Department of Defence Production and 
Supplies) fol the cooperation extended and giving information to the 
Commit tee. 

13. The Committee place on rccord their appreciation of the assistance 
rendered to them in the matter by the Office of the Comptroller and 
Auditor General of India. 

NEW DFLHI E. .4YYAPU REDDY, 



I .2 .l'hc L)c!)artmcnt 01' Ucfc'ncc Supplic\ ( DL.S! 1 \ 2 4  \c:t u p  UIKICS t ix  
hiinistry of Dr!r*nct. in  Nwenlhcr. !Oh3  tcl ;IC/I~CI: self l c ' l i ; ~ ~ ~  in the 
procurenlcnt of Dcfcncc: cquipmcnl at\('  stwc\ r ~ i j i ~ i s ~ d  b:, !kc .4r11)cd 
Forces. 'fhc IJDS deal\ with indig~.ni,~,~inn, dcwlopn~;n~ a d  p r d ~ ! c -  
tion of ilnported item.;. new items dcvelt~pctl h) Ddcncc Ki*\c~.rck and I)i.\c- 
loptiicnt C_)rp:~ni\;arion anc! cnmponcnts. \ t \h-ii-w~~tlbll~s ar,d ;~swnbliec rc- 
quired to s~ipplrment the production ir: thr: lI.$encc' Pruciuction Unit.; 
'l'en 'I'echnical ('onirnittzc\ for \;\ric.rll\ i i i ic ipl i i~~i  o f  s t o r r .  cv~lsistirl~ of 
rcnrescntati~~es of ucera. irispcctor.;. ,Auihorilic\ lioldive Si.::I.,d Parii- 
culars (AHSP)  and F.~nancc. idcntif\ (lc\c'hy-t11:111 of :.OllICc\ !I" the item\ 
for indigcnisn:inn. .4 Central l 'cxl>~~ical (.'ur~>n~itizt. hL.a ikd  lly I I I C  d d i -  
fion,il S~-crc.1:81.,, I Defcncc Supplic. \ rr*\ it\$ \ ;,li.i c n  r:\i.a\ !1:c 1: ( I :  k ol' 
\ arious 7 cchnic31 Committees. 

1.3 The Comn~i~Iee c!i.sird rtl kntw lo nli;?! c\rcnt \clf-rcl i;~r~c.t  111 
the procurement of dcfencc cquipmcnt and htorc.. rec]:lired b! thr Dcftncc 
J'orcc\ hntl t w n  ;~cliic.\t.d I'hc 1kpartrnmt 01 1)rfenc;r Pr(>dttctinn and 
%upplic\ s t : ~ t ~ d  in  ,I note : r c .  d c r  :--- 
' LF%'Uh-2 



"An indication of self-reliance in the procurement of defence 
and stores can be had from the value of such stores 

inspected by the DGC. The DGC inspected stores 'worth Ks. 
2220.36 crores in 1984-85. Out of these, the value of irnportrd 
stores inspected and accepted, amounted to Rs. 370.44 
crores. The total value of the stores procured from 'Trade 
and Ordnance Factories would, therefore, be Ks. 1849.91 
crores. These are exclusive of capital equipment procured by 
the Defence Services such as ships, aircraft, tanks and other 
Armoured Fighting Vehicles built indigenously." 

1.5 Enquired as to by what time cent-per ccnt indigcnisation in meet- 
ing the requirements of defence, was likely to be achieved, 1dlc Secretary, 
Department of Defence Production and Supplies stated during 
evidence :- 

"Right aow, if I am correct, we do not have the capability to indi- 
genise a11 the one hundred per cent requirements for Defence. 
Either the know-how technology is not available, or tbc 
countries which have it do not paas ~t on to us, or their 
conditions are not acceptable to us. Or even the infrastruc- 
ture or Laboratories for productionising some items is not 
developed. However, this is a clear cut policy of the Gov- 
ernment that whatever is produced by the privatc indus~ry and 
trade, we are determined to see it is utiliscd by the 
Government or the Ordnance Factories or crther Defence 
Public Sector Undertakinp Government is v c y  keen that 
the multiplier effect of expenditure on Dcfence purchases 
should lead to developnmt of the local industry. That is 
why we have been helping, lo the extent wc can, the k a l  
industry, so that it creatcs skills, quality consciousnccv, 
in them and the Government is v q  clear about it .  And, wc 
will increase t h ~ s  as expcditio~~sly and as largely as is possible 
commensurate to rhe time." 

1.6 Asked if the pac: of indigenisation had' not been much lcss that 
what it shou!d have been, the S e c r e t a ~  Departmerlt of Dcfcnce Prduc-  
tion and Supplies stated : 

"I do not say that. But somewhar difTcrcntly I can say that it 
has becn satisfactory within the civil sector where import 
substi~uticm started i n  late fifties and, early 'sixties'. In the 
qhere  of Defence, thin@ really started towards the late 
'sixties'. The Defence Production Department was set u~ 
in 1965 and only four items wcrc includcd for prtduction. 
So concrete efforts for indigcnisation in thc Defence side 
started only during the end of 'sixties' while in thc civil sector 
and other sectors it started much earlier. Therefon, the 
pace is slow." 

1.7 The Committee desired to know :he loopholes and snags which 
stood in thc way of achieving cent percent indigenisation. The Secretary, 
Department of Defence P d u c t i o n  and Supplies stated in reply as follows :- 

"We have a trained technical manpower in the country. Our 
industrial base ir. also strengthened since 1960. The efforts 



towards indigenisation have also succeeded to a significant 
extent ia some areas. For example, in space, we have gone 
far  ahead. In this background, I have to make only a few 
submissions. When we wish to indigenise, that is when we 
pick up an item s a y i q  let us start, that is not after an analy- 
sis of our total wmpetence !o indigenise 100 per c a t ,  When 
we say, let us start, it may succeed or it may not succeed. 
when the items projected are taken inta account, that is more a 
wish than an effort, a concrete feasibility of converting this into 
supply order for indigenisation. 

Secondly, the manpower in the development laboratories 
and the manpower required for productionising in the factory, 
the skills required in the factory are not exactly the same. It 
is our experience not only in this field but in other defence 
armaments and stores and aciation industry that development 
of an item itself takes unduly long time, after the prototype 
in thc lab has been prepared. When we convert i t  into pro- 
duction prototype, many ~nod~ficativns and changes have to 
be carried out. 

Thirdly, there is bound to be a time gap between the date from 
which we initiate action for indigenisation and the date on 
which it really materialises. You say that I am importing. 
This is my urgent requirement. Then, I have to prepare 
designs and drawings. Suppose the design is a Soviet model, 
the drawlag, design may not be abailable. I t  h a s  to be 
translated from Russian languag:. The sysfem or 
n~eadurement has to be changed from English system 
to metric system. If I dzsign is available, then we 
have to secure a sample. If a sample is not availabk, then 
we take out the equipment in use and dismantle it and 
analyse it for indigenisation. I would most humblv submit 
that there are lot of reasons for the slow pace in the field of 
indigmisakion. Our Defence stores have to meet the test 
of different regional requirements-dcsert, !dls and plain. They 
have to meet the different temperature re uireruents-plus 5SC 
or minus 25C. These things take signi 4 cant time far the 
user to test the model. First you dzvclop in the lab and then 
you go to the factory and produce a prototype. That proto- 
type is tested mechanically in the users' field for trial. Even 
if one component fails, you try to rectify and replace. Recti- 
fication is again tested. 

This ,art of process is not applicable in t l~c  civil sector. We cannot 
take an risk in the uality of the stores which are used by r our Dc ence forces. hcrefore .  the requirements of inspcc- 
tion and tenting are very rigid and Yery strict. This by its 
very nature takes a lon time for development for testing and ! for production. T h e n  ore, I would most humbly submit 
that 100 pcr cent indigenisation within the same financial 
year is impossible. If it is a small component worth Rs. 5 
to 6, it may be possible. But if it is a gun or  shell or a body. 
it will take a long time because tlicy are more compliat& 



item. The private %tor 1n this country, because of 
histoFical reascms, has no1 becn able to contribute signi- 
ficantly in the Detente field. The short-fall has  been work- 
ed out.  Even ignor i~~g thc time-lag, if those four factors 
i3ic taken into account, the shortfall is niucli Icss. 

Seooticily, there i?, a lime-lag and \:c shuuld take irllo account 
the prformancr  of thc last four !cars if a \\orihnhilc study 
has to be carried out.  In ordcr to claim that u e  I I ~ I V ~  wccced- 
ed, we have to sec \vhcthcx \\c Iiaic aucccedcd during the 
Iiut four > c i r r s  In our pcrformancc." 

1.8 Asked whether it might riot be possiblt. lo find out SOIIIC kmd of 
mechanism t o  eaSure that this pace of development uas so much increased 
a \  ro Accp p c c  \+ itii  the rttquixcrn~~nrs. t l~c  \r itnrss slatcd a\ follim\:-- 

I .9 ' l ' t i ~  \ < I I I I ~ ~ ,  added:- 
"There is an o r  anisatis1 ill tlir DCI I'D. .I hey arc resjxmslble fur  6 import su stit.ution and inciigrnimioii. 7 liuq know our 

capacity and requirements. Within thc nefencc Ministry 
we hake a Kcsearch nnd I)r.\~clc~pnrc~~t organiution \vhich 
develop i ! em and farnx out jobs to i h c  hdi l \ tq  and othm. 
institutions. Thirdly. w11:n wc purcliase ~quipmcnt  from 
abroad w e  enter into licence productiun agrccmtwts or trans- 
fer uf know-how, and ~cclinolcx!. That a lw cr,ot.r!c.h us to 
indipnise. In liccncc. prodxtiorl qr:enra11\ :,imultan~nusly 
we identifv what are rile componms  which r ~ w d  10 be indi- 
gcnis;.d e v a ~  hcforc the prod~rction starts. We !I;!\ t: donc 
that and wc are exploring all thlr ;wnue\." 

Piaccmcnt ~f Supply Order3 
1.10 According to the Audit Plrragrapii. upto 31.41 5li1rcii. 1l )Sl .  

88.984 itenls had been projccied for I I ~ C I I I  ;md I*rocurcrrlcnt 
through indipenous suurces and supply ordi.r.; for .I 7-36.; i r  i.m. (mI! could 
bc placed b) the DDS. Thus, there uits ovcrall +horilall of ahou t  46 
per cent in t l x  plmxmcnt d suppl\ orders According to tllc IjDS. 3 large 
rlumher oi iicm.; rcmaincd outsta~ldiog for ball1 of prupcr pa1.11~uI;ir~ or 
.iamples. As agains! supply rxderh for IOl i t l  \,aIuc of Rs. 2-i 1.54 crorc., 
during 1977-78 to 1980-XI, the nclual w p p h  rccei\cri ncrc for  
Rs. 190.60 c r o r s  as follo\v$ :- 



1-11 The Dcpartrdcnt of Defence, Production and Supphes have 
furnished the inhmation regarding tht: total nurnbcr of itcrns projcckd 
for mdigeaisetion number of items for w h i d  indents were placed after 
identitication and number of items covcred by supply order\ upto 31s t  
March, 1981 as follows :-- 

- - - - -  - -- - - -  - -- - 
I a Technical Committee No. of No. of No. of Shor tfal I 

1tem5 items for items fur 
p - a ~ c c t ~ d  uhich which supp15 
for ~ndige- Indclit\ orders 
n~satlon were placed placed 

- - -  - -- - 

hrondutical Stores 
Armament Store\ 
Llcc tronic's Stare\ 
Engineering Store\ 
Gonersl Storey 
Marim Stores 
Madical Stores 
Vehicle.; . 
VF.1 
v P 

I\Er~)~li~uti~!. 5 1 . 4 0 ,  
Armament 4 (1 - 
Electronic3 . . .. . 7 5 O .  
Engiot(xir1g Stort~ l R O ,  
General Storox NIL 
Maritq, Storw . 6 .6 ' . ,  
Medical . I . d o e  
Vdic  bs . 30.; 
VFJ M L  
VP . xu. 

- .  
Tbe above figures are approximate." 



1.13 Enquired about the reasons for an overall shortfall of about 46% 
in the placement of supply orders as pointed out by the Audit, the Secretary, 
Department of Defence Production and Supplies stated as follows :- 

"This is very conect that there is a gap in our goal for indigenisa- 
tion and what we have been able tc achieve. With this pleli- 
minary observation I would like to submit a few points for 
the consideration of the hon. Members. These two figures had 
becn taken at a particular point of time. that is, 31st March 
1981. So if the item was projected for indigenisation even in 
January 1981, this has been taken as a failure for indigenisation 
even though only two months have passed. So, my first submis- 
sion is that since there is a minimum time lag between identi- 
fication for indigenisation and its development, any analysis 
shorlld not be on a fixed poiat of time. It has to be organiscd 
in a different manner. 
hly second submission in thih iegtl~d is that if this is the total 
projection and to the extcnt we have resorted to import or 
offloaded the items to *EME, or direct local purchase lias becn 
allowed or the indent for that item ceahecf to exist, the figures 
on these four counts should be ddjusted before  ork king out the 
shortfall. We have done this cxerciw as on that date of 31st 
>larch 1981 in regard to the four man  Committees where the 
shortfall is the highest and we hid that it is only 23 per cent 
of the shortfall indicated in the Report." 

1.14 ?he Committee desired to know the net shortfall in the case of 
88,984 items projected for development and procurement through indi- 
genous shrces, with the base period of 31 March, 1981 in respect of the 
various Technical Committees separately with respective details for the 
exclusions made in respect of aforesaid 4 iiems for working out the net 
shortfall. The Department of Defence Production and Supplies siated as 
folIows :- 

"The Committe~wise information regarding shortfall after adjust- 
ment for items cleared for import etc. is as under : 



It will be seen that the percentage of shorttall of items in relation to 
88,984 items projecbed upto 31-3-8 1 was only 12.05 96. Somc 
of these would have been received in thc last Suarter of the year 
1980-81 and under process. In some cases, drawings would 
no: have been available. Considcrine all these, the shortfall of 
I 2.05 per cent is not unreasonnble." 

Placement of Indents 
1.15 A test check of supply orders (467 members) placed during 

1977-78 to 1980-81 revealed the following : 

Indents 
1.16 Indents from users for procurement of stores are received by the 

Technical Committees of the respective disciplines, who float the tenders and 
procecss them up to finality. Each Technical Committee maintains a Re- 
gister of Indents to indicate the date on which each indent was received, 
but it did not indicate in all cases whether supply orders were placed against 
all sl~ch indent:. It is seen from the Audit Para that delay ranging from 
over 12 nlonths to over 36 months in placinc supply orders against indents 
received from the users was noticed as show11 below :- 

Over 1.: Over 24 Over 36 Total 
months months month\ 

.-. . . . ~ -- . ~- - . -~ . - . ... .- -- 
TC (4rmamnt St,)rc\) . . 10 8 ; 23 
TC (I3stronic- Stores) . 29 42 7-  -- 9.7 
'IT (Gcnzral St,vc,t , i . . 3 
TC (Vehicles) . . . 1 . . . . 1 
TC (Engine. in$ Stores) . . - 5- - Ii 13 73 

I .  17 1 t l L  ('omniittee wanted to know about the extent of delay in 
placing &1:7 ,11  orders against indents rccrivcd f'r.3m the u w ,  in the case 
of supply cmim placed over a certain period (\ay October-December. 1982) 
The Del~.iltnlcnt of Defence Production and Supplizb furni~hed the follnn- 
ing inforn1,i: io11 : 

Acronauti: . 
Armament 
Electronic, 
E n g i n ~ r i , ~ ; :  
General 
Marine 
ht4ic;il 
vchick 
VFJ 
V.P. 



1.18 Ime Committoe further dtsircd to know whether any study of 
these delays had been made aqd if so, results thereof. Thc Dcpartmcnt of 
Defence Production and Supplies stated as follows :- 

"In JulyjAugust. 1983. a sample stlldy was taken up for 95 cases 
and the following results were revealed : 

- 

Bng/necring 
Vehtclcn 
Armament 
Aeronautic, 
Eltctronicc 

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

No. of item\ takcn Avg. time taken 
up ! bc t waen r ~ e i p t  

of indento and pl:) - 
cement of S.O. 

8 7 months 
.Ch 5 months 
8 8 months 

13 7months 
10 1 3 . 2  months' 

1.19 According to Department of Defense Supplies i t  normally takes 
5 to 8 n~on th i  tc process an indent for placement uf a supply order. The 
break up of varjous activities and the prohahle period involved for each 
activitie5 are stated as under :- 

.Act!\ i ! ~  Pcric;d 

I .  Stud) of indent o n  114 rcccrpt 
;!nd nAing for manufi~cturing 
partiiular, ( D r p  >pccitication I 

2 .  Receipt of d r p  specification 
from .4HS13 

3. Study of drgs yxxification and 
\clecto!l of flrn~s 

4 :lppro\'al of n:tme5 of firm\ for  
floating T ' E  

5 .  Preparation and i s m  crt T' 11 
6. Owtatinn period 

K .  Preparation approwl of minutes 
of (TCAS) meeting. 

9. Preparation of supply orders and 
its despatch. 



(c) Tbe drgslspecn. are under metr~calioir. 
(d) More than one AHSP ia involved in the supply of particulars 

In such cases, the end store AHSI' vmtcs lo the other involved 
AHSP to supply particular\ (mostly spcciticatlon) 

2. Tender enquiries h a w  to bc floatcd mor? than once due to poor 
response. This is mainly hecaux t t r  item arc of s crilical 
nature and very meagre in q u m t ; ~ ) ;  ar timi.,. 

3.  In  case the quotcd price5 arc con.;idercd liigh. counter offers art: 
madc or negotiation meetings h2ld. Both these rake a lot of 
time. 

4. Fresh verification of firm, capacit! for a particular item in case 
requ?ed. 

5. Additional projection\ O F  the 5amc i t ~ r 1 1  rxeived brfore openins 
of quotat~on invul\in,c clubbing \ tf  -quircrncn:.\ u n J  cxtenzion 
of opening date5 01' TIE\ .  

6. Calculation of existii~_c supply ord?rc ~ ind  re-fendering the 
quantity against the c m e  indent. 

1.21 Asked about thc rzabons fur lunc 11:~: t:;l\er~ after receipt of 
; t :~  indent in floating of inquiry. the Secrctar,. Dcpastnl-nt of Ecfrnce Pro- 
datction and Supplies slated during evidenc2 a \  fi4o\v< :-- 

"If there are no drawing., and di.\i$i\ t l r n  311 :hi- reverhe cr;gineer- 
ing take a long time. But ti12 concrete ac~iun would be takw 
after an  indent is received. b 'hcn  ,I:: ir:d<.lt i -  rec<ivrd, rs,?rnit~a- 
tion of drawings and designs ~pecification finnlis3!i;w of the 
list of parties will he dnnc. Affc: t5a1 \IC will bi: i:? ;I pwition 
to  take a decision with rrtprd t n : : ; i i i f . t ~ t ~ r c ~ ~ .  A d  tnt.n.. . . . 
having identified all thcw. an ;~:stli:, i .  f l ~a t cd .  7'hc sample 
and the specifications hnvc to be given in the tender. Orhcnvi\e. 
we cannot quote. Thih itwlf : a i . ~ v  t i v  I r ~ n i  thc timc of thc 
receipt of an indent to t l ~ c  tinic of floatins of inquiry." 

1.27 According to- the Dep:irtnicnt. 4 to 8 \teeL< 1.m.c is rakeu in 
wttinp the specifications. The C'c-mniittec ~n:juit.ecl i t  uo i~ ld  bc pocliblc for 
ihe inclcntor to supply dmwinr iind drt4p:iq al\)nqnit!~ the indent. The 
Secretary. Dcptt. of Defencc Production and Supplieq stated : 

''Firstly the indcntor i q  tlic :l\cr ;~l.;n. TI: is not in custody 
of the specification5 and documentation. One of the t h in9  in o u r  
whole system i q ,  \vl~cn tvc. :I .tow c!cw]opn~en: equipment 
manufactured indigenouslv, n whrjlc doc~mwitatinn is rcquircd 
to be given by the. wpplier in i'nc prescrihcd format in which 
specifications, dimension$. prov~.rtit.s arc' given. Before thiq 
documentation i q  nv~il;thlc that i~ not iwtcd to the wer .  Recaus~  
the user will not be ahlc to use or maintain it without these 
particulars. We supplv the dncttmcntntion n l o n ~  with a sparc 
which we develop indiecnou~ly ." 

2 WS,06/-2 



"He d o : ~  not [ell u\ an! of 111c\c ' I I ~ I I : ~ , .  He floats indents ~ i t h  tire 
rechnical C'ornni1t1c.c ;cud 1ho1 11 i b  for  he Technical Co~n-  
nlittw to find c u t  \ihetli:r ; t l r c d >  drawings and designs exist. 
u7ht.tl~cr ahead! i y c ~ i f i c . ~ ~ t ~ ~ u l ~  ~c nr ailable or hc Iiils to rccort 
1.1 re\erse cnpncer~np." 

1.25 Ackcd further about the pcrccntay of the cases where thc tinis 
taken fr?r placement of supply order euci.:dc',l 35 nrc.eks. the witnrsi 
stated r- 

"Wc carried out a \tudv of the ci14c.5 v.Iicrs the supply order., were 
placed during Octoher-Ik~.rnix.r- 1 982 and thew we found 
that in 86 cascs ordcrs ivcrr placed within 3 months. i c .  12  
w e b s ;  in 126 c;~sc\ ordcn wcvi p!:icsd hetween 3 to 6 months 
and in 41 1 caws order\ ac rc  idaccd between 6 to 17- months. 
In  1 4  1 caws i t  took I T I + ~ ~ C  th;lil i :! months. We have to look 
at i t  from a different pcr\ptctiv(.. The objection of thc audit 
that in 193 caws i t  took more than 35 weeks nlav not rc- 
prcsent a rcprcwntnti\,e i;~mpl: ( i t  tlis cfficiencv or rlw time 
reall!. taken. It showc that ther: ;II-: c a q i  where i t  take4 11ruch 
lecc anti thcrc arc c a m  v.licrc ! t  1 ,  A,:; more time." 

1 26. Tltc Conlmirtcc \rnntcd to L vo\r  :5 '1e11v.v the Dcpartnicnt h i d  
proper cla~~;fic:~tivn nr incir.n!c and alto diffcrcnt mcthctds for procc.s;inrr 
urgent and other indents The Dcnartn~crit of Defcncc Prodnctic~n nnd 
S~rpplicq ha$ qtated that .-- 

-'Nnrrnall\ indcnt, ::re cl;~iiified ; I \  il,t[;ne. priority and 0pration;tl  
Immrdiatc Thrqc indent s .!rc rjr (>.::i<cd bv the Technical ('om- 
mittre< o r  other pmcuremcnt ;recncic< on the basis of rhc prio- 
t l t v  indicated hv the indcr!or 

The Oper,i~icinal Imrnx!iatc indent\ arc taken rrp immediately for  
consitlcration and drawings and ?xxifications art abtained from 



the AHSP on priority and at tluics ekzn telcgrdphic tender en- 
@iry is issued. Thc firm+ art: gibcn \hurter timc (about 3 weeks) 
to quote as agaiii\t t l r :  ~lornlal 6 ~t'chlr. klfortb Arc made to 
place the supply orders In 2 3 month5 tline in such cases. Moni- 
toring of the progrcb, i \  also dotic nidlc frcyuc'~~tl\ ." 

1.97 Asked as to what cxtc11t lntct-n:~l re,iscui, \vcrr: 1zspcm5iblc. for 
delay of more than 6 month> in  proccs4ng rhc it~derlts, the .Department of 
Ikfence I'roducticlti and Sirj~p1ii.s have stated ils follows :-- 

* 
1 .2S 'I'he C o~lilnitter dc\ir.cJ 1 4 1  kno~r a. 1 0  lut s \  \LCI I I  H A S  fullou-ed 

t o  monitor progrcs\ of  dc~clopnlcnt .  lllc Dc.p,irtn~cnr of Ilefcnce Produc- 
tic111 and Suppliez stutcd ; t ,  follo\t\ :--- 

1.29 According to the Audit Palagraph, in the c,l,e ~ l f  3 Suy~ply Order5 
(total value : Rs. 8.97 c ro r~~k ,  pl;rccJ L I I N O  Jurlc. 1979. the ~upp1ir.r~ had 
failed to submit samples or ~ . o r n n i c ~ ~ i ~  ,~itlplic\ f o r  w c r  3 y e m .  The 
Committee desired to knon t h c  rt..i\t,rl5 L I I I ~ *  to ~ l l i i - h  \t~cli it sitirntio~~ 
arme in these 36 cases. The S C & C V L ~ I ~ I I \ .  l l ~ ~ t ~ t i n c ~ ~ r  (it' Dcf 'cm~ l'r,icl~~c- 
tion and Supplies stated rit~rin; I.\ id.wcc ; I \  f,)llo\r \ :- 



"Broadly after having placed the supply orders first he will sub- 
mit r: prototqpc nnd after i t  is approved. Then he will go in 
for Commercial production. T l~en  he submits the samples. 
Sometimes if there is a defcct in the prototype another yroto- 
typ:: will be submitted for approkal. Sometimes it is acceptcd 
and sometimes it is still defcctivc and again he will be asked 
to prepare a prototype and this process goes on and in this 
process the technical commitlee is in a position to analyse and 
find out whether therc is any basic defect in the design, is it 
due to raw material or  is it with the skills used, ctc." 

1.30 In a subsequent note furnichcd to the Committee, the Departmcnt 
of Defence Production and Supplies stated as follows :- 

''An anai}sis of these cases shou.\ tit;!: all the items were coiiipl~:\ 
i t m s  which were being cle\.elopcd for the ikst time by thc 
concerned suppliers. Against qcv!ic of them, sample:; \scrc 
received nithin three years. but tri;lls and approval liad taken 
time. Out of  tlicsr 36 orders. S orders have since kc11 cnn- 
cellcd being dc\.t.!opnlr.nral failures. All these casss wcre 
moni~ored includi~ig r w i w  nl~actings held a t  appropria~t. 
levels 

These are hard corz ittm, a i d  arc' I I U ~  rzpresentative of all t k  dc\c- 
loprnental urclcm dealt with hq the Department." 

1.31 Asked whether ihc Ikl~artmsnt  had got any concrete suggrstions 
for reducing the time taken for de~;clopn~cnt of samples, tho Secretary of 
thc Department staled : 

"Thzre arc certain thirigs. Firbil:, our planning has to be much 
in advance. i should projec~ my requirements well i n  timc. 
Secondl.:. if wmrhon, lie can rcduce the time for users' ins- 
pectionitest, this t inc H i l l  automatically get reduced. Some- 
times, \chat has to hr: trictl i r ~  October~November ha\ to he 
tricd in rhosc montlij, i t  cannot bc tried in May,Junc. One 
h s b  ro ; id i t  neccscaril!." 

1.32 A ~ k c d  ai to hoc. 11 applied to i ~ l i .  tibc witneb5 stated as follows :-- 
"But certain cquip~ncnt ~ i l l  bc conlmon, if it is not for main~cn- 

ance worh\hop ctc. If rhc cqulpment has to be uscd by the 
troooq. t r o o p  may have to be deployed in any part of ~ h c  
country." 

1.33 In reply to a queAon if the DGl could lay down certain condi- 
tions for achieving rrduction in tlnic, the Secretary Department of Defencc 
Production and Supplies sta::d : 

"But he is not the final authority. The user has to  give his 
acceptance " 



.4 ( i i )  Periodlc Re1 i e w ~  
1.34 The Committee dcsircd to k n o ~  M lietiler tile Department of 

Defttaw l'rc~duction a ~ l d  Supplies ~nade any puriodic reviews to streamline 
the purchase procedur: so that delays at all stages could be rcduced. The 
Secretary of the Department statcd : 

"I am told that no regular rcvicw a5 such ha> been carried out. 
hut in rcgard to various supply orders. the case i h  rcvie\sc.d 
with the suppliers concerned. I t  ix  a g o d  suggestion." 

1.35 Thc Cornmiltee de\tr:d lo Inow a5 to what s t e p  wcrc p r o p o d  
to bc taken to improve the working of thc DDS i n  regard to catting short 
delay, in placing order,, better coord~ndtion ulth otllcs procurernat  agcn- 
cie5 and be:tcr monitoring of supply orderi, to :t\clid delays in rkk pur- 
clm\e. ctc.  T l~ Depn1tm:nt of Dcfcnrc Product roil and Suppllej hale 
informcd 'i\ follov \ . 

( vii) Chiiirmcn 7 cchnical Cnlrlrnir l e i  , !I,]; r. b r m  :;:.en p w e r s  
for consideration of price incrcaw in scspcct of de\,elop. 
mental orders limited to 10 per cent of thc corltracted price 
under the following conditions : 



(i) Change in sptclfications, drawings etc. 
(ii) Statutory i w r c a m  aHecting the wsl of material inputs 

making the contractual prlce unworkable due to delays 
beyond thc control of the firm. 

(viii) In order to streamline the working of the Supply Division 
instructions have been issued on level jumping as under :- 

( a )  All post contract work, submission of files for meetings 
approval of minutes of meetings elc. will be dealt with 
as per char~nzl of subruission indicated below : 

Dy. Secretary JSCO 

A committct. ha,. l>ccn 5i.t up under thc Chairmanship of 
lega! Adviscr (Ddcncc Supplic\) t o  rcvicw the rulcs,proic- 
durc i n  regard to  risk purciia\c from tcchnicnl,adrnini~tr;l- 
tive pi 111 I iw ;ind \trci~~i~-linc: ~ h t '  proccdurc thcrcby . 

I ..?ti JF!n:i;lci.11 a5sia:ance I)! wa! o r  dc~~~iopnlenr  ad\ ;~ncc., tooling 
advancc~ and on account' pay!iicnls for purchvsc of rair matcrial is cxtcn- 
tlcd tu ~i~digt '!loi~s \uppliers firnh. According t o  the Audit Paragraph un- 
a d j u ~ c d  advances r~i>ort:d bq tlrr Intcrn:~l Audit Authorities were to tllc 
tune of R3. E.36 crore, in req)rcI ~ l f  07  upp ply orders as on 5th Octobcr 
Y I ( I - - R .  1 . 5  e r r :  4 >car\.--KY. 2.h3 crorcs: 3 years--- 
K L  0 . 5 2  crorcb: ? j~ars-Ks. 3.69 crorebj nuinly duc to failure of the 
firm1 to devclop the protulypc or io cornpicte supplies. According to Lh: 
DDS. the amount ou~jtanding :tgain\t 2S firm, as op 29th Scptcmber I983 
was Rb. 1.266 crorcs. 

1.37 Faced with hltxhack of large public money in the shape of advan- 
ces paid to the supplier\ remaining unrccovered, th:: DDS decided (De- 
cember 1982) not to pay any '011 account' payments o r  advances in future 
contracts to be concluded by thc Department save in exceptional c a m  
to be approved by the Raksha Mantri. 

1.38 The Committee desired t o  know thc procedure followed with re- 
gard to the p1;lcement of development orders. The Secretary, Department 
of Defence Production and Supplies stated during evidence as f ~ l l o w r  :-- 



"We have two or three options. 'I'hcre are. pros and con5 of each 
one of these options. 'She firat option is where you pcr in for 
~uanufacture for the first time. tlw dcvclopmental ordcr should 
be separated from the commercial order. The other option 
is that the two orden \hould be combined. Thc third one i \  
what we are doing at the rnomeni. I n  the first case what 
liappens is that whcn 1 as a p r t y  got ;I rlr~slopmental order, 
I have to invs t  a huge sum of money in  machinery and other 
things. Then after development i am not nss~~red undcr thc 
present mechanism that I will get thc order. So, kc is going 
lo  ask mc you give me all my cost then only I hill develop. 
Secondly. wppocing he iuccrcci. hc hecomcs a monopolist 
and niay quote an uiireolictic price. We ;Ire cxnmining thi, 
matter. T h x e  are var iou~ pros and con.;. I f  we try to go 
away from the existing ~roccdurc :! very considered deci~iclrl 
\vould he called for." 

1.39 Asked \i hethcr t his method nould rmt resu11 In non-de\ clopmew 
and non-delivery in many caw$. the witncs5 explained as follnnr< .- 

"I am :~frriid 1 would not he i n  ;I po4tion i o  a p e e  bc.c:~usc now 
if you have com\>incd thc develnpn~:.ntnl and c~n~mr rc in l  order 
the,n we are also keep tc> hcip him in wccessfully developing 
that item. Further the perwn having invekted tht. monry is 
31~0 eager and keen to rec thn! his efforts matcrialise. If hc 
1s only confined t o  de\f:lopment then he will say I am getting 
all the funds from the Government \\hat mntterr if fail. Yoii-. 
he does not become more expensive. I f  you are able to cvolve 
price variation clause which take care of the escalation from 
the stag-. of development to the steps of conlmercial produc- 
!ion. T rhink. i t  will be n ren~onahle wlution." 

1.40 Askcd about the pnctice k i n g  fnll(~.vec~ n t  p m w t  with regard 
to the grant of advances for tooling and development etc.. the Secretary. 
Department of Defence Production and Supplics 4tntcd during evidence n i  
follo\vc: - 

"tlntil December. 1987 we uwd to give advance for tooling and 
development. Later on i t  wa\ %topped VPW. ir can be ,Gvcn 
only with thc approval of the Ddericc Afinister in t\ccntiond 
circumstances. Since then it  had been ~anctioncd in 17- case<. 
Out of these twelve caws onlv ~ i \  purlkc availed of i t  and 
F ~ Y  did not avi~il of i t  

This advance is free of intert\t. Rut coverx! neainkt the hank 
gumantce-and  i t  cnablcd them not only availabilit) of capitnl 
funds hut also at a cheaper cost. Thi.; wa\ the manner in 
which the Government w;i\ <haring with the mnnufacttrr~r 
the cost of d c v ~ l o p m ~ n t .  The ot l~nr  i 4  when you scpnrntc the 
development ordcr. Suppcj\e wc find there are four partie, 
who arc capnhle of developing. 



,411 the' four will have to make investnlent. If the Ciovernme~~t 
assists one and not the  other three it will be chargxi far 
dircrilninations. Secondly. the national funds will be spent 
four :ines rather than one time." 

1 . 4 1  Tiis nitness further addcd :-- 
.' . . ...... Here i f  we are able to evolve rt n~eclianism by which w c  

arc assured of certain percentage of orders on him. then thc 
nrobleni 1s solved. Unfortunately, the prescnt mechan~sm 
doe3 not provide for that." 

1.42 The Commlttce abk-d ~f the prc\ent ..)stem \{as not perfect, hon 
could matters be improied so that the re\ult \+a\ more satkfactory. There 
unon.  thc Secretnry of DDS rcpljcd:- 

1.43 cbked ah :,> h o u  th: fund4 for grant of a d ~ n n c c  for development 
ale pro\ ided, ihe Secretary, Drpartnicnt of Dcfencc Production and Supplies 
9tdted aq follonz during eiidence . 

"Th- indenting authorit) prrv%Je~ ~l?eze f ~ n d c  from hi\ budget 
a;x3 ive canno! provide funds unleqs tlicrr is indent. \Ye are 
con~idering this option a lonpi th  thc other option\. 

1.44 Thc Committee abked as to ho\c much of tlic itmount of advance' 
on Accou 31 Pa\nlc.l~( & R \  1.56h crorcc ayain3t 38 firm$ a <  on 29-0-1983 
was not coicrcd h j  Banh Guarantee and h o ~  many cabeq ~n\olving re- 
covery of m e r  R \  5 laLli\ wcre outstnnd~ng a, on 31-5-1065 r h c  Deptt 
of Defcilcc Production and 'iuppllc\ \!ated. a5 follow< :- 

'.Out of tl,e Zd\awcs on 4ccnunt P,lqn~ent of Rs 1 . M 6  Lrores 
r~u!,tantling aplnst  28 tirtm a \  011 29 S-ptcmbcr. 1983, a total 
of Hr. 37 57 lahlls mere 1101 ciwt'rc'd b) Bank Gumantee<. Out 
of the amount. K4 35 77 IaLIl\ rcpresentcd sunic advanced to 
Puhlic Fcctnr I'tldrrtalrrip nnd only RI 1 79 lakhs rclated 
to a private firm Ihic amount hLi\ \ince becrl adjusted agalnht 
the firm'\ bills " 

Out c ~ f  the total outstanding amount of RI. 47.57 l a k h  as on 
31-5-85 arsinst thew 28 firms. in only one a s ?  I n  PSL'). ( h e  
amcmnt ot~tstandinp cscccds Rs. 5 lakh.,." 

1.45 i'lie Cnmmittse furtlicr cnquirod a\  to i n  hot+ nnny c a w ,  sccu- 
rit) deposi!, w:re ohtaincd from the firms a t d  adjwtcd :~gain\t out \ t :~nd 
ing adv:inccs In a note the Department of Defence Production and 
Fupplie\ \tated as foJlnw~.- 

"In rcccordrrncr wlth thc rxlcnt procc.durc, Secur~ly Dcpo\it\ had 
not k e n  obtained from e\t:lhlishcd firms, Public Sector I:lidcr- 
t a k i q ! ~  and firms rcgijtcrctl under NSIC. In olher cases, where 
the Security Deposit had been obtained thz amounts wcre 



:mall bcing calculated at tilt rate of 2-1 2 per cent of the value 
of the contract subject to a maximum of Rs. 75,000,-. More. 
over, the purpoc of obtaining Sccwity Deposit is not to cover 
the amount of advances (for which normally Bank Guarantea 
is obtainarl for equivalent amount) but to ensure performance 
of the contract by the supplier." 

I .46. I t  is secn from thc Audit para that a supply order for 20-ton low 
deck trailers at a cost of Rs. 1.27 crores (Iztcr reduced to Rs. 1.05 crores 
for lesser quantity) was placcd on firm 'A' in January 1975. The firm 
failed to submii the pilot sample within thc schcdulcd delivery date, i.e., 
31 May 1975 and was granted thrcc extensions upto 15 July 1977. The 
pilot samplc submitted on 13 July 1977 was found unacceptable. The 
modified pilot sample submitted in March 1978 was also found defective 
in the user's trials. 

1.47 The DD5 asked the firm in April, 1981 to refund Rs. 13.80 lakhc 
paid i n  June 1976 and February 1977 as advance (without any bank guar- 
antee) for purcl~ase of raw materials. The firm espre.ssed in November 
1982 its illahility to refund the advance o n  the ground that raw materials 
worth Rq. 19 !akh<,  had bcen pvurctra\cd hy i t  a l ld  unlc.,, t h o v  raw materials 
wcr.: disposcd of rcfuntl~ \ \a ,  not  p ~ s - ~ ; h l ~ : .  EtTorti made to utilisc 
thc raw niatcrinl\ elx\vIierc in a i ~ l a r  other contracts did not succeed. 
Till Septcmbcr. 1983 the xuppl~ order was not cancelled and the advance 
of Rs. 13.110 lnklis continued to remain u n ~ c u r c d  arid unrealised without 
any delivery stclrcs. 

1.48 'The Committee dc.sired to knob n i  to \ ~ l i y  the >upply order for 
low deck trailer\ placcd on firm '.A' in Jarn~ar!.. 1975 was no; cancelled 
when wen 111:. nli3tlificti pilot .;;~rnplc whniittctl i!i !ifarch. 1973 \vai found 
dcfectivc i n  L I ~ C I . ' ,  t r i ;~ ls .  I'he Dcpartnicnt of Dcfcncc Production and 
Supplies Iiavc cxplaind the po\ition a \  fol!ou.i :-- 

"After thc nlodificd pilot sample wa.; found defective in the user 
trial.; a meetins WI? ( i > n \ , c ~ i ~ J  i r ~  t ! ~ i .  Departrncnt on 30-3-74 
n ~ i d  the dcfrcts which were of :j wriou\ nature were pclinted 
o11t to the firm. Thc firni'h rc.;~rescnta~i\~c expreswd kecnnesc 
to procccti with the r i i :~nufx tu~c  pro\.ided no de,tailcd dcsirri 
cii;lngt, were involved. Thereafter the firm 'A '  held technical 
dihcuwionl; with the \'chicle Kuscsrch Dwclopment Emblish- 
nienr on 9-4-79 and 8-8-79. During discu\sions, firnm 'A' indi- 
cnlcd th:lt they wotikl rcctif'y the tfcf~cti ; ~ r i c l   upp ply the fu!l 
quantity on o r J u .  

A lcttcr was vent from !hc Derxirtme~it to the firm i n  Octoher. 
1919 al;king thcni to indicate a definite tinic f r a ~ i ~ e  for corn- 
plclion of thr order. The firm informed in No\,eniber. 1979 
that the modific:~tinns required were of n major nature re- 
quiring comple!~ re-dcqigninc of the trnilcr. 

? 1,SS'Bh --4 



Fimi 'A' also indicated that they could go ahead with the manu- 
facture of the trailers only if they wcre compcnsatcd for the 
additional investment on new design, jigs and fixtures, increa- 
sed cost of manufacture and the infnrctuou:; cspenditure in- 
curred by them on materials and components. '['he prc~posnl 
a a d c  by the firm was not considered acceptable and they wcre 
asked in January, 1980 to complete the ordcr as pcr tcrms 
and conditions of the order. This was not accepted by thc 
firm and they reiterated in April 1980 thcir carlier stand. Thc 
matter was cxamincd in consultation with the Legal Advisor 
(Defcncc) in regard to the cancellalion of thc oidcr. He opi- 
ned that since thc: contract has hecn kept alive and vnriou.; 
dlwussions had been held with thc firm after thc expiry of 
thc delivery pcriod, it would not bc possible to cancel thc, con- 
tract at this stage without @ing further noticc-cum-extensio~i 
fur subnlission of pilot sample. Accorclingly, thc final extemion 
fol. supplying an acceptable pilot trailc'r upto hlarch. 1981 
was given to the firm. The firm again reiterated their enrlicr 
stand. I t  niay be seen from above that the order wa> not 
cancelled imrnediatcly aftcr thc unsuccessful user trials bc- 
causc ($ thc subsequent intcrest shown hy the firm to c s ~ ~ c u t e  
the c:rder. Tile dcvclopmcnt of thcsc trailers invohw a long 
pestation pcriod and rcpcated uscr trial4 rcctific:ition\'modifica- 
tions etc. until thc prototype ic; finally approved. Normally 
in such cases when the supplier shows interest i n  carryin:! on 
with thc devdopment. eutcnsions of timc i <  granted." 

1.49 In reply to a question. the Ministry of Defence have informcd 
that the last ,nstalment of ?;ivancc, of Rs. 3.33.684 way paid t o  firm 'A' in 
February. 1977. 

I .50 The Committee di:sired to know the. latest po\ition regarding 
recovery of advancc of P.s. 13.80 Inkhs from firm 'A'. In a nore thc 
Department of Defenc2 Production and Supplics stated as   follow^ :--- 

"DGS&D had intiniated in August, 1983, that thcy were not having 
any bill of firm 'A '  pmding with them. Stcph wcri tllcrchfter 
initiated to recover the amount through thc Ministry of 
Railwa),. Matter was also taken up- with the ;Clini\ti.!. of 
lndustriec to impress upon the firm for return of ad~raltcc paid 
to them. T h o  firm 'A' is not agreeable to refund the advnncc 
paid. 

T h e  matter m s  hecn examined in con\ultatiotl \ \ i t 1 1  1 e p l  
Ad! her (Defeacc) and the followinp furlher step\ hiivc hccn 
taken to rcccrv:r the amount :- 

( i )  The matter for recovery of advancc of R$.  13 80 lakhs l id \  
bcen referred to Hureau of P~tblic Entcrpri\e$ on 29-6-83. 

(ii) Thc disputes raised t)y the firm. reparding contract \yecitica. 
tion have been repudiated. 



(iii) The supply order has been cancded  at the risk and cost 
of the firm. 

hlbistry of Railways have withheld an amount of Rs. 13.80 lakhs, 
which will be released only after the advance payment received by firm 'A7 
is refunded to Ministry of Defence." 

(C) Risk and Cost Purchuse 
1.51 The General conditions of the supply orders provide that in event 

of the contractor defaulting, the balance quantity against the incomplete 
contract may be obtained from other sources within 6 months o f  the date 
of such failure and thc resulting loss may be recovered from the defaulting 
contractor. 

I'ro~~urrttiriir (1: u~tli~licitition buxe.s 
1.52 According to the Audit Para, thl: DDS placcd, in April 1978, 

6 supply orders un 6 different firms for an equal quantity of 6572 numbers 
of anirlnunition boxes a! the ratzoof' Rs. 11 3 each (firm 'C". 'D' acd 'E') and 
Us. 1 3  5 each (lirm 'F', 'G' and 'GG') . T w o  more orders for 6572 numbers 
:ach at thc riite of Ks. I13 were placed in JanuaryFcbruary I979 on f i rm5 
'F' a n j  'G ' .  [-our firm ('C', 'D', 'E' and 'F') made part sup2lies while 
firm ' ( J '  d d  n o t  mahe any supplies. All these firms reprcxntcd i r  4prilJunc 
1979 lor incrcasc in price ranging from Rs. 13.33 to R\ .  29.W per box on 
the g ~ a u n d  that the price of raw material had increased by :hen. This 
wa, n l: a y w d  to by the DDS and supply order\ for the balanre quantity 
of 30.93' Iwxt's were short-closed cancelled in Decen~hcr 1979 at the 
risk avtl co\t of the defaulting firms. 

1.53 Ji,;ci\\\ hilt. the Technical Conmittel: ( a\rmi:meni Storcs) tloatcd 
on 20 Nr~v~rnbcr. 1979, tender enquiry for the procurement of halancc 
quant~t!. ' I  llc DDS placed in Junc 19SO. hupjll) crrdc*r-\ on 3 rl-iaultirlg 
firms c:'C". 'I:' and 'G') and a new firm ('H') at the rate of Rs 131  cach. 
By t h i \  ri,.-c the pcriod of 6 months reckoned Ernrn thc date of brcach 
I!:r rcpwcha.:: :it thc cost of the &faulting firmi 113d alrcady expired. 
I<c io \cr )  of Rs. 3.08 lakh\ on account of risk p l ~ r h h ~  of c x t ~  cost could 
not hc clicctcd from the dcfaulti rg firms ( 'C ' .  'F' and Ti') The DDS 
stated i n  September 1983 that even though no talid risk purchahs could 
hc niatlC, the rlep;irtmcnt was within its right to c!;lin? general damages 
f ' ru~n tnc dcf;iulting firms hut i n  v~cw of thl- Icgal advicc no further netion 
for determining or  claiming gcncr:ll damage5 could he pursuc~l. 

1 .54 l l ~ c  C'ornnlittcc desired t o  know 

( t i )  Wa.s i t  not against thc U S L I ~ I I  practicch of rcwl.li~~): tv ri.sC 
purchasc ? What wcrc the date5 of breach of  contrur in  r-spcrt 
of firms 'C', 'F' and 'C' ? 



1.55 In  a note, the Dspartment of Defence Production and Supplies 
stated as fcllows :- 

"All the contracts were on firm and fixed price basis only. The 
firms demanded increase in price on account of 15 per cent 
hike in Steel prices as announced in Parliament by the Hon'ble 
Minister of Steel in April 1979. The department did not 
considzr it proper to allow price increase since these were 
firm and fixed price contracts. All the same, an exploratory 
tender enquiry was issued on 20-1 1-79 for the defaulted quantity 
of 28925 nos. to ascertain the market trend. There was no 
lpccific mention i n  the tendcr enquiry that i t  was floated against 
risk purchase." 

1.56 As regards the dates of brcach o f  contract and expiry of 6 months 
period, the position has b x n  stated as under :- 
- - - - - - - - 
Nant: of firm  it G f h  e -c l~  E\PI I \  p:rlod of \IX I N t ,  of c 1ncel1.1- 

month\ ( I  )n of c,rJc.rs - - -  

'C . 31-10-'9 19- 1 . ~ 0  1'-12-79 
'F' '2-8-79 .'I -2-80 12-I?-79 
'G' 3 1-S-'0 29-2-80 1'-12-79 

-. - 

1.55 i\ccor&ng to DDS. thcrc wa\ no dclay in cancellation of thc 
supply orders. 

1.58 In reply to 3 questmn, the Deparin~ent of Dcfcr~cc Product~orl 
and Supplies huie \tared that thc defaulting firm3 wcre cnntemporaneousl~ 
kept apprised about the afore\aid tendcr enquirj through i\\ut. of ;i copy 
of the tender enquiry. 

1.59 The C'omrnitrcc dcsired to k n o w  ah to w h y  valid risk purchasc 
could n x  be made i n  the caw of' defaultilig firms 'C". 'F' and 'G' and 
whether rcspolisihilitg had been tised in t h i h  regard. 'l lie Deyrtrnlnt  of 
Defence Production and Supplies stated :- ' 

' 'A\  a Iwj of 15 per cent surcharge on 311 btccl i[ctns. as annouilc-d 
by Hon'blc Steel Minihter in the Parliament on 6-4-79, all the 
firms holding contracts rcquehtcd for price increase ranging 
from Rs. 14.35 to K.;. 29 per Box -4- 30A. As per legal 
advice the increas: i n  the price of stcel resulted in the impossi- 
bility o f  performing the contracts and hence tire sm1c had pot 
frustrated. A3 such, thc qucstion of making any valid risk 
purchase did not arise." 

(D) Procrrrct~~cn! of trailers f i re fi~hritrj: large 1 800 I P M  
1.60. Supply orders for 122 numbcrs tr:~iler fire fighting l a ~ y  

1800 LPM wcre placed in Junc'Septembs. 1976 011 two firms ( 1  3 2  trailers 
on firm 'J'  and 10 1:s;l i .r~ on firm 'K ')  M%ilc firm 'I<' completecl supply 
of 10 trailers within t11e cxfendcd delivery p-rintl up10 13 May  1977. firm 'I' 
could supply ody 1 1 t~.ailer; by May 197%. I!: I ic:v of iho  u rgcxv  and 
critical nature of ktores. the DDS had mcanwhilc floated in ,April, 1978 ii 



stand-by tender for thc procurement of 102 trailers. On 23 September 1978, 
the DDS referred the short-closure of the order at risk and coat oi the 
defaulting firm tc the Legal Adviser (Defence) who observed in October, 
1978 that it would not be possible to enforce the claim for risk purchase 
since the prescribed procedure was not followed for calling ~tand-by tender. 
The contract with firm 'J' was cancelled in February 1979 at it, risk and 
cost. In  April, 1979 supply orders for the ixtlancc: 102 trailers were placed 
on firm 'J '  (22 numtxrs) and four other firm, (80 number). 

1.61 Firm 'J'  whose contract was cancelled ~n February 1973 at 
its r i ~ k  and cost did not accept the cancellation and pointed out tha t  in view 
of non-availability of englncs from the manufncturer5 in time, the rtdsons 
for non-supply of tllc trailers were beyond i t \  control and i t  wa5 not i~i,>otl- 
4ible for dclcly in skpply. The DDS stated 1 : )  S~p:crqb;r 1983 that  i l  might 
not be legally poiiihlc to hold the firm re\ponsrble for that. 

1.62 The C'omn~itlcc desired to kno:v ;is to \ ~ h y  ihc o d e r  lui  2 1  
trailers was placrd on the  defaulting firm 'J'. I n  ,i not(*, thc Lkparinic.~:: oi' 
Defence Production i~ild Supplies 3tate.d a h  follows : 

" ( a )  T h e  defaulting firm 'J'  was al ready having 22 nos. p r e n ~ i e r  tury 
cngines dclivcrcd by M .;. P. ' , '  . 131~n~l:;iy for the fabricaticn bf 
trailer firc fighting. 

1.63 A? regards the prvcedurc. follo\wd for <.i<in,l--b\. tcncli.r, f o r  ri\k 
purcl~nse and thC Icp:11 ndvicc g i \ w  i n  t h i \  L:!\L.. thc Dcparinicnt of Dcfwcc 
Pr,>duction Supplies have stated as under : 



L>ispu>ai procedures for  stand by lenders, the Legal Advlaer 
atated that as per Directorate General Supplies & Disposal 
Ofice Order, the following arc the crtcria for stand-by tender 
for risk purchase : 

(1)  (i)  Stand-by t c n d m  have to be invited prior to the datc uf bregch 
an:! that too in exceptional circamstances. 

r~ i )  Stand-by tenders which are 01>~.1lcti not later than a n i o ~ ~ t h  
before the date of breach can be accepted. 

(~ii , l  I n  any case, t l ~e  cancellation of th: corl!ract on thc dcfaultli~g 
bupplier bhould prcccde the accq~tuncc ut thc stand-b\ 
tender. 

( 2 )  ( i )  In c,ix s tand-b~ tenders art. ojxncd or rclatc lo a datc- 
prior lo thc date of breach. i t  wor.id not be possibic to cn- 
force claim for risk purchase i n  t i 1  . price quoted in the ri:A 
purchase tenders. 

( i i )  Only thohe tcndcrh wIiicIi bear the datc aftl'r the Jatc of 
breacil should be consitlcrccl i'or making ;In cffcctivc ri\k 
purchase. 

2. L.cgal .4dvi\cr (Defence) furthcr l\bac<\cd tliat i t i i  tilcbc coniii- 
tion> of ( I ) atrrwc ;ire not satisfied i : this m e .  Ho\vc\ cr, thc 
fzclual pohition of the ca>e was ; I \  i n d  c a t d  belo\\ : 

4. A 12gard cond~tion lncntioncd I t i i )  ;tbrw;. I'il1.1 hcr condi- 
tion 2(ii) stales that onl! tho,,: t t ndcc  uhich hcar th.: date 
afror th: datc of hrcach hould  be c~midcred  for 111;tking ,111 
eHeeive ri\k purchu\c. . . . .  Legal .Acl~~I~t:r .  obstrvcd o n  3-10-58 
the datc o f  breach \tiould be conridcrj A for niahing ,111 c~!ccti\c 
risk purchase. L q a l  Adviser oh,:~.\ctl on 4-I(,-7X that thc con- 
di~ior, mentfoned at l ( i i )  and :!t _ ' (  I ; ,  a tw\ re  b ~ a r  .\ome i n -  



c,t urgent and tsscntial store, s t a d - b y  tenders could be invited 
wthich by t l ~ e  w r y  definition w o ~ ~ l d  be hcforc thc d a k  of breach. - 

8 The firm did no9 accept the cancellation a t  their risk and cost and 
mentioned that non supply of the trailers was beyond their 
control and t tcy  were not responsible. So the matter wa$ agai11 
rcferrcd to L e ~ n l  Adviser (Defcnc:.) and he advised as below: 

"Deliverv was linked with 'iupply of c~lgine by M's.  PAL. 
Norn1:llly. r rch  contracts were entered into by them when 
they have thcsc in stocks. However. if  other manufacturers 
of eriyincs stop p rod~~c t ion  after entering into thii  contract, 
hc call clai.nl inipo\iihility of pcrformancc". A i  per legal 
p~\ i t io l i  .;rated above. i t  may  not hc possible to hold 1he firm 
respon~ihle for the breach o f  the contract and claim any 
damages from the firm 'J' us the Indian Contract Law admit< 
inipo~:sibility of performance". 

9. In view of the  advice given above. the case for ri<k purchacz 
and general damage.; was not p u r w x l  at that ctage. 

10. A qccond legal opinion o n  23-7-84, however, was obtained 
;I.; to whcthcr general daniagrr-c can he  claimed as the firmc 
on wlionl order, were placed after cancellation of order on 
firm ' .I '  had complctcd the supplic.; with 1?1 k .  Premier Auto- 
i i i~~l) i le \  en pine. I . c p l  Atlvi,cr (Defence) adviied on 7-8-84 
ns under : 

'"k \hart point for con\iclc.ration at thi4 st ;~gc i 4  whether it is 
ol~cti  to the Go\,crnnicnt to  claini general darhncsi from 
thc defaultc-r firm M's. FTintlu.;tan General Tndustries. The  
answer to thi; c~ucs.;tion is i n  the af i rn ia t iw.  T h e  ceneral 
tlnrnaces \hould he c1ainlc.d immcsdiately from the firm on 
the h i \  of the market rat;. on o r  ;~hou t  th: date of breach. 
I t  i~ ~ ~ n d e r ~ t ~ o d  d ~ r i n c  di-cu.;iion that the last agreed date 
of dcliverv wai  31-5-1978 after uhicli the contract i.; stated 
to hc not kept a l iw  

I t  lhcw circuni~t:tnr:x the. market ratc nc reflected from the 
qr~oLationc zuhmittcd by i,aiicru\ firm\ on or  about 12-6-1978 
can hc t;iken 3.; thc h ~ \ i ,  for ivorliine o ~ ~ t  the stkid 
claim. The  1oui.it ilu~)tation for the de fau l~cd  quantity would 
hc. !he h:~ci\ for thr  cli~ini for ptncrnl d;lmnycs. 

11 further ~rnd:rctood d u r i ~ i c  tIi~cu\\iori that w e n  the d c f r ~ u l t e ~  
firin cluotrd n Iii~h':r r:+tc 'nitialli. at tlic time of its own 
f > r c ' ; ~ ~ h  T ~ L .  ~~~~~~~~~~~r firw 1io~cic . r .  rcdurc.d [heir quoted 
r:11: durinr nceoti;,ticltii. In ~.cinccf of ' 2  nlrnlherq. the 
ili.fnulfcr fir111 h ~ w c v c r .  ;Innear\ to ti;~v: arrec,d at the original 
t ' : + f t x  nf RI; 35.000 nt,r itcm. 'flit :-c.~lc.r:\l d:lni:lcc.; would, 
ttl~K'fOri%. b~ d:tirii?b\,~ fol. the* f i c f : ~ t ~ l t ~ y l  c ~ t l : ~ q [ i ( ~  minus 
? ?  ri~lnihcr\. T \ -CI I  fol .  t l l r .  wit !  h:11:11lcc- clc,f:l~~Jtecl ,l!lnntitv. 
it i,. i~ri(lc~rs~n:vl clttrinc di\ctt\ii~,n tll.lt the other f irms a]sc) 
nereed to rcdw.1. !heir ( I I I I V ~ ~  r:ltcc .l'bc "~ :+~kc t  rate mav, 
tht.rc.fore. he taken nc tlir lowest rntc :lrrived after  n ~ p -  



tiatlons, for thc balance dcfaultcd quantity. Care could, how- 
cwr ,  have to be takcll to cxplain the proccss of arriving a t  
thc ~narke t  ratc on tlic basis o f  quotations and the reductions 
arriccd a t  during negotiation\ suitably bcforc the arbitrator 
when the claim is submitted for arbitration. 

Another method of establishing thz n q k e t  rate would be by 
placing reliance on the rates published in the'standard trade 
journals and other \tandard price li4ts adverti\cd by standard 
kupplicr\ of similar items." 

I I .  In \irw of thc advice given ahovc, a claim of Ks. 4.57.329.60 
been raiscd againht firm ' J ' .  

1 f.5 Asked about thc dit1icultic.s being f a c d  by lhc  DDS in enforcing 
the  ksk l w ~ h a s c  provisionl;. the Department h a w  stated i n  a note as 
under : 

"Thc Ucpartment i \  mainly concerned with development of items 
i n  t!ic civil trade. In making valid r i ~ k  purchase, Department 
i\ facing the following diflicultie\ : 

( a )  Tlie risk purchasc ordcr can he placed only after cant-llation 
of the dcfaultcd ordcr. 

( b )  During the devzlopmcnt many moditication~ on  specification\ 
drawings arc made after various trials. For making a valid 
rigk purchase the terms and conditions including specifica- 
tion'drawings of the defaulted order and the Risk Purchase 
order ar? 10 bc. idcntic;tl. Hencc anv product improvcmcnt.; 
rcquircd cannot Fc incorporated in Rikk Purchaw Order. 

( c )  Against Ri\k Purcliaw Tcndcr L n q ~ ~ i r l  the dcfaultcr I T  1, )  
he gi\cri a chance to c;uote and i f  hi\ olTer i <  the lowest i t  
cannot hc igriorcd and again ordcr i\ to he ;)laced on tli: 
defaulter. I f  the dcfar~ltcr'\ offer is ~gnored the c..utr:c cx- 
penditurc incurred i n  R P cannot h: recovered 

Id) Being dcvelopmcntal in natyrc in many inst:~ncc\. thcrc may 
not he  other devclopcd sourcer for making :I R P. Thi5 will 
a_ga!n result in placement of devclopnwml or&rs on nc\\ 
firmc and earlicr devclopmental effort+ would go u.a\tc uh i th  
wol~ld h e  time conwminp. 

In 1i:u of the  reasons stated ahovc. Dcpartmcnt have to taAc '1 
clecision making RIP nftrr considering \ ; ~ r i o u \  :~\pectc, of 
incii\ idrial c: lm a< \tnted above 

In thc caqec cited in the audit para r e c a r d ~ ~ ~ g  purchaw of ammuni- 
lion boxes. the leml advice \:.as t ha t  bcc~u4c  cf thc al \~~ofni: i l  
increace in the c04t of RIM by Government action. impo\\ihiIity 
of performing the contract had occurrcd under the Contract 
Act no valid R P could he niadc I n  the other case of Trailer 
Fire Fiphting. non-availabili!y of cngin:. from the ~ ing le  
aaproved source, due  to lock out in their premise$, was accep- 



ted as a case d, 'impossibility of performance' b! our Legal 
Adviser". 

1.66 On an enquiry about the implementation of the risk purchase 
clause contained in the contracts, the Secretary, Department of Defence 
Production and Supplies informed the Committee during evidence as  
follows : 

" . . . . .We have appointed an internal Committee to cxamine thc 
issue legally and financially because there is a legal inconsihtmcy 
also in the conditions apart from the financial aspects". 

1.67 The Department of Defence Production and Supplies informed in 
a subsequent note that "A Committee has been set up under the Chair- 
manship of Legal Adviser (Defence) to review the procedure in regard to 
risk purchase. The report of the Committee is expected by the end of 
December 1985". 

.4. Indigenous net d o  pmenr of lugher pressure rrir compressor 7 

1.68 Audit Paragraph points out that against the Vavy's requirements 
for indigenous development of high pressure air compressors a suppl) 
order for development and manufacture 0?25 numbers of portable air 
compressors at a total cost of Rs. 36.25 lakh5 ( 31  thc rate af Rs. 1.05 lukh\ 
each) was placed by thc DDS on firm 'R' in September 1977 The firm 
was required in the first instance, to manufacture 2 prototypes (complete 
with indigenous components and materials) for test and trials; the remailling 
23 numbers were to be supplied after issue of bujk production clearance 
based on satidactory performance of the prototype. 

1.69-1.70 According to the I&partmcnt of Dcfence Pruduction and 
Supplies, requirements for high pressure air compressors were a s s e s d  by 
lhe Navy in October, 1976 and indcnt therefor was also plac~d simultan- 
eously in the Fame month. 

0 1 1  25th hkrch,  1979, firm 'H' on whom s u p p l ~  order was placed in 
Septendxr, 1977, submitted the prototypes which. on inspection, \yere 
found to be defective. The defects were rectified and the prototypes re- 
submitted by thz firm in October. 1979; bulk production clearance w a <  
given in November 1979 without the prototypes being put to trial. 

1.71 The Conlmittee desired to know as to whj bulk productinii 
clearance was eiven in November. 1979 without the prototype5 being put 
to trials. The Department of Defence Production and Supplies stated '1% 
follows : 

"The prototype was offtred in Mag 1979 and after inspection In 
the firm's premises. the prototype was cleared for user trials 
to be camed out in October. 1979. h l k  Production Clearance 
(BPC) was granted in November, 1979 with the condition that 
bulk supplies shall meet the specific standard stipulated nnd 
if modifications were necessary as a result of users trials. these . 
would he catrid mn on thc prntcrtypr aq well m the halance 
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quantities under manufacture. Issue of BfC even before carry- 
ing out the user trials and ensuring the reliability of the 
equipment was not prudent on the part of the concerned officers 
of the Department of Production and Inspection (Navy)". 

1.72 When enquired about the existing orders on the subject, at that 
time the Department of Defence Production and Supplies stated : 

"There were no specific orders on the subject at  that time. In 
accordance with the contract, in the first instance, the firm 
was required to submit 2 nos. of prototypes and the remaining 
23 nos. to be supplied after grant of Bulk Production Clearance 
based on satisfactory performance of the prototypes. The con- 
tract also did not specifically stipulate the rquirements of 
'user trials'. This being a critical item required for diving 
operation, BPC shoud have been given only after satisfactory 
user trials and approval of the manufacturing drawings". 

1.'/3 The Committee further enquired wheth-r any responsibility had 
been fixed for this lapse. The Department of Defence Production and 
Suonlies have informed as under : 

"On the basis of the findings of the Board of Investigation, the 
Department came to the conclusion that it was only a case 
of procedural and conceptual technical lapses on the part of 
the inspecting officers. The three concerned officers were given 
written warnings and transferred. The firm was held responsible 
for concealing the use of imported components. The condi- 
tional RPC issued to them was withdrawn. On Account Payment 
drawn by the firm against this supply Order was also with- 
drawn". 

1.74 Asked as to what further corrective. actions were taken in the 
matter, the Secretary, Department of Defence Production and Supplies stated 
during evidence as follows : 

"One was preventive action, that is, guidelines have been issued 
for the staff as to what to do and at what stage. So, there is 
no scope for amb;guitv. Secondly, he concerned staff was trans- 
fcrrvd from those pbsitions. As regard< the firm. the'hank 
nuarantee has been encashed against the ad.vances made to the 
firm". 

1.75 Tt ir further seen from the Audit Para that later when these 
prototypes were put to trials. the Directorate of Production and Inspection 
(Naval) pointed out in Anril 1980 that the firm had used imnorted com- 
ponents (retrieved out of the old imported compressors lying with i!) 
instead of indigenous ones and had thereby "cheated the Government". As 
a result, bulk vrduction clearance accordd in November 1979 without 
p r o p  verificatinn about the use of indipenous components in conwnance 
with the terms of the contract was withdrawn and the firfn was asked to 
orepare a detailed wt of revised manufacturing desipnldrawinps for approval 
by the inqxction authorities and t o  produce two fresh prototypes uqing 



' indigenpus materialslcomponents. The firm submitted two revised prototypes 
in March 1982- but the same were not put to users' trials and bulk pro- 
duction clearance was, therefore, not given (December 1982) for the 
remaining 23 numbers. 

1.76 The Committee desired to know as to why no inspection was 
carried out during the intermediate stage of manufacture of the prototype 
of air compressor. The Dcpartrnent of Defence Production and Supplies 
stated as follows : 

"In a development-cum-bulk production order particularly specialis- 
ed equipmmt like this, it was expected of the inspection staff 
to coordinate effectively with the manufacturers at every stage 
of manuaftcure. On the basis of the report of the Fact Finding 
Board- of Investigation, it was concluded that the concerned 
Inspector did not comply with the norms of normal inspection 
and accepted the equipment only by visual inspection which did 
not detect the use of imported components in its manufactur:. 
The officer was served with a written warning to be careful in 
future. Ciuidelincs were also isused for the proczdure to be 
followed in respect of Air Compressor prescribing inter alia 
stage inspection of basic components to  be carried out by the 
Inspector in accordance with the provisionally approved 
drawings". 

1.77 Asked about the latest po~ition in the matter, the representative 
of the Navy stated : 

"That order is still pending. But subsequently he has been able to 
produce two samples and those samples have succeeded. MIS. 
Khosla was not able to do it  but that firm succeeded in sup- 
plying at least lhe prototype. They have already supplied two". 

1.78 Elaborating further, the Secretary, Department of Defence 
Production and Supplies stated as follows: 

"The supply order was placed in September 1977. Prototypes were 
offered for inspection in May 1979. In October, 1979 the 
prototype was cleared for uscr's trial. In November 1979 BPC 
was accorded to the firm. In April 1980, the BPC was with- 
d r a w ~ ~  as it was reported that th: firm had used imported parts. 
It was asked to re-submit fresh prototype. In July 1980 the 
Coi qmny was asked to submit fresh prototype supplied manu- 
facturing drawings for approval. In October 1980 it was accor- 
ded approval in consultation with the Headquarters. In March 
1982 fresh prototypes were offered by the firm. In July 1983 
prototypes were cleared for user's trial for 400 hours. In 
September 1984 the usser reported satisfactory performance 
and slso suggested some improvements and modifications. In 
December 1984 BPC was accorded to the firm subject to in- 

' corporation of some modifications. In May 1985 modification 
was completed on one unit. The trial report is under scrutiny. 



'[he acond prototype is b t d l  with Navy .under us. Moditicotion 
wiil be done when it is spared by the Navy." 

1.79 The representative of the Navy further added : 
"After this the completed prototypes have been deared and the 

firm has been given bulk clearance." 

1.80 The Comm;ll.ee pointed out that the firm was found to be a 
cheat in April, 1982. The Committee therefore desimd t,o know the 
efforts made after that to find out new manufacturers. The Secretary, 
Deptt. of Defence P;c.dnction and Supplus ststed ap follows : 

"The buili production clearance was withdrawn ,in April, 1982 
and another order with a uew firm was placcd. ....... in the 
year i9F.5. They have also given a sample which 1s being 
evaluated." 

1.81 The Commitke desired to know the latest position with regard 
lo ihe recovery of balance on account Payment of Rs. 1 .O1 lakhs which 
was nst cc:vered by the bank guarantee. 'The Department of Defence 
Production and Supplies stated as follows : 

"I1 :nay also be chrified that against S . 0  No. 1037 dated 12th 
Septcmbcr 1977 on firm 'R' for 25  nos. of the portable high 
air compressors each at a cost of Rs. 1.05 lakhs, an advance 
of Rs. 2,16,473 was made to the firm. The BPC to the firm 
IS held up 101 certain minor moil\fiatiou: aftcr completion o! 
 he user's ~rlals in March 1984. Still, the OAP has been 
recovered bv encashmeat of the Bank Guarantees valued 
at Rs. 4'.!9,273'- in June 1981. Thw. in this pclrticulnr 
contract. no 'OAF remain unadjusted". 

R. Proc~cretwnr of Cwterarbtg Sets of 2 K V S  capacity 
1.82 Accordmg to Au&t paragraph, a suppiy ordcr for the ptnc~hc- 

mcnt of 230 generating sets of 2 KVA capacity at the rate of Rs. 11,850 
each (total cost : Rs 27.25 lakhs) was placed bv DDS o n  firnm 'S' in 
AIIFUS~ 1975. The firm was to submit the protolypc by 15th September. 
1975 and bulk supolv whc. to commence thereafter at the rate of 30 sets 
per month. The firm however. supplied only 192 sets during June 1978- 
September 1980 and  M e d  to make furt5cr supplie: thereafter. In 
December. 1981 the DDS short-closed the ordcr after receipt of 192 
\ets at the risk and cw t  of the defaulting firw. 

1.83 The COD 'XY' reported in May 1982 thtll out of the 192 
Generating sets ~ q p l t e d  ty firm 'S' during J u ~ e  1978-!kptember 1980 
25 sets were lyine in repairable conditions since June 1980 and that 
the puarantee pcrcoc' ~f 15 months had mpircd. 

1.84 The Con~mittce desired to know at what stwe the 25 aeneratinz 
gtc wrrz found to  be repairaMe and what wcrc the dates nf rrceint 
and in~pectbn.  The kpnrtment of Defence Pwduction and Suppliec 



have inform& that rho item was repairabk in receipt)inspection 
stage. Dates of receipt and inspection are as follows : 

1.85 The Department of Defencg Production and Supplies intimated 
that lirm 'S' was askcd to repair the 25 sets lying in repairable condi- 
tion ur February i 9h I .  According to th: Dzpuitmcnt ell thcse sets 
were repaired in Scpicnikr, 1983 and have b p n  issued to thc units. 

1.86 Enquired whcther the cost of repairirrj: 25 Generating sets was 
realised from the Suppliers. In a note the Department oi Defence 
Production and Supplies intimatcd as follows : 

"The question pertains to Generating Set 2 KVA procured from 
fir111 'S'. The firm themselves repaired the Gen, sets situated 
at COD Agra free of cost. The question of realisjng the 
cost of repairs therefore, does not arise.' 

A voirluble enper~di ( i re  duc to acceptance of of jm bu!ond \a i idir~ yeri0.i 

1.87 According to the Audit paragraph, aciqtance ?f ofiers beyond 
the vdlidity period rr'sulted in extra expe,idi:ur: of Rs. 1.02 crorss in 
tthe fotiowing cases : 

St~elis or Amnlrfnifion 'ZA' 
1.88 It i s  :cc.c~i froa thc Audit paragraph du! the Ordnance Fnctorv 

Hoard requcstcd rhc llDS on 19 June. 1979 to :irran_ee prbcurement of 
1 lakh shells from firm 'T'. The DDS issued on 29 June, 1979 a single 
tender enquiry to firin 'T' for supply of 1 lalin shells. 

1-89 The Curnt.ril~ce enquired whether thcse shclls were an establ~ched 
ircm af proditctiin In the Ord~imce Facto:ic; and if so. what were the 
bottknecks in its p d u c t i o n  and what wr , -  rtlc quantities d shells 
produced in the Ordniwc Factories durinc 1977-78 nnd 1978-79? The 
Department of Defence Production and Supplics stated i n  a n m  as 
fo!lows . 

"These shells wereare an established item of prcduction at 
Ordnance Factory. Kmpw. Tk main bo~tleneck in tb:! 
proddction w a s  unsatisfncton. performnnct of the John\how 



Press. The quantity of shells produced during 1977-78 and 
1978-79 in the Ordnance Factories is nil." 

1,90 Asked as to why the Johnshaw press was not got stt right 
rather than gulng in fcr outside purchase, of shells. The Department of 
Defence Productiun and Supply stated : 

"A technical assessment was made and it was found that recoadi- 
tioning \>f iohnshaw Press was not econoruically viable. 
Further, thc satisfactory performance of the press after 
nxondition'ng was doubtful." 

1.91 Enquired iurther as to why a single tender enquiry was floated 
in June, 1979 for procurement of shells of amnumitian ZA and whether 
the DGTD was consulted about the indigenous sources of supply of this 
item. The Department of Defence Production and Supplies stated as 
follows : 

"For indigenisati~n of this item DGOF and CI(A) tried to develop 
two brrns 'A' and 'B' while efforts ?n firm 'B' did not 
succeed, firm 'A' were able to develop the item. They had 
also :ucce~sfully executed one ed~rcational order for 200 
nos. placed bx DGOF. The requiixmcni against mden! pro- 
jected on MIS by DGOF was super emcrgent and supply of 
abou; :S.COU nos. were required by Dccembcr 1979 to meet 
Army rrqulrement for the year 197940. As the develop 
men: of n new source would wk; at least one year i t  was 
decided t , )  flcat single tender enquiry to the firm who  had 
clevcloptd this item. As far as DGTD IS concerned its 
r cp!c*scntativr is a member of the Tec'inical Committce." 

1.92 In reply to a further question as W ~ I L  order fur shells was 
not placed on !irm 'T' before expiry of ;I \alidity dale of 31-7-1979, 
the Department of r;efcrrce Production and Supplics stated t!iat the 
order for shells could not be placed 9n firm 'T' before thc expiry vf 
the validity date of 31-7-1979 becauw prima-facie the offer of thc firm 
of Rs. 498 per piece appeared to be on the high side compared to the 
developmental order of Rs. 370 pcr piece placed on 28-2-1979. The 
firm had also ciloied crher unacceptable I ~ I  rn4. 1;urthcr thc validity 
period of the oqer \\as too short for processing a supply order of such 
a high value. 

1.93 The Committee desired to know the rensons for non-placement 
of supply order upto 5th November. 1979 afrer i t  was dciided in Aupust 
1979 to place orders for 25,000 shells with an option for another 
25,000 shells t.3 be cxcrcised during the currency of !he contract. The 
Department of Defence Production and Suprtlicc; stated as follows : 

"After the negotiation meeting with firm 'T' held on 17-8-1979 
the consensus in the Negotiating Committee waq to place 
an order on Brm T for 25,000 shells. Sincc the ureent 

. rcquirme?t fttits only-fm 16,090 nos it was decided lotcr 
to flwtrfatn the wi!!ingnesr of t11c firm for 16,000 ~ h e h  
placed on them along with the on Account payment in lieu 



of advance payment. The firmis .reply was ~ecewed ou 
3-10-1979 expressing their iqabkty to accept the quantity - 
reduction and the on account payment in heu of advance. 
'The case w s  processed for placement of order on 5-10-1979 
for ceeking Raksha Mantri and Financc hlinister': approval 
wluch was obtained on  6-12-1979 and order placed on 
10-12-1979 for a quantity of 25,000 shells only at Rs. 540 per 
shell." 

1.94 Asked furtl.er zs to when the DDS had come to kr~ow about 
the other sourccs of supply from which qwtations were Invited in 
Septzmbcr, 1979. The Department of &fence Production and Sunlies  
;!ated as follows : 

"Other sources IPI supply of Bomb Body for ammunition 'ZA' 
were k.c;~tt:l when Ordnancc F a c m y  Board rquexed  DDS 
in J~rne 1979 to arrange procurement. A formal indent 
was projected by DGOF on DDS in July 79 for supply 
of 1 inkh nos. Bombay 120mm Mortar Body. In 
thc tnecliqc held on 17-8-1979 in tke room of AS(DS) 
asclciatin_e representative from J . F . ,  OFR 2nd TC(AS) it 
was decidejj to cover only the s u p r  emergent requirement on 
the sin& source who had devei7;.cd this item and for the 
balancc quantity to approach other likely suppliers." 

I .95 According to thc Audit Paragraph, in thz tcnder enquiry issued 
t ~ y  the DDS on 29th June  1979, oqe of the condition; was  hat the raw 
mterinl for .i0,000 hellr would be supplie,! bv the Ordnance Factory. 
However, thc order placcd in December. 1979 on firm 'T' did not 
clear for supply of ratv materials. The Committee desired to know as 
to how the raw materials were utilised by the concerned factory. The 
Department of Defencc Production and S1.1~plics tlafed as follow : 

"Raw materials available with Ordnancc Factory was utilised in 
Fill bv ?,fnrch. 1983 for their c,:w mclduction and supp!y 
of finishctl shcllc." 

1 96 I t  is seen that firm 'U' waq nrlowed the rate of Rs. 610 when 
it  ha$ quoted the rate of Rs. 590 (for 50.000 \hells) and RS 600 
( fo r  ? 5 , 0 O  she%) c;*$ price variation clauw for sfeel, fwi and mwer. 
T?ic Committee de4red to know .I. to wh* t h r  firm W ~ F  not allowed 
the quoted r:itc will1 py;ce variation clw~ce .;ul\wct to thc ceilinc rat6 
of RF (510. I n  n note the Dep.~rtrnt.nt of Defence Production and 
<ll.rnlies Flared ns f 4 o w c  : 

'Purwint tc 11-c ncgotiiitinn mectin: he',! r v  11-2.19RO. f i n  
'11' mndc their offer for nn crtJc.r for ? T . W 0  no<. a< 
f i )  RF. fiOO w r  numhcr with cccnlfltirrn on ctecl and 
fii) Rz. (51 5 c:ich firm nricc without a w  ew;~lntion. The 
firm n n 4  6.ed nricc. finallv neent;nt,nd at Rs. 6 l C  - was more 
favoc~rahlc tr the Departmmt 9s tht8 order involved dcvelm- 
men? time. The firm nctunlI\? took nearl~v 1-1'2 wnrg to 
development the iten1 8nd $tart supplieq." 



1.9 7 lhe C;ou.lmittee wqued as to w1ij the eiltue buy ly crdcr for B 75,000. shelis.at-the rate of Ks. 615 per shdl was not place on firm "I' 
which.i~ad m d e  the supplies earlier. The Departmm of Defence 
Production and Supplies stated : 

"Supply order for 75,000 shells at the rate of Rs. 615 per 
shell was JAQI placed on firm 'T' which had madc the 
supphes earl~er with a view to clcxlup~ng additimal sources 
to meet anr~cipted recurring largc demands in the future." 

1.98 Thc Depirrtincn!. of Defence Produc~.i!n and Supplics have also 
confirmed that the tirms 'U' and 'V' have since compietcd the outstanding 
supplies of shells. 

1.99 According to the Audit Paragraph, faiiure on the part of the 
DDS to place supply order on firm 'T' before expiry of the validity date 
of 31st July, 1979 rcsuhed in an extra expenditure u i  Rs. 96.25 lakhs 
ir, procuring supplies 9 months Ller. Thc Committee desired to know 
wheiher any action had been taken to g?! the exlsa expenditure of 
Rs. 96.25 lakhs sepdarised. The Department of Defence Production and 
Supplies stated as f o l l m  : 

" The question oi regularising the extril expenditure of Ks. 96.25 
lakhs did rot arise in the circum5ti1!ices cxplalned below : 
On the oasis of available informa~ion a t  that time, the price 

cd Rc.. 408,- each appear4 lo  be on the higher side 
and, t1:erefore a negotiation h3d 10 I,t: hcld. Negotiation 
was also necessary on some of t'nr irnpcrtant conditions 
of the Erm, like their req~~es: foi 10 per cent advance. 
Even if the order was placed in a h u g  at Rs. 498 
each tor the quantity of 1 Inkh nos. for which the 
firn!. had submitted the quotztion. i t  would haye heen 
quite u:lrealistic to ex'pect suypli.cs at this price in tlie 
tacc 4 the pcnuirt error i n  computing the price as 
indicared by them later. ;pecially when the firm know 
that there was no alternativz established source. Thc 
Depa:tment. of course even in that situaticn would have 
no 1111usiMe explanation or iustification for such :I 
hurried action for placement of order for suc;l n Iarrc. 
value (armox. Rs. 5 cro-c%'L on s single fimi with 
r~nncxptable conditions. It  i c  an accepted prJicv that 
w h n  thpre is a continued dernnntl over a lnnc period. 
the rm~hasise is to induct mcr: than c,nc cource. Ttir 
s m c  wn.; anblicd in thic caw !r: avoid rnonnpc\iistic. 
kituatior. This mlicv had m ~ i d  dividends also az nrw 
we hr;r  estahlishcd snurctc ir. thk item pwvi:iinc 
aclcallale competition and :cnnntry." 

I 100 Acrr~rdinn tn fhe Audit Paraeraoh hazed tm nn I I ~ V - n t  indent 
nl~ced in Miv' 1977 Fv Central Ammunition Ikmt '70" for tbe 
nrwl-*rr>ent d 4 6 . 3 7  r;ttmberc of tail unit< rcotciwA t -  rift hnr+ l i rnr  
nlnblvr fOf . ( r /~T ,  n;rmbc-c) of an amniunition '7R' frnm rrpl;r:~)*lc f ( \  



smiccable condjtlon, thc Technical Commiftec (Armdule~ll Stores) 
invited in September 1977 tenders from 12 firm> and 5 firins respond&. 
The T)Ds placed In December 1977 supply ordets for 23,185 tail units 
each on firm 'X' and 'Y' at the rate of Rs. 6 95 per unlt (value of 
supplv orders Its. 3 7.2 Ii,khs). 

1.101 It is f u r t lw  seen from thq Audit Paragraph that accclding the 
'Technical Committee, f; firms which respondccf tc  the tenders invitcd in 
September 1977, were ;nexperienced and l a c k d  capci ty to undertake 
n~aliufacture \,f the !to:eh. The Committez tlc4rcd lo know as to why 
supply orders for tai! units were placed on tw*, firm, 'X' and 'Y' of these 
five inexperienced films. In a note the Depar!menr ,,f Defence Produc- 
tion and Sirpplies : t ~tcd as follows : 

"The firii~s X ,(;. Y were called for  negotiations meeting on 
1.5-1; - i977 .  However, heforc 11:: negotiation meeting was 
held. .'1A Ilclhi Cantt. was akt -d  to verily capacity (3; 
ihtsc firins X & Y .  The  f ~ l l , > \ \ ~ i t ~ , :  were the ohzervatiom 
of SIA T!cih~ Cantt. : 

( a )  Fjrm '.?.'' : This firm ha5 [hi. cspac i t~  and capability 
I rotlidrd they augment their capaci~v with projection 
welding machine for whicli they had placed an order. 

h i n  ' : i T I  firm ,lot.< not haw  facilities f o r  
t ornishine treatment. 

Thc qx~t  prC~jcc : ion  welding machin: which 1s understood t o  
Ilnve h e n  shifted froni a n ~ t f i ~ r  firm reauirec! lncdificatisn 
to ;~cconmodate wcid in~  of the fins. It is not possiblc 
:n w5e.q the suitahilit\ of  mnrhine without nrbctical 
t r i~ lc  

Since thc firms !:ad shown confident;: to develop and mcnufacture 
the;e items. i t  was decided to zive 50 per cent qtv. to each 
of 1hc.5~ 5 . r ~  who had aunted Ill: lovect price c,f Rq.  695 
e3!+." 

1.102 Accardi*,c 1,. t1,e Audit Pnrapranh. firm 'Z' ncrcctl in June 
1978 lo accept the older for 93.370 numheri at the rate of Rs. 850 
t!nd rccluwted the DDS I( issue a letter of ititetlt immediately to enahlc 
i l  to cnrnr)rcnccV r4rtnn:np a n d  ~rncurerncnt of raw rnnterbls. Vo letter 
11f i n f c n ~  ~ 3 s .  ! ro \ r .~v~r ,  ics~cd tn firm '7'. Tlic sunnlv crdcr fnr 93.371) 
Tnii Units waq placed on firm '7,' onlv in arch. 3979. In Anril. 1970 
firm '7.' declined rc, accept the order o n  the cmund that i t<  offer had 
not hren ncccr,ted u41'1in thc vnlidi~v dntc ~f 27th C)ct$wr, 1Q7P and 
the prices of rau. :nnicrinls 11;1d o n e  rln durinc the inttrveninc period. 
A q k ~ d  ,+s tn whv tic? lflirr nf intcnt wnc iwued tr! firnl '7'. the De~nrtmcnt  
nf 1)cfi-nce Prod~lcticm 2nd Supplies stated : 



1.103 I t  is seen from ~ h c  Audit Paragraph that the DDS had stated 
in rre2te~uber 1983 tliai the earlier order of May 1976: had been phced 
on lirm 'I,' at a LXAAQ price of Ks. 8.50 svbjocc to c o s ~  exarpination, 
and ylscing ut another order on the firm at a fixyd price of Ks. 8.53 as 
recommended by ~hc:  lechnical Committee would have prejudiced the 
price lixation in thc earlier order, and the matter required furtlxr 
claritication frd:n !be 'Zechnical Committee. 

1.104 In view of the decision taken to cancel the orders on firms 
'X and 'Y'  the lenctlon cf firm 'Z' had to be watched for somelime 
5eS!)r.: covering the caucelied quantity. The C o n m i ~ h x  enquired as to 
when the price iixation in rcspect of the earlier order of May, 1578, 
placed on firm '%' was finalised. The Department of Dcfencc Production 
and Supplies state(, : 

"On col~~(,!ct ion of supplies the ordcr w a s  regularised vide 
x~~icldlrcr , t  letter dated 7-4-1 980 fixing the ~;ricc at Ks. 6.50 
e a ~ h  firm and fixed." 

1.95 Empired abou. the nature of ~larifica~ion rcqu~red from the 
Tecl~nical Commlttcc 2nd \hen ~ + s  it aught .  Thc Depa~ tnxn l  of 
Defence Productlcw a i d  Supplies intimated . 

'A refercscc MX n ~ a d e  to the TC(AS1 vide ncte daied 26-9-1578 
to clarifi thc amendments maJc to the specifications 
govcrnmg supply. TC(AS) fu rn i  ,'led tt:cir ct mments vidc 
thcjr note datcd 11-12-1978. Thc drawings for central tube 
specified solid drawn bright steel tubes to specitication 
BSS.T 5 J  besidcs Bars to specification 13s 970. Sincc this 
specification has been \vithdrawn by the originator. its 
cquiwliint s:ecification BS-980 CDS-10 had been sripu1otc.d." 

1.106 I t  is xcn  frnr:! the Audit Paragravh tillit itnnll! in !anvary 
198(!, a supply (i;rkr \v35 placed o n  firm 'Z' foi supply of I liiih !ail 
units at the ra!e cf R.,. 1 7 . 0 5  (total uxt : RF. 13.05 lakhs) as against 
its offcr of J ~ i n e  1978 to accept the order f o r  03.370 number at thc 
rate of Ks. 8.50. The balance quantity of 43,370 tail unit\ wcrc covered 
by another su;ply urdtr placed in February 1030 on lhm ' A 4 '  at thc 
rate o f  Rs. 13.05. The delay in placinz order:; o n  the e\rahlished 
zupvlter (Firm 7': ~cwl!ed  in extra cxpcndirtrr: of Ks. 4.25 idkhs bcsidcs 
rendering 93.666 numbers of ammunition 'ZB' costing Rs. 1.31 crores to 
remain repairable for amount of tail units. 

i !O i '  ' lhe Comm~ttce derlrcd to know th? reason* d l ~ c  to which 
the offcr made h! firm 'Z' could not be acceptcd within the vnliditv date 
of 27th October. IcJ7F The Department t l f  Defence Prod~tctinn and 
S u ~ ~ l i e s  intirl~otcd a5 follows : 

"Tht offer madc bv firm 'Z' for supplv of storcs at RY 9.30 
zould r,at bt: acceptcd within ' h ~  vnlid~!, pcriod qf 77th 
O c t ~ k l .  1 )78 mainly on accr?tint of t h e  fnllowiq? : 

a )  Aminst an earlier nlpnlv nrder on tirrn '2' wc Fa<l  
sllnu.ed a ceiling price of Rs. 8.50 subject to coct 



cx;imnation. This cost examination was not over by 
LILII Oclukr ,  19'18 and ii  was Uiolclore, lelL that placc- 
nlejlt oi ;in order on b r n  2' 911 a Iirm and U e d  price 
of Ks. 8.50 before this exarninalion was colnpleied may 
not be wrrect. 

( b )  'l'here wiIS only one source v i ~ . ,  firm 'Z' wbicli had been 
dcvtlcptd tor thib Item. ELioris to detelop addltlonal 
sources viz., firms 'X' and ' Y '  had failed. hence a view 
had tu kc taken whcthcr to ;o\er ine entlre qudnuty on 
firm '2' or to  try to develop additional sources also in 
ordcr to  void any monopolljtic situal~on with tl,e firm 
'%' ss t l ~e  only supplier. 1hi.i nxiier was under examina- 
tion.'' 

1.108 Asked about the present poshon of repair to 93,666 numbers 
of ~ ~ I I U U P  llwn 'ZU', i I 1: kpa r tmen t  of Defcncc l'roductlon and Supplies 
stated : 

"'I'hc cntlre stocks of ammunition, 'ZB' held in irrepauable csndi- 
tion for \\i;nt of Tail Unit  No. -1 ha\c. since k e n  rtydiredl 
upgritded." 

1.109 111 reply to a quedion, the Depar tmm of IJefenLe Produciion 
and Suppile5 halc slated that the llfe prescr~hcc: for this ammunition was 
36 year,. The !c?r o! mariuiactui-c of [hiJ anmunrtlon h a s  from 1941 
to 1972. 

1.1 10 In JLII), 1'978, the DDS fioatcd tcndcr enquiries l o  14 firms 
for the prucurenwnt of 10 nurnbcri uf plant dry air charging sets (engine 
drivcn) agamsi I:IJ.:~I~S ~aised  (June 1977 auci hlarch 1978) t\ the 
DQS. No quolations wcrz received till the date of opening of tender 
(215t Oclobcr 1'378). On a rqucs t  from firm 'AB', the date of opening 
of tender was cxtcrldcd and an offer was rcc:;\:ccl on 30th Kcnernkr  
197s frotil this lirm I u !  i t  w a  not foul~cl acceptabk tu t h e  AJISP as 
tile lilnl h d  nt)r L ~ L C I L ~ C ;  for the conlpletc s,:i ccnf.Jrming to defence 
specifiations. I-rchh ciiouirics were floatcJ ( F ~ k r ~ ; l i ;  1979) to 4 firms 
(including firm ' A n ' ) .  As the single quordt i~n r ece i~ td  from firm 'AB' 
on rettndcring was in:omplcte, i t  was deci.lxt (1Sth  Gct:>Ser 1979, t c  
retendcr. 5lcnnwhile. the requkement incrcascd to 13 sets. Fresh 
cnquiric$ for 13 W I \  .[?re invited (Januar\ 19801 Iron1 II! firms and 2 
firnrs 'An' a i d  'AC' ~cyxmded (Februarv 1980). 

1 .1  1 I The Comnlitrec desired to know i!s to when the quotations 
were received from firms 'AB' and 'AC' in response to tender enquiries 
for 13 Plant dry Air chnreing sets invited in J:tr~i!;:;? 19NO. Thc 1;qxirt-  
men1 of Dcfcnce I'rouuction and Supplies stqttd as fo)Icws : 

"Thc tendcr cn:ltvin was floatcd !c-r 10 f i r m  on 25th January, 
1980. Thc due date for receipf oncl oueninr of tender., was 
in:!mtc.d a s  14.30 hour, on 1 5 - 3  1981). Tke auotationc of 
both the h s  'AB' and 'AC were rcceivcd within the due 
date 3rd Csmc were opened on 25-3-1980.'' 



1.113 111 Xiit) 1YbO thc rquirelnent lor the equipment was increased 
to 31 sets. Offers of both the tirms (& & .4C) met with all the 
defence qecitications b u t  no supply order was placed on them brforc 
Lhe valid~ty period. Firm 'AC' revised ihe pricc of the uquipme~~t tc: 
k. 1.7b lak~ls per set by updating its p ice  in trrma of thc price 
varial~un c l a w  and s~n~ultaneowly extendng the vuhdity of 115 oller 
up to July 19S0, A supply order for 31 xets was placed on fjrm 'AC' 
on 4th SeptzmLir, 1 Y W  at the rate of K,. 1.52 lakl!s (lotal cost 
Rs. 47.12 lakhs). I he non-acceptqnce of lirm 'AC's offer ut Rs. 1.39 
lakhs per set ~ i t h i n  the validity period resulted in an extra expenditore 
of Rs. 1.68 Inkhs on pucurement of 13 sets. 

I .  i 14 I'hc C~d111111:l I L O  desired to know thc reasons for not placing 
tlie urder w~thin 1 : ~  valicbty period of :h: offers on firms 'AB' ond 
'AC'. The lkpart:nc.n! of Defence Production and Supplies explained 
the yosition as folloks : 

"After receipt of clariiications from thr: tirms, purl cube was sent 
b} K r t S )  to Department of Ckfencc Supplies on 28-5-1980 
m d  the same was reeked  in VDS on 304-1980. 'The case 
~ i i s  cxitmttied in the Departmolt o+ Defencc Supplies. The 
lowest quolalion was very much above tile estimutcd pricc 
of :lie indcnror and reference wni required to be made to 
indeni(>l. ancul their acceptance of the price for procurenieni 
of store. Tkr indentor confirnied o n  12th June 1980 that 
!her(: is no difficulty in providing additional funds. Further. 
!t  tvrts dccided to hold a negotiittion mrcring with h I 1 1  the 
firms 'AB' and 'AC' and date for negotiation niecting was 
fixed as 24-6-1980. The firm 'AC' requested to postlxme the 
nireling to the 1st week of July as 24th June was not convcn- 
icnt to them. Accordingly, r~egotiatior~ meeting was postponed 
to 5tF July 1980 and Telegrrrpclic supply order was placed on 
the firm 'AC' on 30-7-1980 withiti the extended validity date 
of 3141 Jul}, 1980.'' 

1 . I  1 5  ClOS ra15c.d lrdent for procuremew ol thew sets its earlv as 
In 1977-78 and bupplv order codd be placal on 4th September. 1980 
i.e after i t  ptriod (-1 i year\. The Commit:ce desired to know ar to 
how many ye;m 1 1 .  :~dvdncc of actual requirement the DOS placed indcnl 
on DDS. Thc 3ep.rrtmcnt of Defence Prqd~~crion nnJ Supplies ctatea 
.I\ follows : 

"The provisro~, r r w w  15 carried du l  5). tbc Arnlf HQ(D0S) OD 
1 Octcbe, cpven. year which caterc for tbe maintenance and 
rewrvc liab'lities upto 42 month. Based on the dcficicncier 
revealcd the lequirerncr~t is projeclrd on procvren~ent ;t,ccncies. 



in this case Department of Defence Supplies, after obtaining 
necessary F~nancial clearance from the associated finance. 
Delivery vr iods  are delarminecl based on the lead time 

required for the source of supply and the urgency of the 
requirement. In the case of prucucment through DDS a 
lead time of 18 months is normally expected to bc &en 
for procurement of stores. However, in the present case the 
delivery rcquirements indicated in the indgas received 
were as follows : 

5 nos. Dec. 78 
3 no\. Not indicated 

1 . l l b  'Ihe Colunllt[ee desired ty know rile datc,dates cir. which the 
suppksaaginsr  the >trpply order placed on firm 'AC" matrrialiscd nrld 
huw the requiremerlts during the period 1977 onward\ were met. The 
D e p m m e n ~  of Def'~ncc Froduction and Supyiiic.?. staled as follows : 

" I  hc firni :lark3 supplics 1v.e.f. 1 1  February 1953 ill instalments 
i~nd  the cniire qty. 33 has materialiseci vide Inspection 
N o ~ e  So.  IENZ,WZiSO-2041 29 Final d,ited S April 19S.4 
rcccivud f m n ~  Inspector of EE, K. I;. P ~ r a n i ,  NCH Delhi. 
1 i l l  !he S , ! J I ~ I I C ' S  n1ateria1ix.d ,!:Sc~;.nc~cs con:inucd. 'I'he 
units Itlay ha\.e managed with thc charging set?, already 
availi~ble with them." 

1 . I  17 I t  is rccn f:.c~111 the Audit Paragraph thCi( hasctl c,n the dclihera- 
tion of the ptir.8: .:ir-pt\!;ation mccting held in Dcccn~bcr 1977, the DDS 
~ l a ~ y d  in Oc~o!vr I !) !'d two supply ordcr, ,m,: on a pti\,nte lirw 'AD' 
and thc other on a puhlic scctvr undcrtaki;:g ',IF_'-for development 
and supplv Lq' 5O.kXK) shells (rcquised for jvorlucw, ;I pnrricular type 
of nn~m\initi,~n '7.C' in the Ordnaqcc Factn:ir.). 

Thc D?p;rrtmcnt of Defencc Production ;:nil Supplicc stated : 

"Proposnl for dcvelo ment and procurement of forgings from , 

trade for 105, rnm &O s e r e  initiated during Msy 1977 by 
D(:Or t:ltr*d on the diwu&ms in the ctcretary fDP1 



produc11c;n review mqting on 20,li-11-19 7b at DGOF 
Hqlb.'' 

1.119 I t  is sew fiu:e Audit F a  that ;d:hough ~ h r :  p i c e  1.egoliation 
mewng was held III L~;cember 1977, the DDS placed supply wders 111 
October, 1978 1.c ai'ic; 10  monilw. l 'he Com~ntitec desircd to know 
as lu ~ I l y  DDS L U O ~  1L mo~lt lu to place deveiuprncnlp~ppl~ yrdcr. ln 
a note the Departmsnr of L)efe~lce rroduction and Supplies stated as 
~ O ~ ~ O W S  : - r h4h' 

"Alti~ougil a meeting was held in 1)e:cmbrr 1977 tc piace on 
order on LLIU 'AD'. The order codd not be placed jrnmc- 
diaiely on them in view of their critical financial positicn. 
'The Issue was tinally sellled under the aegis of Ministry of 
lod\istri;il Ikvelopment and Heavy Industry." 

1.120 AskcJ ~n uhat grounds firm 'AD' mar grunted cxtensiuu upro 
3C-9-1979 far subm~ksion of samples of r.Le& for a~nniunit ion 'ZC', 
rile Depa r t i~~mt  of Ijcfrnce Production and Supplics stated as follows : 

"That is ;zn estrcmely difficult and c:i:ical btore which rcquiled 
cv~~sidrrablc devciopn~enial elforth than initially anticipated 
by the h i .  Besides the store was being develpped for thc 
first time in civil trade. Hence the production pro'slcms; 
5ottlenccl;s ceuld not be anticip2rec.i. The tirm 11owevt.r 
made effort> during the period October 1978 to April 1979 
to develop this iten1 by rnaki~~g one set of tools and dies 
and clarifying various teclinical aspect with Controller of 
I nipect ion (Ammunition), Kirkce. Ordnance Factories 
Amhajhari and Sr. Impcctor of Armarncnt, Bombay. 

In vicik uf the earnest efforts being made by thc firm the 
dclivery period was extended up 1 -, 30-9-1079, within \~hich  
the firm s~bmitted the advance samples." 

1.111 The Coi~)inl~tee asked for a copy o.' I & ~ c r  whcrcm h e  DDS 
informed firm 'AD' that its request for pricc increase would hc col~\idcrcd 
afrer i t  had suppl!ed atxut  2.000 qhel l~  Thc h p a r ~ m c n t  rf D2ft.net. 
Prcau~.i.m and Sur~plies stated a5 folloivs : 

"No lcttcr wltcn in DDS informed t h :  i i iw  'AD' that ~ t s  request 
for 5ri:e increase would bc coi:~id~r:d aftcr it had sirpplied 
about 2,000 shells. was issued. I t  was only an internal 
dccision taken by the Department." 

1.122 The Cornmitt.:~ enquired a.s to b h y  11:e i*,st& regaidin= price 
escalation of fuel ar:d pclwer was idso not sorted out in the rnceting 
held in April. 1981. In  a note [he Department of Defence Product;on 
and Supplies stated a5 follows : 

''In accordanw with -jhe deliwry s c n 4 1 l e  stipulated in  the 
contract +he firm had to commccce bulk suppl! 90 d a y  . from the date o f  approval of adLance \ample f i% 1000 I W ~ .  
in the first month, 3 0  nos. in the bccond month, 4000 nos. 
in the tldrd month and SDCW nos per month from the 



fourth n m r h  onwards. The advance sample was cleared on 
12-12-1980. The iirm had solrlc proc'!ems with their 
uydctrer acd were considering instdllat.~on of a new upsetter. 
'lhe cllorts made to commence bulk supply by the firm 
were not very satisfactory. In L!ie circumstances, during 
the n~eeting held in April 1981 the representatives ol  the 
lirm were told by the dept t  that  escalation could be 
considered I;n inputs like power and fuel frcm n ~rosprctive 
date provided there was no sldchning of effort in meeting 
the dclivcry schedulz as stipulated in the contract. The 
representatitts of the firm who attended the meeting 
pruniised to confirm the acceptance of sanie after consulting 
their management. The firm, however, did not confirm 
the same in writing after their return. It was, therefore, 
not possible to settle the issue of pric: escalation of fucl 
and power in April 1981. They also failed to make any 
sulk supplic, as per the contracted delivery schedule and 
were able tc; tender the first lot onlj in May, 1982. in 
their le!tcr dstcd 11-8-1981 thc firm again made nn appeal 
to consider escalation on fuel and power effective from 
March 1977. An internal dccision was taken by t l ~  
Dcpartrnent that the request for price revision would be 
considercd after delivery of at lca\t 2030 nos. of corrtracted 
store bt. thc firm." 

1.123 I t  is teen from thc Audit Paracrnph that on a requect being 
nladc hy firm '.AD' in JI-1). 1982 for revhion )f !he price from Hs. 323 
t o  Rc 731.52 w r  chell on the pnund that tb: ccs! of prrd~ictlon had 
ri,cn sharyjlv, 15i DDC in Fehnian. 1983. thrnuch arl amendrncnt to 
the supply order. decitlztl to increase the rate frnm Rc 324 :o Rc 533 
per shell. Firm 'AD' xpplied only 7.962 cl~cll\ b\ March. 1983 

1.123A. The Committee desired to know as to \\.hen the supplies were 
completed by firni '.4D' and what was the impact of delay in supplits on 
defence preparetinesq. The Deptt. of Defence Production and Suppii~c 
stated as follows : 

"Out of the quantitv 50.000 Ync on firm 'AD' against Supply 
Order No. CPO-765 dt 12-10-78 quantity of 20.186 Nos. 

heen supplied $0 far. fh.= DP hnc been extended further 
tipto 31 c;t January. 1985. 771c delav in supply did not affect 
the defence preparedness. Hmvever. tlicre was slight shortfall 
io the Ordnance Factory Production but same was overcome 
by import." 

1.124 It is ven  that although there had bem dclav in submission of 
samples by the cuppliers and subsequent delay in supply of shell% duo tn 
no fault of the Department pricc incrcnsc had been given rcsultinr an 
avoidable expenditure of RF 2.08 crow;. lo the Government. The Com- 
mittee c4csired !(J know the rcnwns for iuct;ficatinn in the price increase. 
The D?p~rtment  of Defence Production and Supplies ztated a$ followc : 



"This is an extremely ditficuit and critical store which required 
considerable developmental efforts than initially anticipated 
by the suppliers and the purchaser. Besides, the store was 
heing developed for the first time in civil trade. Firms took 
about two years to get their adv8nce samples cleared. Hy the 
time BPC was granted to firms 'AD' and 'AE', the main raw 
material, namely. steel price (Govt. adminhtered) had con- 
siderably gone up. In view of these reasons the view 
was taken that the request of the firms for price increase 
merited consideration in the Department. The refusal to con- 
sidx price increase would have led to cancellation of the 
orders on the firms after such developmental efforts and 
would have further delayed the process of developing the 
store indigeneously. Even when price increase was agreed to, 
the actual price was granted only on the actual cost of pm- 
ductlon as verified by the SCAO of the Department. 

In this case. it would he pertinent to mention that :!s against 
subsequent developmental orders placed in early 1983 on 
two firms. only one firm have commenced trickle supplies by 
the end 1985. This proves the difficulty in developing this 
item." 

l.12-IA A\ked about the Department's polic regarding, pricc voriat ion 
clause, the Department of Defence Production and Supplles stated : 

"Government (Deptt. of Dcfence Production and Suppliei :ire 
not averse to having a price variation clause, in the case of 
order: with long gestatior. period, in respect of items where 
the costs art susceptible to variation.- For Example, in thc 
case of Generating Sets, the contracts provide for escalation\ 
on engine, alternator6 and control panels. For metals price 
variation based on JPCIMMTC price$ are normallv agreed 
to." 

1.125 With regard to the cases where wpplies had been delayed due to 
no fault of the Department. the Committee desired to know whether the 
price variation had k e n  limited to what i t  would have been if the supplies 
had been made in time. In a note the Deprtment of Ikfcncc. Production 
and Supplies stated as follows : 

"When delays are not attributable to the purchaxr, extension\ 
are granted with condition< rcwrving the pwchnscrs right to 
levy liquidated damages and limiting escalation to the original 
delivery period." 

1.126 Accodinp to the Audit Paragraph, [Jndertaking 'AE' failed to 
submit acceptable samplc for about 2 years. Bulk production clearance 
was given to thz Undertakinrt on 29th October, 1980. Asked about the 
reasons due to which the Undertaking failed to sumhit acceptable samples. 
the Deptt. of Dcfcncc Production and Supplies in a note stated as under : 



"The stores being of developmental nature, being established in 
the country for the first time in civil trade, delay in sub- 
mission of acceptable samples was inevitable. Initially firm 
was having certain tooling problems for the manufacture of 
this difficult item. Once they overcame the tooling problems 
they submitted samples in May 1979. However, these samples 
were not upto the required standard and hence rejected. After 
detailed discussions with DGI's and DF's technical authorities 
they overcame these difficulties and got their advance samples 
approved. Shortage of electric supply also affected their pro- 
duction schedule." 

1.127 In.reply to a question, the Department have informed that the 
acceptable advance sample were submitted by the firm on 19th September, 
1980. Thc bulk production clearance was accorded to them on 19th 
October, 1980, after machining trials. 

1.128 Enquired as to how the requirements of ammunition of 'ZC' 
were met during 1977 to 1982-83. In a note, the Department of Defence 
Production and Supplies stated as under : 

"Requircments of ammunition of 'ZC' during 1977 to 1982-83 
werc met with the forgings produced at Ordnance Factories. 
Supply from trade also was sought to augment production in 
Ordnancc Factories. Some requirements were met through 
import also." 

8. Proc~rronent qf trailers 1 ton 7 wheeled arld Generating Sets 
1.129 According to the Audit Paragraph, the DDS floated in March, 

1979 tender enquiries to 9 tirms for procurement of 134 trailers without 
panel (for mounting generating set>) and 1(H) trailers with panel for 
general service. The lowest rate (Rs. 13:200 each) was that of firm 'AF' 
and the second lowest rate (Ks. 16,500 each) was quoted by firm 'AG'. 
I3efore finulising the supply ordcrs on firms 'AG' and '.4F', thc capacity of 
firm 'AF' (lowest tender) was got ascertained through the Inspectorate 
of Vehicles (North Zone) who reported that the firm had only limited 
capacity with regard to muuufacture, machinery and financial resources 
and that the firm would not be able to give more than 5 trailers per 
n~ontll. Notwithstanding the report oi the Inspectorate of C'chicles, 131 
trailers (without panel) were covered through supply orders placed in 
July 1979 hv thc DDS on firm ' A T  (33 numbers at the rate of 8.;. 13.200) 
and firm 'AG' (100 numbers at the rate of Rs. 16.500). 

1.130 Asked as to what were the considerations on which it was 
decided to place supply order for 34 sets on firm 'AF'. despite the advice 
of the Inspectorate of Vehicles (North Zone) regarding incapability of 
the firm to undertake such heavy order. the Department of Defence Pro- 
duction and Supplies stated as follows :- 

"The following wen the considerations :- 

Ci) The offer of 'AF' was the lowest. 
2 Lsst86-7 



( i i )  Qelivery Schedule offered was acc~ptrrble~ 
(iii) Development of another source of supply was considered 

desirable." 

1.131 Enquired further as to why firm 'AG' was allowed to submit 
its sample within 6 months (24 weeks), when the firm 'AF' was .asked to 
submit sample Within 6 weeks. The Dzpartrnent of Defence Production 
and Supplies stated that the time was allowed for submission of sample 
to finn 'AF' and firm 'AG' based on the time quoted in their respective 
quotations. 

1.132 According to the Audit Paragraph, while firm 'AG' completed 
sbpplies within the extended date of suppiles (May 1981)' firm 'AF' 
could supply only 2 0  trailers. even after grant of 3 extensions, till 31st 
December, 1982. 

Gt.)1erilti:ig Sr15 
1.133 According tu the Audit I'nragrapll, another indent for 45 gc~lemt- 

ing sets was ra i~cd by the DDS in August 1979. In order to procure the 
generating sets fc; mounting on the trailers to be supplied by firms 'AF' 
and 'AG' the DDS placed (November and December 1979) two supply 
orders---one on firm 'AH' for 145 sets at the rate of Rs. 0.90 lakh (total 
cost Rs. 130.50 lakh:) and the other on firm 'AI' for 50 sets at the rate 
of Rs. 0.83 (total cost Rs. 4.15 lakhs). The delivery of generating 
sets mounkd on trailers was to commence after 2 months (by fim 'AH') 
and 3 or 4 months (by firm 'AI') depending on the receipt of trailers. 
At the time of placement of the order, firm 'AI' had defaulted in supply 
of 73 sets ordered in October 1975: against that order only 19 sets 
mounted on the trailers were supplied till January 1981 and supply of 
54 sets had not n?atcrialised. Both the firms were held responsible for in- 
ctdlation of thz generating sets on the trailers 16 be supplied to them free, 
although there was no adequate ready stock of trailers to be fed to firm 
'AHQ and 'Al' for mounting the senerating sets. 

1 .I34 The Committee desired to know position with regard to the 
placement of supply orders on those firms whose performance had not 
been satisfactory in the earlier contracts The Secretary. Deptt. of Defence 
Production and Supplies stated during evidence as follows : 

"This mubt be only in case of dcvclopmental orders. Your obxr- 
vntion ;& correct that we have not heen strict, because this is 
the effort of indieenisation: and if the fellow has not suc- 
ceeded. we 41oold not be inhuman. In the case of repetitive 
Orders, I for one. would entirely agree that if he indulges in mal- 
practice. he should be kept out and we do thio. Thws was a 
cpcciFc case in which the- fellow was debarred for a certnln 
perid. llis quofation t\aq not examined. If they do not 
succeed in developmental orders, we have to be mom tolerant." 

1.135 The Committee de~ired t o  know the considerations on which 
the order for supply of generating sets was placed in Ikembcr 1979 on 



firm 'AI' although it was known that firm 'AI' had defaulted in suppl) of 
similar stts against the earlier order of October 1975. The Deparmcnt 
of Defence Production and Supplies stated ac follows 

"A meeting was held in t he  Office of AS(DS) in August, 1979, 
where all concerned were present to  discuss and finalise the 
prwurement of 195 nos. Gen. Set 11.25 KVA. It was noted 
therein that 'Al' already held an order for quantity 73 nos 
of these sets against which they had supplied only 19 sets 
at that time and their performance was generally not satis- 
factory. It was also notcd thal this firm was lechnicauy a m -  
petent with a good capacity and had done fairly well in 
the past, though of late the firm had got into difficulty due to 
protracted labour trouble at their Bombay factory. 

The price offered by this was lowest. Besides d u n g  inti) 
account their existing load and other technical factors H hich 
werc in their favour, it was dzcidcd to cover only a part of 
the requirement i.e. 50 nos on this firm. The rest of the 
quantity went to nnother who had supplied this set i n  fhc 
past ." 

1.136 Enquired about the progress of suppl) of remarning 54 s c t ~  
by firm 'AI'  against the earlier order of October 1975. 'The Departrne:~t 
of Defence Production and Supplicq ~ ta tcd  : 

"71 nos. supplied out of 73 .  2 sct? (('lass ' C '  \amples) returned 
to firm after te\t by CIP Rangalore hale not yet been re- 
worked and reoffered for acceptance inqpection." 

1.137 Accordiug to the Audit Paragraph. in view of the non-adhc- 
rence of the prc%cribcd dclivcry schcdule by firnis 'AH' and 'AT'. the Depart- 
ment of Defmce Supplies decided in January 1981 to relax t l ~ c  mobility 
tcst and 10 h a w  only limitcd mobilit! tcsts on the trailcrs to he supplied by 
firm 'AG'. Asked wlicthcr the relaxation in mobility tests in any w n )  
affected the users' requirements. the Department o f  Defence Producticm 
and Supplies stated : 

"1.imitcd mobility 1r1al4 in addit~on to the mobilit) tr~al,  on 
trailers only, in no wn!, affected the uum'  requirement,." 

1.138 The Cornmitt-e furthcr enquircd whether the decision to rela\ 
the mobility tcst was taken in conwltatinn ~ i t h  thc users. The Depnr!mmt 
of Defcncc Production and 9uppl;e\ stotcd : 

"Trailers w r d  5 )  the firm werc apDrc->\.::i by Cl\ '  Ahrncdnagar 
(AHSI') artcr. detailed rnnbilirv tri:~lr. Since certain mctl~ti- 
cations wcrc required on thc tr:\il::ir h f o r c  ~noi~nti:ig ~h~ 
Gen. Sets. a limitcd rcntlihility trial was carricd out nn the 
trailer mounted Gen. Setc to check efticacy of t!lc i~lountinp 
and to frtmlise the mounting dr ;~ving%.  .As tlii.; \ - .PC : t  
tcchn~cnl tnrttter to he decided Sv th.: inyxrt  :lip :rc!l~c: ir ;tor! 
the uscrs were not involved, the question of conwlt'ng the 
users on ; I r k  wpcct did not :~rizr " 



1.139 The Committee desired to know as to  when the Gen. Sets 
were olfered for ~nspccl.jon without traders. The Ikpartnient of Def~nca 
lkxluction a ~ i d  Suppiles stated as follows : 

"Since the Supply Order was for trailcr mounted Gen. Sets as 
yer the ~cdentors  requirement, tha inspecting olficer was 
required to  inspect the complete equipment namely the Gm. 
Sets niountcd on the trailers. A; such the question of the 
tirm offering only the Gen. Sets without the trailers for 
inspection did not arise." 

1.140 It is :?en i i t ,m the Audit Paragraph that firn, 'At' was asked 
in May 1981 to defer supplies of 73 generaling sets against tht.ir ivdcr 
of October 1975 for. which 73 trailers werc issued to then1 for rnoi,nting 
thc generating sets and utilised 54 (out zf 73) trailers to execute the 
latest order of L~cembcr  1979. The DDS 4so Jecidcd in May 1931 
to utitise 70 tlailers (nith panel), covered undcr thc supply order on 
firm 'AG' aftcr dismc)ucting the panels. 

1.141 The Coinmirtec asked as to why 5tn1 'AI' cocld not be asked 
earlier than May 1961, to utilise thc 3 oat of 73 trailers available 
against the car!icr ~;rd:r of October 1975, to cxccutc the latcst order 
oi Czctmber 1979, to avoid price increase. 'I'hc Department of Defence 
Production and Sup-,l,es stated as follows : 

"Supplies werc not dclaycd on account of trailers. The firm 
rec~ived tb'c f,rst cmsignrncnt af cngirles from their sub- 
contractors cnly by 2nd April, 19SI. attcr which t i l e ~  hid 
aornmcnccd supplies by utilising tlx trailers which werc hcld 
bv them against the earlier order for mounting t k  generating 
SClS. 

The first hatch of 5 nos. clTrred on 5 Mav.  1951. were 
rnspecfvd n ~ c !  accepted by oilr i:l ;p,'Ci(.r on 18 hila\. 1981. 
The sapylir\ against 1979 ordcrs sere  ctrniplctcd in 
Scptcmbcr. 1981, utilising thc irailc'ri meant for rhe earlier 
order." 

1.142 It is seen from the Audit Paragraph that while firm 'AH'  com- 
pleted the supplkc on 17th July. 1982, firm 'Ai' complctcd the ordcr on 
31st Octohclr, IF81 i.e. after more than n yc:lr of the original dnfc of 
comple!ion LIUC IO d:::n\. in issuing trailers to them for lnouriting thc 
generating sets. Tilt, both firms ('AH' :)nil 'AT') cla;mcd price 
&calation to the exwlt nC Rq. 22.24 lakhs ctirn~ 'AH' . Rs. 15.43 lakhc; 
and firan 'AT' : Rs. h $ 1  lnkhq) in  terms nf 111:. price vnrinliol~ cl~irsc. 

1.143 It is seen frnm the Andit Paraeraph that in March 1976. orders 
were iszurd br Government that certain items of stores which were 
w u l i ~  tn defence - t S r  and were meant "excluFivclv for defence" cnuld 
he nmcurel FIv defcncc authorities if the v n l w  of t h e e  Iraq lcsq than 



Ks. 50 lakhs. The DDS, however, procured one such item of conmon 
utility viz. paint KFU which was not "exclusively for dekncen use and 
was already being procured by the DGS&D through established indigenous 
sources on rate corltract. Procurement of paint RFU by the DDS, insread 
of obtaining it through the DGS&D, resulted in a n  avoidable extra expendi- 
ture of Rs, 18.33 lakht. 

1,144 The Committee desired to know as to why procurement of 
paint 'Rcady fcr usc' uas  arranged by the Department of Defence 
Supplics In contravenlion of Government orders c.f Mal-ch 1976. The 
Depa~tment ,,f Defence Production and Supplies stated as follow : 

"Pulnt 'Ready For Use' is one of the exclusive items transfered 
to Ivlmislly of Defcnce by J X S W  vide thzir c&ce order 
Pie. 1 5 5  di~iec! 13-1 1-1975 and h e n c  DDS is the appropriate 
a;cncy to ~u rchase  this item ior Dcf:nce." 

1.133 I t  has also been stated by the DDS that they were nor 
making direct proct!remenl of any other it:m\ of common utility which 
were not exclwivcly for defence use and w r c  being procttrcd by the 
DGS&D tlm)ukh c,lablished indigenqus souras  on rate contract. 

1.136 Audit Para points out that on the b a k  of an indent fur 
4.06.000 litrer of paint RFU in 3 different ~ i z e s  of pack5 required dnring 
June 1978 to December 1978 by the DDS, the Technical Committed (Geib 
ral Stores) invited tcndcrs in July 1978. One of tht: firms--iirm 'A1 wi~,ch 
war an c~tahlishcd supplkr of paint RFI? to Defence undcr the DGS&D rate 
contracr. quoted the rates Rs. 8.80 per litre for 20 litrc drums, and Rs. 10 
per litre for 5 litre drums. which were the lowest. 

1 .I47 It is seen that the DDS did not finalisc any supply order and 
passed on in November 1978 the papers to  the DDS for procurement of 
the stores through the DGS&D on the ground that paint RFf! was not an 
item includcd in the 'exclusive items t:C stores for defence'. The 1)DS rc- 
turned in December 1978 thC paper\ to 'he IJDS stating that the stores 
were required uryntly. and should haw bc:n included in the e x c l ~ ~ ~ i v c  list 
of {tares for dcfcncc and it5 procurcmcnt be arranged hy t h 4 D S  itself 

1 148 Thc Committee asked as to wh\ on rccclpt of the indcnt of 
Pchruary 1978, the DDS did not inforn~ thc DDS that paint 'Ready of Use' 
war not an itcm in the list of cxclus~vc item\ of stores for defence. The De- 
partrnent of Defence Production and Supplies qtnrcd n. followb : 

"As paint 'Rcady For Use' is an  item in the exclusive list of items 
for defence, procurement action was initiated hy DDS and 
hence no reference was made to UDS." 

1.149 The Committee enquired whether the paint 'in question was 
procured by D O S D  fur Defence after 1975 nnd i f  sc in wbich ycar. The 
Department of Defcnce Production and Supplies stated as fnllows : 



"Yes. The paint in question was ?rocwed by D G W  for Defence 
against the rcqwrements of Vehicle Factory. Jabalpr,  as indi- 
cated below : 

,Modi Indust, les 183 4',Ooo litrcs in 20 Rc. 9.80 j x r  litrc " 
J t .  25-1-79 l h e  packing 

I .I 50 Enquired whether the Defcnct: authorities were barred from 
~naking purchases on the basis of the rate contracts of DGS6iD. Thc De- 
partment of Defence Production and Supplics stated as under : 

"Ollicers in the Defence Organisatio~~ desigmtcd as Direct Demnnd- 
ing Officers are empowered to makc purchases an the basis of 
DGS&D rate contracts. It may, ~ < J \ V C V C ~ ,  be stated that for 
items which are exclusive to Defence, there are no DGS&D rrttc 
contracts." 

1.15 I .  According to Audit Paragraph. ihc main reasons for not placing 
orders i : ~ i  c!l: blished suppliers were ascribed by the Departmcnt of k fcnce  
Supplies to shorlage of raw materials with thcm and the apprchcnsion that 
a c l i i c r ~ n c ~  10 dtLtery schedule hy these suppli.:;; war dc~ubiful Thc Ccm- 
r.ittt:r Jcsircd !a know the basis on which it  .v>,  gathered that I he suppliers 
were facing short: e of raw materiaL md a,ll~t:r,i:cr. t . d.'i\c:) schedulc by 
them was c!onb'fu. The Department of DzT~:t~:-. Prcxluciion and Supplic4 
qtntetl as bnder : 

f 
"In the nrgotiation meeting held on 22-2-79 with 9 firms, 7 of 

thcm categorically stated that they were not in a pos;tion to 
commit definite price and delivery, schedule because of non- 
availability of raw niaterials in the market. It was true that 
the only source in the country for raw material chromium tri- 
oxde pigment viz. M:s. Goldcn Chemical. Bombay was closed 
from 1978 to mid 1979." 

1.152 Enquired a< to how the Department of Defenct Production and 
Supplies coordinated with other major purchasing agencies like D G S D  
and DGOF to enturc that it did not pay higher price than the rates charged 
by those agencies for the w n e  products at the same time. T h e  Secretary. 
Department of Defonce Production and Supplies stated, during evidence 
as follows : 

"The same item cannot be dealt with by both (DCJSB.D and DDS). 
I t  is an aberration. Thcre are two caws of this nature. I will 
send you a note on this if you want. So, there is a possibility 
of the same item being purchased at different prices and we 
are examining how we can avoid such a situation." 

1 .I53 In a subsequent note furnished aftcr evidence, the Departmenl 
d Defence Production and Supplies stated as follows : 



"The Department deals with procurement of dsvelopmental items, 
normally not dealt by DGS&D or DGOF. Hence, the question 
of coordination with them does not arise. However, in special 
instances, when it comes to the Department's attention that 
other ugencies have dzalt with same or similar stores, informa- 
tion on prices is collected from them to judge the reasonabieness 
of their prices. 

In the csqe of Paint RFII, (example I ) ,  there was, how- 
ever, some confusion as to who should deal with thz purchase; 
being the first purchase after it was made an exclusive item. 
In this case no consultation with DGS&D was made to ascertain 
previous prices. In regard to the second exampls viz. Tail 
IJnit, DGOF's price was ascertained to judge the reasonableness 
of the price finalised." 

1.154 I t  is smn from the Audit Paragraph that according to a part 
order for 2,50,000 litres of paint placed in March 1979, Firm 'AL' was 
requircd to subwit acceptabk advance samples by 31st March, 1979 and 
bulk production w a s  to commcnce from the date of approval of advance 
satnples a !  the rate of 35,000 40,000 litres per month. Firm 'AL' failed 
to submit acceptable samples till February 1980 and the supply order was 
cancelled in February 1980 without financial repercussions oq either side. 
The Committee deqircd to know as to why the order of firm 'AL' was 
cancellcd without financial repercussions. The Department of Defence Pro- 
duction and Supplies stated in a note as follows : 

"The firm could not develop the acceptable advance samples as they 
could not, get the requ~rcd qualitv cf Grccn Chrome Oxide, the 
main raw material from M's. Goldtv Chemical, Bonlbay which 
was under lockout. The firm tried to manufacture the store 
with Green Chrome Oxide from another source namely MIS. 
Sudershan which was not of the requirzd quality and ampies 
wcre, therefore, rejected. 7hc order ot: firm 'AL' ~ v ~ s  acctv- 
dingl!. cancelled without financial repcrcu~ions since it was a 
developmental failure." 

1.155 Askcd as to how the requircrncnts of the Indentor for paint were 
met from Janunry 1978 t i l l  the receipt of supplies, the Department of 
Dtfenc. Production and Supplies stated : 

"During the period 1978 to 1980. the unit requirements were met 
Ex fresh receipts which matcrialised against the demands placed 
on D G S D  prior to 1975. During this period qty. 3.W lakh 
litres materialisad and was issued. Dues out as on 1-10-80 
were maintained to thc extent of 4.7 lakh litrcs." 

1.156 The Committee asked as lo how [he rdtcb at which supply orders 
were placed during JanuarylFehruTiry, 1980 for a total quantity of 12.15 
lakh iitrcs of paint in difTennt packs cornpad  with the DGS&D rates 
prevailing during ;he same period. The Department of Defence Production 
and Supplies stated as follows : 



"No comparison of rates can be made as D G W  has not placed 
any orders during the period JanuaryIFebruary, 1980." 

1.157 Asked as to what would have been thg total cost had the pur- 
chases of paint been made through DGS&D, the Department of Defence 
Production and Supplies stated : 

"This being an exclusive item, the question of purchase through 
DtiS&D does not arise." 

1.156 In March, 1979 agother indent for 8,20,300 litres of paint was 
placed by the DOS on the DDS urging immediate procurement of this 
quantity by June, 1980. In order to cover the entire quantity of 12,26,300 
lttres (4,06,000 litres plus 8120.300 litres) supply orders were placed in 
January-February. 1980 by the Department on different f irrns  for a total 
quantity of 12.15 lakh litres of paint in different packs. Of the total re- 
quirement of 12.15 lakh litres of RFU paint. only 1.50 lakh litres were 
required lo be procured in one litre packs. By not segregating this small 
quantity of 1 litre packs, the Department has lost advantage of the cheaper 
rates offered by the firm 'AJ' in July 1978. 

1.159 The Committe:, therefore, desired to know whether responsi- 
bility had hecn tixcd for the 10s incurred due to rejecticrn of earlier 
offers. The Department of Defence Production and Supplies stated in a 
note as follows : 

"The quotations received in September, 1978 against the procure- 
ment for 12.15 lakh litres of RFU Paint were not initially 
considered in the Department since there was a mistaken im- 
pression that the subject $?ores were to be procured only from 
DGS4Y.D as a common utiliiy item. 

This was resolvcd only in December, 1978. The case was 
thereafer processed in thc Department in January 1979 and 
coverage was made as demanded after the negotiation meeting 
held on 22-2-1979." 

Other Inrcresring Poin~s 
A. Rerrcading of T y e s  

1 .I60 In March 1976 and April 1977, the DDS placed the following 
3 supply orden for retr~ading of 537 numbers of 80 x 24 tyrcs (for a 
certain imported tractor) which were beyond local repairs (BLR)  : 
--- -- - - - - - -  - - - -  - - - -- -- - . - -  
F~rm Dab: of  supply order Quiint~fy on order Tota 1 c o s t  

- .- - -  - - -- - - - - - - - 
(Numbers) Rs. 

'AZ' . . 20th Mdrch 1976 39 7 5114,1 15 
'AZ ' . 23rd Apnl 1977 100 I ,@lm 
'BA ' 27th April 1977 

--A - - - . - - -  - 
48 

- -  " - 43,600 
. -- 



Iktrmding of 497 tyres by firm 'AZ' at a total cost of Rs. 6.23 lakhs 
was completed during May 1976--0ctober 1977 and the retreaded tyres 
were sent to COD 'YY'. 

1.161 It is seen that the supply order placzd on a firm 'BA' on 27th 
April, 1977 for retreading of 40 tyres of a certain imported tractor did 
not provide any safeguard for the issue of BLR tyres to the firm by COD 
'YY'. The Committee desired to know 'as to why no safeguards were 
provided in the supply order. The Dzpartrne~t of Defence Production and 
Supplies stated as follows : 

"At the timr of placement of Supp1:r Order, the  firm 'BA' was rep+ 
ted retreader for Defence and was on Rate Contract. The 
BLR tyres were to bz issued by COD 'YY' and they had taken 
a Bank Guarantee for Rs. 50,000, which was adequate 
safeguard." 

1.162 Enquired further as to why no indemnity bond was taken from 
firni 'BAY while issuing BLR tyres to it, the Department of Defence Pro- 
duction and Supplies stated : 

"Thc 'ill R' tyres were suppiisd t o  the firm aga~nst ii bank 
gunvantee and it was, th~:.-e:k:r:, not mceshary !o take an 
indemnity bond." 

1.163 According to the Audit Paragraph retreading of 497 tyres by 
firm 'AZ' at a total cost of Rs. 6.23 lakhs. orders for which were placed 

'on i t  on 30-3-1976 and 23rd April. 1977, was completed during May 
1976-October 1977, and the retreaded tyres were qznt to COD 'YY'. 
- 1.164 I t  is further seen from the Audit Paragraph that the DDS had 
pi~intecl out in March 1978 that in view of availab;lity of adequate stock 
of ncw tyrcs, there was no need of getting the BLR tyres retreaded. The 
DOS also advised (May 1979) the DDS that 4nc: there was likelihood of 
the imported tractors being phased out i n  the near future, the order for 
retreading of tyres on firm 'BA' be cancelled. The supply order was can- 
celled in Seplcmbcr 1979 by the DDS without financial repercussion on 
either side on the ground that thz firm had failed to submit the acceptable 
bamplcs Finn 'RA' refuted the charqc of is;!\lrc 01; ii. par: tc subnw rhc 
ncccpt~blc. samples and stated in October 1979 that it had submitted 6 
rtcccptrtblc samples in October 1977 it\elf and was awaiting hulk production 
clcaranc:. In April 1982, COD 'YY' reported that 34 RLR tyres (cmt : 
RF. 0.79 lakhs) were lying with the firm cince long (nearly 6 years) and 
their condition would have deteriorated under prolonged storage and advcrw 
weather conditi~ns and that these \vn\rld b: rendered unfit for rctrcadinpr 
f ~ u r c  uw and would cause coneidmblc low to thc Stntc. Thew tyres had 
not becn rctilrncd by the firm ti l l  September 1983. 

1.165 me Committee en~uircd a% to \\hen thc Director. Ordnance 
Services {Armv Headquarters) had come to know that the imnortcd 
tmcfon were fik:lv to bc phnsed out won. The Department of Defence 
Productjot1 and Slrpplics stated ,). fnlhnr : 

2 tSS!%--S 



" ~ u r i n g - t h e  visit of the DDS to ..-.... . .in December 1982 it was 
clarified by the supplier that they W. not supply any spares 
requird for overhaul of.. . . . . . . .tractors unless India enters into 
a special agreement for providing capital repair facilities in 
India under which the foreign authorities will carry on the over- 
haul of. . . . . . . Tractors under their own arrangement in India. 
Due to the non-availability of overhaul spares ex-import in 
complete range and depth. i t  was found increasingly difficult to 
maintain the .... . .... vehcle system. Accordingly a study was 
ordered in November, 1983, to assess the feasibility of over- 
hauling the equipment as per details given below with existing 
assets of spues :- 
(a) 60. . . . .Engines 
(b) 1 SO. . . . .Vehicles less engines 

As per the recommendation of study report the overhaul of the 
cqxpment mentioned at sub-parw (a) to (c) arc not possible 
due to the non-availability of large percentage of the vital 
item lcquired for overhaul. The future prospects of receipt of 
store\ ex-import against our projections are also rcmote. 

Since the.. .vehicle syst r , I  is found to 13s nun-mainrain;~blc, 
it .was decided in April 1984 by the Ministry of Dcfence in i: 

meeting which was attended by all connected branches to 
obsoktc the equipment." 

1.166 Accordi~~g to Audit Paragraph, an expenditure of Rs. 5.90 lakhs 
on rLt1cadirq of 471 (out of 497) Rl..li tyrcs when adequate stock irf 
scrviceabic tyes was already available and the" tractors for which thc 
retreaded tyres here to be used were being phased out in the near futurc 
proved infructuous. 

1.167 Asked as to what was the necessity of going in for retreading 
of 471 BLR tyres when adequate stock of serviceable tyres was alrcadg 
available and the  tractors for which thc retreaded tyres were being used. 
were to be phased out in the near future. In a note, the Department of 
Defepce Production and Supplies intimated a< follows : 

"As a result of the provkional review carrid out on 1st June, 1975 
minus balance of 7 was revcaled after taking into account 
80 per cent beyond local repair tyres arising as asset. Thercforc. 
the requirements again* which orders on firm 'sAZ' and 'HA' 
wcrc placed in March 1976 and April 1977 were justified. 

Retreading of quantity 497 was completed during 1976-77 
and Ordnance Directorate was not aware of the phasins out 
of. . . .Tractor at that time. It was only in April 1984 that 
the decision to obsolete the tractor in question was taken on 
the recommertdations of a Study Team convened in Navembrr 
1983 to assess the feasibility and maintainability of the tractor. 
The decision to declare. . .Tractor fleet as pbsbletc ' was 



 aka in a meeting held in thc o h  of Deputy Master Generd 
of Ordnance on 9th Mgch, 1984. Minutes of the meeting wsre 
issued on 16th March, 1984. Relevant extracts of the meeting 
are reproduced below : 

"ln the final analysfs it was decided unanimously that the. . . 
Tractor fleet be declared obsolete as it is not possible to 
overhaul the engine vehicle portion or the semi-trailer consi- 
dering the aspect brought out in thz study report as well 
as those discussed in this conference. The Deputy Master 
General of Ordnance directed that the major users i.e. S&T 
Directorate be informed to initiate a case for the obsolesence 
of the . . .  Tractor and trailer. The Deputy Master 
General of Ordnance also directed Joint Director Inspection 
Vehicles (DCI) not to grant any further extension to delivery 
date of supply orders and if possible cance: the existing 
supply orders without any financial repercussion." 

Present Position 
"At present, only quantity 113 tyres in .pestion is held at 
Central Ordnance Depot, Delhi Cantt. and the remaining 
stock has been imed . . .Tractors though due to be 
phasec! out are still in mvice and will be retained tdl 1990." 

1.168 When asked whethx the firm 'BA' had since returned thc 34 
BLR tyres, the Department of Defcnce Production and Supplies stated as 
lollows : 

"The firm 'BA' have rcturncd thc RLR lyres during November 
1983[December 1983." 

1.169 The Committee desircd to know as to why timely action for 
getting back the 'BLR' tyres from firm 'BA' H a s  not taken immediately 
on cancellation of the order in September, 1979. The Department of 
Defence Production and Supplies stated a h  follows : 

"Thc supply order was cancelled in September 1979 as the firm's 
pilot sample had failcd in trials. The firm from October 1979 
onwards started representing against thc rejection of the s,iniples. 
The firm wanted to know the resons for rejection of the 
samples and indicated that they will return the tyres only after 
thc matter in rcgard to rejection is resolved. Repeated reminders 
were issued to the firm and clarifications given indicating thc 
reasons for rejection of the samples. The fum, however, ini- 
tially disputed thc grounds of rcjection. Later, through the 
personal intcrvention of the Inspector the matt:r was finally 
rtsolvcd and the firm was prevailed u p  to return the tyrcs." 

Waiverlnon~~covery of Liquidated Domagcs 
1.170 I:, is sqn from the Audit Paragraph that the totd amount of 

liquiatad. domagas mvcqM: from sup be? on account of delayed 
rif  supplies of stores in respect of 92 supply a ers placed by the DDS during 



the period 1977-78 to 1980-81 worked out to Rs. 37.83 lalchs, Of this, an 
amount of Rs. 18.78 lakhs involving 44 supply orders was waived fully by 
the DDS. Out of the balance amount of Rs, 19.05 lakhs(48 supply orders), 
a sum of Rs. 1.57 lakhs (8 per cent) only was recovered. 

1.171 Ask4 about the procedure followed for levy of liquidated 
damages, the Secretary, Jhpartment of Ddence Production and Supplies 
stated as follows : 

"Generally we follow the gidelines followed by the DGS&D. But 
our policy Bowing from that basically summarises into where 
there is delay due to circumstances beyond the control of the 
firm, the liquidated danlag~s ar: fully waived. Where the delay, 
fully or partially, is due to W s  failure but no loss or in- 
convenient: to consignee is there or can be demonstrated, the 
liquidated damages are fully waived. Where delay, fully or 
partly, iq due to firm's failure, or the consignee is not able to 
certify or demonstrate loss in monetary terms but inconvenience 
is caused. then a penalty of 10 per cent is generally-hied. 
If the-circumstances are such that this levy is considered harsh, 
then this 10 pcr cent comes down to 5 per cent. These ar t  \he 
various parameters within which the Department is functioning. 
We are thinking whether we can lay down more specific guide- 
lines f o ~  the departmental officers concerned so that the area 
of discretion can be minimised to the extent it is feasible." 

1.172 The Committee desired to know as to why liquidated damage& - 1:viable for delayed supplies are mostly either waived in full or only token 
liquidated damages leviedjrecovered without ascertaining the extent of loss 
involved from the indentoryluser instead of merely relying on a certificate 
from the stock holders. The Department of Defene Production and Supplies 
stated as follows : 

"The previous procedure hitherto followed in the Department is as 
explained below :- 

The determination of leviable LID is done in consultation 
with Integrated Finance. Though the general conditions of the 
contract provide for recovery of LiD @ 2 per c c ~ t  per month 
in respect of delayed supplizs, all that we can recover from 
the supplier, as per Law, is a reasonable compensation not 
exceeding the amount specified. Thz fact that LID clause in 
the general conditions of contract is part of evwy contract, in 
itself precludes its being treated as a genuine pratstimate of 
damnapes. The value that we can recover in cases of delays is 
only loss a d d y  sustained due to delay in supply, s~blcct  to 
a b i t  of 2 per ccnt specified in the general conditions of 
contract. 

According to the advics of Ministry of Law, actual loss 
is to be quantified in terms of money for the actual delay in 
suppks. Where the loss cannot be so quantiflbd, we cannot 
IegalIy rccovtr LID. Even then the practice of thS Department 



has been to levy token LID upto 10 per cent of leviabie L/D 
where the firms are respons~ble for the delays, even if consignees 
certify that there had been no loss or inconvenience, Guide- 
lines have since been issued vide O.M. No. 4 ( l l )  185jI)(S.l) 
dated 20-9-1985 to bring about uniformity in regard to the levy 
of liquidated damages for delayed supplies and to minimise 
areas of discretion. 

(i) D:lay in su li:s rcsult:d in mon;tary Full LID 
loss nctualp8zmonstrablLand firms w;rc 
fully responsible for th,: dclay. 

(ii) Delay in s u p p l i ~ s  r c su l t~d  in mrnetary  Full L/D for th: p:riod for which 
loss uctual/dcmonstrabl. but thc firm th,y arc: rcsponsb~bL ~ n d  r ~ m r  lr rng 
were rcsponsibl, only for par t  of thc par t  of the d d a y  wLs lxlyond thew 
delay. control. 

Th. sppvrtionmcnt of th, dJays  mukc 
b-. done ~udlcr0uslyi3nd r~comr~ l . rd .d  
by th- TC. 

(iii) D;lay in suppl i~s  r;sult;d i n  n tm . t ? ry  I,'D nt 'y h .  w I IV-d  f u l ! ~  
loss a c t u a l / d c ~ ~ . o n s t ~  bl. and entirc d.  1s.y 
was du: to circurnstanes b:yond t h . ~ r  
control. 

(iv) Mon:t.lry loss Wluj l / d i l l l ~ n s t ~ d b i .  c.in- T ~ ~ k c n  L,'D = lo?; of i .v l .  bl. L ,  L, 
not b: c:rtiti:d but ~nco,~c'-nirnc: has calculat-d for th.: p-rtod fur  vhich 
b:~n caus,d. th: h.mn r i  r ; , s p ~ , ~ s i b l .  . "  

1.173 A s k ~ d  whether it was pcxsibi,: to incorporate prcdeterinined 
liquidated damages clause in the c a x  of supply ordcrs placcd for indigenous 
i t m s  on csla5lishrd sourceb, the Dq1*11.:11:cnt of Dcienc.~ P:oduc:ion nrid 
Supplies stated as follows : 

"1 he follc?w~ng 'Lquidaicd Damage!!' Clause appears :n the gsne- 
ral conditions of the con:rx,s:~pply orders co~lci~drtd by the 
Ministry of Dcfcnce in Schcdulc 'B', nh i ch  siipu1att.d :I pr!.- 
dclermlned rate." 

9(b) "To recover from the conlraz or ns a g r x d  1iqu1Jatr.d cia1,1,i- 
p, and not by way of pcn:11.) a N I : ~  of 2 per ccnt t ~ f  t ~ , c  
price of my stores which thc coi:iractor has fdild tc* dt.liisr 
a 5  afc)resald, ior cach month or part of a month e~ccetlrnp 
15 days during which c!cli\cri of suc!i srorcz ma) bi In 
arrears." 

2. However, since the objective des~clopmelit-c~nt-prducr:~orl ,up- 
ply orders for defence stores is to establish sourccs for i:ctns kitherto iln- 
portcdjnewly developed, there art: hound to bc dclap. owing ro ch:ir:c:s ir? 
spcciticatloa idruwings effected from time to time fur improwmcnt d ring 
the p m s  of development and bulk production." 

1.174 Tba Dcprvbnent d Defence Sapplies nn&r the illhistry d 
Defeuce wm set up ln 1965 ewentLUy to achieve seIf-reLiance in the p r a  
ClttCslMt d Dettllcc qalpment and stores rqatml  by the Armed Forces. 
The CommWe find thrrf ovt of Items numbering 88,984 projected for dm e- 



llopment acd procurement through indig:nuur sonrcez, upto 31 Msrch, 1981 
supply orders tor only 47,363 items only were placed by the Department 
on indigenous mppliers. According to the Department, a large number of 
items remained outstanding for want of proprr particulars or samples. The 
Committee are unhappy to nate that percentage of the number of items 
remaining uncovered for want of proper articulars or samples in mpect 
of three Teehnicnl Committees, viz., TC (!~e-utics). TC (Vehicles) and 
TC (Engineering Stor-) was as high as 53.4 per cent, 30 per cent and 18.1. 
per cent respecti~ely. T h e  Committee recommend that the Government 
should idenfffy the bottlenecks responsible for such a high shortage in the 
placement of supply orders, particularly in respect of the items pertaining 
to the aforesaid three Technical Committees. 

1.175 'Ihe Committee note that concrete efforts for indigeni.sation on 
the defence side started only durinp: the ciosing yeam of 'sixtia', which 
according to the Department of Defence Supplies, is the real reason for 
the slov pace of indigenisation of defence equipment. The requirements 
of inspection and testing of the defence supplies are very strict d rigid, 
are stated to IN the other reaons for the slow pace of indigenlation. While 
fulty appreciating these constraints, the Commitke are not satislied that 
e+er?-thiog possible has been done to acceiersle the pace of indigenisation. 

1.176 According to the test check cmicd out b j  Ihc audit of 367 
suyplj orders placed during 1977-78 to 1980-82, defay ranging !rum over 
12 month to oier 36 months was revealcd in placing supplj orden again,! 
indents received from the u.sen. Accordi~q to the Ministry of Jkfeuce, 
it norntally take5 5 to 8 months to p r o w s  an indent for plucement d a 
supply order. I t  is a matter d deep concern that in as man) as 193 of 
these 167 wppI1) orders, the delay in finali\at~un of the suppl! orders 
nnged from w e t  2 months to over 36 muutl~r. In rpite of the fact that 
the Department of Defence Supplies has ncnt -been in existence for m r e  
than 20 ?ears, nc, worthwhile steps appcar to hate bee11 taken to shorten 
the time taken in finalisation of indents 'The Committee recommend that 
procedures should be evolted in consuttation with all concerned so that 
indent are finalised within the  \hortcst possible timc. 

1.177 Atrotlwr disrpieti~lg feature of t l ~ c   ork king of the D c p l m e n t  
of Defence Supplies is the lack of effective moniuuing of s q p ' j  orders. 
In as many a 36 su ply orders oC thc total ~ a l u e  of Rs. 8.97 c r o m  
plnced uptn luw 19&, the suppliers failed to submit samples or corn- 
mcace suppiim for over 3 gears. In some cases, where smples .*rere zecei- 
ved witkin three years, triab and apnwnl  had taken qrtiit  a long time. 
Thc Committee are not convinced by the agurneut d the Depsvtnrcnt 
that an the i l e w  were complex items which were being developed for 
the fir4t time. Dnr to such abnormal &la-w and devebpmentcll failurcu, 
orders for 3s many aq 8 o d  of 36 items imd to be cancelled. 

1.178 The Committee recammend that the existiag monltotisg pracc- 
dure should be ndeqoattlp stmamlibed BO as to make i t  man dcct ive .  
Fbaning of reqnireareats particularly in respect d hard core I t e m  should 
be done wiliriently in advance. S t e p  sbouM a h  bc taken to. redoco Uu 
time talien for men' inspection test to tbc minimum crlcnt po(*uiIe. Tht 



Committee note that several measures for improving the working of the 
Supplies Division have been formulated afler a detailed review d the 
working of the Supplies Wing in a meeting held with all the Chairmen 
of Technical Cornwittees on 31-3-1985. Prior to 31-3-1985 no comprtlien- 
sive internal review of the working of  the Supplies L)i\ision had been 
~ouducted by the Department. 

The Cornmittec recommend that in future periodic revicws of the 
Supplies Divisim should be conducted by the Deparl'ment nit11 a view to 
streamliniuy the purchase procedure so \hat unnecessary delsys at all stages 
could be obviated. 

1.179 The Committee note that !ill December, 1982, filsancial ~ss is -  
tance by way of development advances, tooling advances ~ n d  'on ~ccount' 
payments tor purchase of raw materials, w m  extended to i~~uigenous 
suppliersifirins, unc! in this manner the Government wns sharing with the 
manufactures the cost of development. 'Thc Committee note that as on 
5th October, 1981, unadjusted advance(; anlounling to Rs. 8 ?6 c~ore5 
in respect of 67 supply orders had accumul::teci owing to faillwe of the 
h i s  to develop the prototypes or to  cornpiefc the supplies. According to 
the IJDS the nnmunt outstanding against 28 firnis as 011 29th Scplentbcr, 
1983 was Rs. 1,566 crores. Faced with such a large amount remaining 
unrecovercd, rhe DDS decided in Dercrcb:.~, 1982 not to p a -  nng 'on 
uccount' pyments or advances in its future contr:~ct$ save in esccptiond 
caws to be approved by the Raksha Mantri. 

1.180 The Committee feel that etTecti~c develolment of litcal iadurtr! 
k essential for meeting the requirements of the Defence Forces and fur 
that reason all p d b l e  assistance is very necessan for creating shills and 
quality consciorlsness. The Comnlittec conrider that rhc \irtual stopping 
of the practice of :.ranting 'on acomt' paymenb or ~ri~.anc,es in Ikccmbrr 
1982, Govcnment have virtually dixorrtinued tor 311 pn~cticnl purposes 
the principle of sharing with the manufacturer the cost of de\elopment. 
It is not unliliclv chat rnanufacturrn may not show. much iutcrcct iv\ 
effectively executing developmcnt~l order\. T l ~ c  Sccrcfary of tlrc Dcpartlwnt 
assurcd the Committee durfng evidence that t l .e>,  ~verr cxaminin~ varinus 
pms aad cons in this regard. The CornniIt:cc desire that uiitnbic rnttcl~lmimr 
which m y  lx helpful for effedive and cilrlj- execution of thc dcscloprnen. 
Id w p p h  ordars, should be cvohed without delay.% 

1.181 T h e  Committee find that nnt o f  the nd\s: cc.. on Iccount of 
Payment of Rr 1.566 crorcc out~tmding neaimt 28 firm\ a< on 2 9  Sc,~tcn~- 
bir. 1983, vrm o' RF. 47.57 I n h  wn\ not mvcrcd b\ Rnnh C.abtr:i~itw 
and reco\cry of snch adlances h m e  difl;c4t t.1 thc abceticc of Rn\ 
.Meguardr ?'he C o d t t u  trust that while workiry! nvr Ihc acclm r i m  
for sharirrg thc developmental co\t with thc mant~factunrn n\ ttconlrnin- 
ded in the prcctdlng patagmph, suitable safr;lunrd\ for wcoscr? of 
advances in the cwnt of faitare or canrctl ttim of the wnph ordcrz will 
also k provided. 

1.102 The Committee would Uke t s  draw attention to o supph order 
plrcrd on firm 'A' fa 2Wm low deck bailers at a cmt of Rs. 1.05 



crores 'Ihc fi:m, which WE$ re uircd to submit \he ilot fin'l~liple withln 
the scheduled dtlhfry  b t e  i.e. By 31-5-1971, act" $ y sobmi*d it on 
13-7-1977 and this was later found to be unacceptable. Even the modilied 
snmple subdttcd in March 1978 w a s  found to he not free from defects 
of serious naturr. The Committee are cancerncd to note that hspitu ot 
the repcated failure of the firm to develop a satisfactory sample even 
within a period of more than 3 years, the Department ftded f o  cancel 
the contmct rrl the rhk and cost of the firm immediately after March, 
1978, when the modified sample was f u ~ ~ n d  to be defective. While the 
Committee enlirely supports the policy of giving every assistance, 'en- 
couragement and support to those who undertake to produce defence 
equipmenl. the Co~arnittee are oE the view that the reasons advanced by 
the Department for not t a n g  a stricter nction in not aclually cmnceUing 
the order nfter the unsuccesdul user trials because of the subsequent in- 
teret  ,shown b~ the firm to execute the order, ;Ire ~ * o t  ~vholly convincing. 

1.183 In 1980 the matter regarding cancellation of the order bv the 
Deprt-,reu wn., examined in conwltation with the I~g:11 Advisor (Defence) 
who r~pined l1;31 since the contract had heen kept nlhr nfter the 
drliver.,. pe~iotl .  i t  would not be possible to naccl  fhc Contmd at that stogc 
without giving: further notice-cumextensio,~ for snbmission of pi!n! sample. 
According to the Audit Paragraph thc sng:)ly ordcr hnd not hecn caucol!cd 
till as late (1s September, 1983. According to the Department. the Snpply 
Order was finally cancened at the risk m d  cost of Ihc fim. The Committee 
consider that in this CRW excessively gencrow: view bns becn taken of 
the continlied failure 6f the sapplying firm. 

1.184 A disquieting feature of the  foresa said supply order on firm 
'A' is that a sum of Rs. 13.80 lakhs paid tr, the firm in June 1976 and 
February 1977, for pnrchdse of raw mottrials, without any tank Fan- 
rantee as not bcerr recovered so far. I t  Is ourprisiny: that the tast innlal- 
melit 01 nil.r:?nce of R\. 3.35.684 - wm paid to the firm in Fehrunry, 1977, 
inspite of the fact thnt the firm had failed ,to snhmit the w r r ~ y l c  within 
the scheduled delivery date of 31 Mag. 1975. The Committee have been 
informed by thc DDS that the matter tor recoverv of advance of Rs. 13.80 
Iakhs has been referred to Bureau of Puldic El~trrprises on 29-6-1984. 
It has been stated that the Minisfry d R a i l r r q ~  h31.e wifhhcM en ol~ucunt 
ot Rs. 13.80 lakhs, +ich wal be nleaszrl mly after the advance pa.vmal 
received hy firm '.4' is refnnded to thc Mlnislry d Defence. ?'he Can)- 
mittee would like to know the West po&ion *out thc m v c n  of this 
smount of Hs 13.M hkhq as also the recovcry of risk and ca.1 cxlwn- 
s t s  from the firm. 

1.185 The Committee note that in the caws faibrc on the part ,d 
the lkaur!mcnt c 4  Defence Slrpplicr to enforce tbc contmct coaditbnc 
rqmJing cnncrhtion d contmct and to effect ti& m ~ d  cwt p(uyJme 
within 6 months of the date of hnacli nl contmct, wwllcd in an Snhuc- 
taoori additfnnrrl expeditrrre of Rri. 10 91 kkhs ns w d l n g  purchase d 
Amn:rrnitin how+ and T r a k  irgm Fiiyhting AccorILUnc to the Ministry 
d Ikfmce,  in thr case of purchase of ~tmmunition boxes. the legal otlvkc 
was that temuse of the a h n d  increase in the colt of mw matcrhtl hv 
Covea#~cnt actian, 1arposdbiIit-c. d porfmrnlna the caohcset had oarur- 
rZd under fhc Contract Act rad as such no *alM rkrlr prndmff mkl be 



made. Shilarly in the case of Trailer lire fighting, non-availability of 
engine from the single approved source, due t:) .ucL out in their premises, 
was accepted ;rs a case of impossibility of performance by the Legal Ad- 
viser. Iiowevcr, when a second legal opinion was obtained in the case for 
the purchase of trailer fire fqhting, the Legal Adviser (Defence) advised 
on 7-8-1984 that general damages should be claimed from the defaulting 
firm on the brsis of the market rnte on or abwl  the dale of the breach. 
Conscquently, a claim of Rs. 4,57,329.60 wrw raixd against the default- 
ing firm. It would appear the first legal advice was given without adjudi- 
cious ~ppraisal of all the connected facts. The Comn~itter would like 
to known the late$t psition about the realisation of the claim for gened  
da'mges nmounfing to Rs. 4,57,329.60. 

1.186 Thc Department of Defence S~pplies, which is mainly concern- 
ed with devvlopment of items in the privnte sector claims that the) are 
faced with mnny clifficulties in effecting valid risk purchase. The Depan- 
ment has set up a Committee under fllc Chimanship of thc Legal Ad- 
v i w r  (Defence) to review the procedure in regard to thc, r i ~ k  purchase. If 
this Committee has sumhitted its recommcndationr the Public Accounts 
Committee would advise that if tQe5e recommendations are acceptable, 
they sl~ould be made generally known in the Departowat. . . . . . 

1.187 The Chmi t t ee  note that a g a h t  the Naq's requirements for 
indigenous development of high pressure air compresmrs. supply order 
for developmtnt and manufacture ot 25 number of portable air compres- 
sors at a total cos4 of Rs. 26.25 lnkhs was placed by the Deprbnent of 
Defence Supplies on firm 'R' in Septernbcr 1977. The firn1 was required, 
in the find instance, to manufacture 2 prr)totype complete wit11 indigcnonq 
comwnents and materials for test and trisls. The remair~ir~g 23 numbers 
werc to be supplied after issue of bulk prorluctidn clearance based on 
salistactorv pr~formance of the protofqw. On 25th hlarch, 1979, the 
firm submitted the prototypes. They werc found on inspection to k dtrtec- 
five. Aftcr rcc(ifying: the defects the prutol!pes were rest~bmitted hy thc 
firm in October. 1979. The bulk production clearance was given iu Nov- 
ember, 1979, without testing tbe rectified prototype;. The Depwtmnt 
have admitted that the zmnt of Bulk Production c l e w m e  even before 
carrying out the users trails were carried net was not prudent on the  art 
d the concerned officers of the Directornte of Production and lmpection 
(Navy). I.ater when these prototypes werc put to triak, the Dircctornle 
of Production and Inspection (Naval) poii~ted out in April, 1980 that the 
firm hnd used imported components (refrievcd w t  of the old imported 
compressors Iv iq  with it) instead of indigenom one% Cunseqwntly the 
buUc production clearnnce accorded in November. 1979 without p+r 
verikation waq withdrawn m d  the firm was ssked to prepare a dctdkd 
srf of revised r n a n a f n c t ~  &s~'dreninp?i  for apprnvnl bv Ibe  inspec- 
tion authorities and to produce two fresh pmtot.vpes using ind&r1om 
materiab!companents. 

1,188 The Committee are constrained to observe that the insycctioa 
rtaff had no rxcusc for ncd complyi.ng witb the obvkm norms of inspec- 
tim and ~cccpLing the equipmt  only on visual inspection in rtsrrcct d 
an d u r  whick r e b i d  in dewlapntcnfal prndrrctlon. Thk ic n sctiOII 
7M186-7 



faanre and the FIinistry should take appropriate disdplinary acUon 
against those responsible. 

1.189 13y no stretch of imagination can it be held that it was only a 
case of procedural and conceptual tecllnicnl Jnpse on the part of the Ins- 
pecting Ofticers. The Committee are unabie to agree with tile findings of 
the Board of Jmestigation. The Comn~iticbe would like thc Departmat to 
review the matter and take more sternaction so that ~ u c h  lapses rsmy not 
recur in futurc. 

1.190 The Committee note that out of a supply order for procure- 
ment of 230 gerrerating sets of 2KVA canacity a t  the total cost of Rs. 27.25 
lakhs, placed on firm 5' in Allgust, 1975, tho firm supplied only 192 sets 
during June. 3978-5eptcmber 1980 and failed to mnkc further supplies 
thereafter despitr grant of extension upto 30 September. 1981. In Dee- 
ember. 1981, the Depa.rfment short-closcd the order at t l ~ c  risk and cost 
of the def~uiti~lp firm. The risk purchase could not be effected as the 
users wanted the remaining sets with lhc revised specification. The' Com- 
mittee further note that 25 sets costing Rs. 2.96 lakhs out of the 192 
generating sets, were found to be defkt3vo thoagh in rcpairablc cadi- 
tbn .  It is a matter d serious concern thnt these 25 generating sets rcceiv- 
ed early in 1980 should not have beer1 put to nny use as they could not 
he got rel)nirrd till September, 1983. The Committee can o d y  w ~ o r d  
their clissatisfnction and displeasnre. 

1.191 The Committee note that thc Department of Defence Sapplies 
issued on 29 Jur,e, 1979 a singlc tender enquiry to :irn~ "I' for supply of 
anc Iakh shclts of an ammnnition '2.4'. I h e  finn 'T' quoted on 3 Jdv,  
1979 the rate of Rs. 498 per shell for the entire quantity of one iakh &tlb 
with its own moleri~ls. On 6 Jr~ly. 1979. finn. T intim:ltccl that if raw 
materials for 50,000 shells were supplied h~ the Ordrutnce Fwctory the 
cost thereof cc~uld be reduced. The Department failed to pCact mv ordcr 
on firm 'T' befo~c evpiry of the validit! date ( . i l  J ~ l v  1979) of 3 s  edfer 
According to the Department. the order conM not he placed hefore the 
expiry of the wliditv datc of 31 July, 1979 I w a ~ ~ s c  prima facie the offer 
of the firm of Rs. 498 per shell appertrc:l to ltc on the high hide cornpar- 
ed to the dewropmental order of Rs. 330 per s!~ell placed an 28 Pchrunrv, 
1979. Besidee this, certain c~nditions li!;e dcmand for 10 per cent add 
vance etc. needed fo be thrashed out. 

F ~ I B  'r ~ w i w d  on 9 Aupst. 1979 its qwtatim from Rs. 491J to 
Rs. 596 per &hell on the plea that it had crred in cal(.rrl~ting the originnl 
rate At the meeting held In DDS on 17 \aguct 1979, it was deddcd 
that R quantilp of 25,000 shek wauld he mvcred nt RI. 540 per &dl 
with escalation clausc. Accordinglv, on 10 December 1979, the DDS 
placed a supply order on firm T for 23.000 shells st the enhanced mte 
of Rs. 540 prr sheU. 

Strangely enough 4 separate supplv crderu for the bahnce quantity of 
735,000 shell5 Herr placed in Mnv and Junc 1980 nn k u r  Anns T. 'U', 
'V' & 'U* at the rate of Rs. 615, RP 610, RI (il0 & Rs. 615 per shell r e s  
pcctivcly. While firm ?'completed detiverv of 25 0 0  chefis ag4mst ssp- 



ply order of December 1979 by March 1981 n~rd supplied 2,682 shells 
upto Septemker 1982 against the supply ordcr of May 1980, firms 'U', 
'V' and 'W' failed to  adhere lo the delivery schedule prescribed in the 
blipply orders piuced on them According to the Department, 
sepurute .uppl> urderl were placed on firm 'T and 'U', 'V' ant1 'W' 
with a biew to developiug additional soulces to meet anticipated recurring 
large demands in future. The Comn~ittee cfinsider it as  only a partially 
valid argument. Failure on the part of the Deparhnent to place a subs- 
tantially large supply order on firm 'T' before the expiry of the validity 
period resulted in a large additional evpc~icfiture in procuring supplies U 
months later. The Conunittees are of the vic that if the order for addi- 
tional 75,000 shells was also placed on firm "1' d o n g ~ i t h  the order fnr 
25,000 sliells placed on 10 December, L979 at thc rate of HI. 540 per 
shell, q u ~ t e  n lot of infnrctuou\ expendit1:re would have been saved, 

1.192 Similarlt in anotlrer case, tlelas in placing order for the pro 
curement of 16,3?0 tail units ~equired to put 3 large amount of ammuni- 
tion 'ZB' from repairable to serviceable condition, on the est:~blished 
supplier firm 'I,' resulted in an t o idab le  udditional expenditure of 
Rs. 4.25 lakhs, Initislly, the Depnr!ml?ot placed in Dcccmber. 1977 
supply order for 23,185 tail units erch on films 'X' and '1" inqdte of 
the observ:~tion made by the Technical Co~rrnittee (Armarirenr Stores) 
tlrtlt the firms were inexlwrienced an(! lacked tire capacit!, to underiake 
manufacture of the stores. According to the Department the orders an 
these Iirms were placed since the firms had  show!^ confidence to develop 
and rnanufacrurc these item, and had nlso quoted t l ~ e  lowest price of 
Rs. 6.95 cat.;,. As the fims 'S' nnd 'E" failed to dc-tclol) acceptable 
samples, i t  was decided to cancel the orders on them. Mere price 
advnniage oll'vrerl by the concerned tir~ns whcn there was doubt about in 
their own conrpctence ought not to hair: been accepted a h  suflicieui iusti- 
fication for placing order on the firnrs in the face of I'ecbnicai Cnm- 
mittee's clearly expressed opinion a h w t  tlieir in-competence. 

1.193 On cancellutiorr of tltc order\ lo* tail unit\ on firm\ 'S' and 'k' 
the l'ecl~nicnl' Committee decided in dune 1978 to placc cn order for 
entire quantity on an establid~ed firm 'Z' 'L'lie linu had agreed in June. 
1978 to accept ,he c~tdcr for 93.370 fiuntberk at the ratc of Rs. 8.50 
and requts t~d  t h ~  L)epnrtn~cnt to iswc :I letter of interrt imnediatel) fn 
euable it to commence planning and prcmreiuerit of rat+ mpterials. 
According to rhc 1)epartment no lettcr of intent could then be hsuedl 
as there was a considerable quantitj on order on the f i m ~  and there was 
also a deliberail: deciqion to doc lop  nn J t e r n n t i ~ c  sourcr. Thc former 
ntgt~ment i\ :)I\ Ihc tnce of it unjwtifiable u\ on atclnpt had been made 
to ascertain (tic f i r n ~ ' ~  capacitj wl~iiv the latter argument uuulcl hate  
had force if the! hnc! dreadj  diwor rbrt,d an! wi(able firm willing 1,) 
rmdertukc the task. 'The delay in plucin:.-order for the full quantit? only 
resulted i n  a higher price Ilabiag to he paid. The ('onrmittee take a sery 
serlom \iebr of the entire tranactiorr. 

1 l U 4  'I hc ( orn'mittee observe tltat f o ~  clc~elupme~r~ ot otldi~itmal 
sources of rupph uf mahay equipment the hlinistr! of 'I rawport ( D ( p w -  
ment of Rnil1tny.s-Rdkvnj Board) f o h n  thc :)sfem of placement of 



edwtiunaljdevclopmental orders at a preferential p ice  on .Jew entre- 
preneurs besiclltrs placing order for the m j u r  portion of supplies on estab- 
W e d  suppliers. The Committee commeud the system tollowed by the 
Minisly of ?ransport (Deptment  of Hnilwiys) fo raccrtptance by &he 
Department of Defence Supplies. 

1.195 I11 jet another case, for the procurement oY plant dry air 
charging sets, the non-acceptance of firm "AC's" offer of Hs. 1.39 laklrs 
per set within the validity period resulied i r ~  air extra expenditurn of 
Hs. 1.68 lakhs on procurement of 13 sets out of 31. According to Audit, 
fum ",4L'J" c d k r  o1 Hs. 1.39 lakhs was kept ope11 upro 25 June 1YXO. 
In the meantime, requirement for the ccpipment #as irtcre~wd in May 
19M to 31 sets. The DDS failed to place supplj order on the lirm bcfore 
tlre validity period. Firm "AC" revised tile price of the equipment to 
Rs. 1.711 iakhs per set and also extecdetl tho validi* of its ofi'er upto 
July 1986. Finally a supply order for 31. scts was placed on l l ~ e  firm 
on 4 September, I Y S O  at the rate of Rs. 1.52 lakb. 

1.196 The Committee note that the Depurtme~t of Uefcncc Supplies 
placed in Octoher, 1978 after the cjucaiorr of price negotiations was 
discoEsed in a meeting in December 1977, two suppl~ orders one on a 
private firm 'AD' and the other on a public sector undertaking 'AE' for 
development and supply of 50,000 shelb each at the rate of Rs. 324 and 
Rs. 356 per sliell, respectheb. Tlrese shells were required for pro- 
ducing a particular tjpe d ammunition 'ZC' in the Ordtinncc Fncloriw 
According to fhe Department, althoogl~ a nleetin;: for price negotiation 
~1019 held in December, 1977 to placo an order on firm 'D', thc order 
could 11ut he placed immcdbteiy on them in ~ i e w  of their clitical fini~nrial 
position. 

1..197 Bcl!: the firms .'AD' and 'AE' uere- required to complete 
delivery of the sliells b j  the middle of 198i). Both the firms failed Lo 
submit defect-free samples in time-.firm 'AD' "subrnitted the samples in 
time--firm 'AD' submitted the rmnples at the clid o: one ?ear and se\en 
months, while firm 'AE' did so bj. about 2 years. Bulk production clea- 
rance was granted only on 12 December. 1980 lo  firms 'AD' :and on 
29 October, i980 to firm 'At.:'. There was abnormal delay on the part 
of firms 'AD' and 'AE' in making tltr supiriy uE shells in :IS much as 
firm 'AD' supplieil wily 20,186 oui of 50,000 shells so far and firm 'AE' 
could snpph 33,208 shells by March 1333. It is surprising thet inspile 
of s w h  an inordinate d e i a ~  on the par) of these firms, enlinncernent of 
price per shell was sanctioned for both the lirins, 'AD' from Rs. 324 to 
Rs. 533 and 'AJ?' from Rs. 365 to Rs. 565. The Committee do not find 
any justiliclt~cm for agreeing to  ruch a deneraus increme in Ittrtli the 
caws. 

1.198 In !el almthre caw the Cornmitee find that (no supply ordeis 
for 1.34 trailers (ui<bout panels) were plnccd by the Dcp:~rtnrent in Juij 
1979 on two firms 'AF' and 'AG' for 34 and 100 trailers, resl;ectivcly, 
Thebe trailers were required for moucliiig pterating sets. Tlrr Inspeclo- 
rate of Vcfliclcs fl\'cnh-7~nc) from whom the capacitv of firm ' A F  bas 
ascertained had reporfed that the firm had only limited capacity with 
regard !9 mnnufsdure, and its financial rwurces wcre also limited. 



The I ~ ~ s p c t o r a t e  had further stated that the firm "AF" ucould not be 
able to give more than 5 trailers per month. The Committee me there- 
fore surprised to find that an order fcw 3.4 trailers was placed on the firq 
for delivery nt the rate of 8-10 numbers pcr month. The firm could 
supply on13 20 trailers after grant of 3 exten- 
sions till 31st December, 1982. Firm 'AC' completed the supply order 
@~ccrl on it ~ l i th in  the extended date of  may, 1981. Similarly in order to 
procure gcncratbg sets for mounting on t l ~ c  trailers to be supylicd by the 
firms 'AF' and 'AG', the Dcpartmnt placed tile supply orders in ho\em- 
ber and December 1979--one on firm '411' for 145 gner;~ting sets m d  
u ~ e  other 011 l r ~ m  'LIP tor 5U sets. The trailer, were lo be supplied to thew 
Crm\ by the L)epartment. The del ive~j  of generating sets mounted on 
trailer\ n s s  to commence after tuo months b j  fuio 'A11' and after 3 or 
4 mooths b j  firm 'AI' depending on the receipt of trailer\ As there were 
]rot sufficient trailc~s, h r e  wa\ some clelaj in supplying then1 to the firms 
AH and A1 nilli the result that thej codil not complete tlrc supplies. 
The delay in issuing the trailers resulted in a delaj of more than a jear 
in con~plsiiug the orders. Conseq~wn:lj both these firm\ claimed price 
escnlatioa to the extent of Us. 22 24 IakI16 in tenm of the price !aria- 
tion clause It is obrious that the Department should ha\e taken care 
to ensure that the atailability of generating set\ on the one h m d  and d 
trailers on the other coincided as i t  is t h i ~  one failure which resulted 
in tl large avoidable expenditure 

1.199 The Committee note that an indci~t tias plnrrd I I ~  Director oi 
Ordnance Servicts on the Department of Defer~re Suppiics in Frhiuar!, 
1078 frtr p w c w  r n ~ r i t  ( i f  4,06,0tK) l i t re  of paint 'IIF C: in 3 different 
packiag viz. 20 litrc clrum5, 5 litre liacks and 1 litre pa&. Although 
the paii~t was urgeutly required by the DOS iluring Jurir, 1473 to 
Decemkr 197:;, n part orden for 2,50,000 litrcs of paint in 3 difEerent 
packs was 111:1ced by the Depzutment in %::ri.ci~, 1979 on firm 'AL' at 
the ratcs of Its 8.80 per litrc for 20 litre drums, Rs. 10.08 per litre 
for 5 litre p:~chrl and Rs. 12.00 for 1 lilre pcli .  Strangely enough no 
orders were placed on fir~n 'A,\', which had quoted thc lowest rate of 
Rs. #.SO per litre for 20 litre drums m t l  Rs. 10 per lifre for 5 litre packs. 
Firm '.AL' was reqr~ircd to submit acccptablc advance samplw by 31st 
Murch. 1979. I he suppl? order on firw 'hi.' \ \ it \  c:inccllcd in February. 
1980 without fi~:ancial reperccls\ions oa eilhw side, a h  the firm failed 
to nubinit acccl~t:lbk \amples till that perioc!. The iten1 was already 
being proc~rrctl by the DCS&D through established indigenous sources 
on rate contracL 

1.200 S~~lisequently, in March 1979. Director of Ordnance Sen iccs 
placed on DDIi another indent for 8.10.300 litres of paint requiring 
irlmutdiftte procurement of this qunatilf by June, 1980. A\ a result 
of [he fresh tender enquiries floated in , \ ug~~s t ,  1979, the Department 
of Defence Supplies placed 9 supph ordcri i r ~  .lanuat\.-Februaq, 1980, 
on different hrm\ lor a toGI quantit! nf Rs. 12.15 IuLhs litrcs of paint 
in cflfiercnt prick\ ut the rntc of Rs. 12  91 to 'Hs. 13.50 per titre for 20 
litre drums Ra 15.10 to Rs. 15.30 per 'itrc for 5 Litre packs and Rs 16.75 
to Rs. 17.00 for 1 litre ack. According to the Department, the w in t  
in question HRS proc~~red  \ v DGSkn for Defence Department at the rates 



of Rs. 9.40 to Ks. 9.80 per litre in 20 litm packing againet the ~ d s a ~  
placed on 25-1-1979. The Committee are not sativfied with tha, exylaaaw 
tion of the Department that there was somc? confueion as t o  wha skovlkl 
deal with the purchase, being the first purclinsc d te r  it was made an 
exdusi~e defence item. The Comntittec regret that failure of the Defence 
Department lo hold consultation with DGSLO before placing the or&r 
Icd to aboidahlc loss to the Deparl'iiient. If 4,06,000 litme of paint i m h -  
ted in F e b r u q  1978 had k e n  procured tl~rough the established wucce 
supph, it would have cwt Rs. 40.84 hkl~s ,  as against the cost of 
Rs. 59.17 Ixklis, under the suppl! orders pltrccd in January-Felwary 
1980. 'TLe Committee desire that the responsibility for the lapses be 
fixed and uction taken against the defaulters I'lw Committee also re- 
comntcntl that procurement action in reqwct of common utilit3 itoms 
should in fultire as f i u  as possible, if not irrrnrinblj be tnkvn in consuh- 
tiou and coordination with the DGSS.1) and other concerned agencies. 

1.201 'l'lie Committee note that 4!)7 number of tyre?i 1iLR (for im- 
porbd tractor:) Lieyond local repair tvbre got retreaded by a firm 'AZ' 
during Mas 197LOctober ,  19775t a tufa1 cttsf trf Ks. 6.23 Iiikhs. These 
t,res were got retreadcd inspitc of the fact thai an aclqunle stock d 
new tjrcs IWS :;!ready available itad the intported traciors in question 
w r e  likelj 10  bc p h a d  out in the nenr fliture. Thc Committee note 
with surlwbe that retreading of 497 l!rm -.\as compkled during  may 
1976. October. 1972 and the Ordnance Dtc. \tar not aware of the purchm- 
ing out of the tractor at that time. It \ta< onl!. in April. I984 that the 
decision to clcciare the tractors in cpehlicil~ ubcolete wau laken. 'me 
incorrectnca of the decision to get thew ryes retreaded is further corro- 
borated by tho fact th~.t till March, 1983, ou of the 407 rettradad 
tyrcs, onlj 26 bad been issued to user mils. 370 hod bccn tranbierrcd 
to two other ordnance dcpo:s uncl 101 held ir. \ I w k .  Fven st present, 8s 
m y  as 113 are these retreaded tjrrs :Ire held'iii stock a1 Central Ord- 
nance Depot. 'Ilrc Commi:lcr are di\;r.%scrl !o noie that an expenditure 
of Rs. 5.90 IaAiis on rctreadir~g of 471 oi1t (11. 197 tycs  when adcquate 
stock of ser~iceahle t?ws was already a~nilahie and the tracttrrs'for which 
the relreaded tyes were to be used. v e t h  being plmsed out in the near 
future, has proled infructuoos. l'hc Com~nittcc cowider it to be yet 
mother instancc of conqdelc lack of planrrin:: rocrrdinafiun und foresight 
on the part cff the Ilepilrtn~ent. ~ h i c l t  has rcsulted in nvoidablr loss to 
the Government. 

1.202 The Committee find that an amcwnt of Rs, 37.133 lakhs was 
recoverable as liquidat4 damages front w)pIicrs of sfore\ in respect of 
92 ~ ~ p p l g  orders placed by the Departmort during the period 1977-78 
to 1980-81. Of t h i \ ,  a n  amount of Rs lR.78 laklrs invol*.ing 44 supply 
orders wa\ h ~ i v t d  fuI!\. by the Dep~itmw)t Out of the hal~nce utnm:11 
of Rs. 19.05 lakhs. only 8 snm of Rq. 1.57 lnkhs was recovered. ThC 
Committee trust that incorporation of :r tiqtlidarcd damages clause in 
the supply contracts is mc:tnt for enwring timel+v execution of tlie 
ccntracts and guard egainst the propen4ty far delay 'Thouglc the 
Committee agrcc that in developmenl-tam-production supply orders, the 
strict enforcemnf of this clarlw may not to come extent bc posdbla but 
they feel that the very purpose of this clause i\ defeated if the wppUers 



know from their past experience Chnl such damages would finally be 
waived. Further, the use of free and uncontrolled fliscretioa by the 
concerned oflicers with regard to tllc waivi~lg of liquidated damages may 
lead to its misuse. The Committee recommend nhnt cwprrllensive guide- 
lines for thc concerned departmencd ollicers should Cc: iwued so that .* this - 
discrelion is -8erg judiciously exercised. T h e  Con~mittee note that some 
guidelines \\ere issued on 20-9-1985 to trilig about uniformity in regard 
to the levy of liquidated damages for dehyeJ supplies and lo minimise 
areas of discrefion. l h e  Committee recornnlcnd that the question of 
further revamping tticge guidelines should Iw periodically reviewed. 

1.203 From lhe facts mentioned above, the Committee have reacreihd 
the tirrn coilcfusion that the Deptt. of Defence Supplies, which was 
created in 1065 for the purpose of indigcrtisation, detelopment and pro- 
duction of inrprted defence items a;d to achieve self-reliance in the 
procurement of defence equipment and stores required by thc Armed 
Forces ha5 not lwcn able to achieve what w;t5 expected of ihcm. Despite 
the fact f h ~ t  the Department has been functio~tinl: for the pmt twenty 
years, it does not appear vet to h a w  cuccc4ed in cstablisl~ing mnnp 
reliable produrcrs of defence stores and eqliipmei:ts pari passu with the  
industrial dcvclopment of the country. The failure is the more dis- 
appointing in as much as Government rlppziirs: lo have followed a liberal 
policy with r c p r d  to devclopme~it expf:nws. Tlw Committee trust that 
the Department will examine the various wggesiions made in the fore- 
going paragraphs designed to improvc its ncwkirtg. The Committee re- 
corr~mend that Covemrnent should appoint LI I l i g h  I.erel Cormtittee to 
go into tfic cntire question of indigeniwticm rncl p~oduction ef defence 
stores in the country. 
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APPENDIX I 

Audit Paragraph 

1.1 The Depirtnwnt of Defence Supplies (DD.;) n a s  sct up undcr thc 
~Mir?~stry :jf 1)cfr:ncc in No\iernber 6 t I ocif'-~~:'li:t~icc in the 
procurement o!" Ddtnc'c equipment and stores rrquircd 51; thc P l~med  
Fo:c:s. TI12 !?DS deala with indigenisation. dcve!~>pnicn! and y rod~ ic~ ion  
of  rinpnrted items. new items developed by l k f e n c e  Research and Develop- 
nlcnt Orpanisation and components. sub-assemblies and nswmbi;cs re.quired 
to w?plcment the production in the Defence Production Unrrs. Ten Tcchni- 
cal Cnmmittecs for various disciplines of stores consisling of rt.prcscnt?t' r IVZS 
of users. inspectors, Authorities Holdin_e Scalcc! Pitrticu1;tr~ (AHSP) and 
Finance ; t imii t \ .  development of sources for the items For inJi_cenisation. A 
Central Tcchn ia l  Curnm:ttee headed by the A r l d ~ t i o n ~ l  Sccretnrv (1)cfcnce 
Supplies> review and oversees the work of various Tcchnical Cntnmirtees. 

T a ~ g c t s  for placement of  ordcrs during the bear are fixed baicd on the 
likely ouantum ot worrc ~ n d  their capacity T ~ P  tot31 numbcr of i t c m  pro- 
jectcd for development 5y  the Tcchnical Con~mit tce \ ,  , ~ t  !hr. hcgitining of 
eacii \ear.  after ~ r l r ~ ~ t i f ~ c a l i o n  and the nmnb:r v F  itcm, cmered by wpply 

ort icn up  to  31st March 1981 for each of the di\cipli:lcs are given in the 

I. TC (A-ronautics Stores) 
:! TC (G m r a  I S tor~z )  
3 TC W. hiclez) 
4 7C (Meoical Stnrcz) 
C TC (El ctronicEl xctrica I Stor:\) 
6 TC (Vphicl: Stor-s) 
7. TV (Armanent Storcz) . 
R. TC (Enginerring Storcz) 
9. TC (Marine Stores) . 
10. TC (I'ank Spar,=s) (Data not 

made avallabie) 

Total . - 

hlumb-r nf 
iten?\ f o r  

u hich cupply 
order< w< re 
p1ao.d upto 
31-3-1983 

- - 
1 ,'95 

208 
69 5 
73 3 

3.1183 
17.304 
3.491 
?,417 

17,9" 

. . 



There was an nvetall shortfall of about 4G per ccnt in the placement 
of supply orders. According t c  the Dm, a large number of items remained 
outstanding for want 3t proper particulars or sa~nplcs. A\ alzainst supply 
nrder for total valur: of Rs. 241.54 crorcs placed during 1377-?& to 
1980-81, the actual supplies received were for RF. 190.60 rrores as shown 
helow : - -- - - - -- - -- -- 

Total amount Total value 
of supply of suppli:s 
o r d i r ~  plrc d r ~ c e ~ v ,  d 

A test .-heck of supply order (467 numbers)  laced duritw. 1977-78 to 
19SO-31 rcvr'aled the following : 
lntlents 

1.2 Indc~t . ;  irom ,r;crr; for procurement of  stores are receivcd by the 
T'echnical C':)mmittces of the rcspcctivc disciplkes. who Ilcat the tcnders 
and proxsq thrln up to finality. Each Technicc~l Conimittee main!siw a 
Regi5ter of Indents to indicate the date on which each indent was received, 
but i t  did not indicate 111 :ill  cases ~ h c t h c r  supplv order were placed against 
all such indcnts, n c l , ~ ?  r:inginq from over 12  r ~ ; ~ ~ ; t h \  to over 76 months in 
piacing supply orders against indents received from the users was noticed 
3s shonn h e l ~ ~ w  : 

TC @I ctronic Stores) . '9 42 - 7 9 .- 93 
7 C  (G n:ral Stor,?) -, I . . 3 

Total . 94 =9 40 
-. . . . - - - - 19 

-- . - - - - .. - - - - - --- - -- - - - 
The main reasons for delay ascribed by the DDS were non-availability 

i ~ f  mcnufncturing particu!ars like drawing ,mi spccificatiens, poor response 
from suppliers and diliicdty in locating sourres and taken ia ~eji;ltiii- 
tions with the suppliers. 
2 LSJ'BS-I0 



The suppliers ,be ailwed b to 8 weeks lor submissi.m of hamples and 
ir~wlller b ~uonthr ;a colrmence bulk si~#phm idler ayprovql uf the saLUph. 
la the case of 3b supply orders of the total vdcc of Ks. 8.97 crores placed 

. up to  Jugc 1979, the suppkr s  fded to submit samples or commcnce s u p b  
h for over 3 yeus. &ahst 67 other supply orders (value : Rs. 33.21 
crores) placed d w h g  1972 (two), 1973 (two), 1974 (one) and January- 
June 19 19 (,sixty-two) stores worth Ks. 12.10 gr.)lcs only had bcen supplied 
tU August 1982. A~cordlng to the Dl15 (September l 9 S 3 ) ,  the process 
of indigenisatiou tidrz lo1 of time and in thc CHSC of development i t e m  
there is bound to be a gap between the plitcrnlenl oi  supply ordcr and 
rnaterialisatlcn of suppEes. 

1.3 tmancial assistarm by way of devsloplncnl advances, tooling ad- 
ksnccs and ' c : ~  account' pay~nents for purchase of raw matcr~als is extcnded 
to indigmcus ~upp l i e~s  i i r n ~ ~ ,  Uuadj~hted advances reportcd by the Internal 
Audit .4i1thi);.;ti~s were lo the tune of Rs. 3.36 a w e s  in respect of 67 
sr~ppl) orders as on 5th  October 1981 (5  years -- Ks. 1.52 crorcs ; 4 yeam- 
Rs. 2.63 crctres : 3 war+-Rs. 0 .52  crore : 2 ycari -- Ks. 3.69 crores) 
ma in l~  due to failure c - f  the firnu to develop tile prototype or lo complcte 
supplies. ,\cs\>rd~ng to the DDS. the anlount cutstanding against 28 firtns 
as on 29th September 198.1 was Rs. 1.566 crorcs. 

1 .1 1:i1i11 '.\.' 0.1 ..\ 11c rn a suppli ordcr v:ase placcd (Ianunr y 1975) for 
!(:-ton lov; dcck ~railcrs a: a total cost of  R4. ! . 77  crares (later rcduced In 
Rs. I .n i  crrvec fnr le>;cr quantity j failed to s m n i t  thi: pilot c3mple within 
the scheduled Jelivtsi.\ ti:gtc ( 3 1 ~ 1  May 1975) linJ war; granted thrce cxten- 
sions up to : 5 t h  Jul\ 1977. The pilot sarnplc w s  strhrnitcd on 13th July 
19 ' 7  and \\as fnund tln:~iceptable. The modificd pilot .amble subniitted 
(March 1978) v.ns a l o  found defective in the user's trials. The DDS asked 
(April 1981) the firm to refund RF. 13.80 lakhs paid (June 1976 and 
Februan 19?7, a5 r;tl~;irce (without any bank guaranteci for purchase of 
raw materi,tl\. Thc fi;m exprc.;sed (?;overn?xx 1982) i t5  iriahility to retmd 
the advznc  on thc rrill,nd that raw materials-worr'n I).. . 19 Inkhi had hecn 
purchased In it jnd c17lr.c: those n w  rnatcrirtls werc dispc,sed of, tefund waq 
not povo;hlc. Effnm 111:dc l o  t~tiliw the I-a\\ rv:itcrialc cl;e\vhcrc in similw 
other cnntracts did not 5i;cceed. The wpplv order w a c  r:c*t (September 
1983) cancellcJ and thc advance of Rs. 13.qO lakh: c1,ntinued to remain 

unsexrec! irnd ~inrealisetl without anv deliver?; of stores. The DDS stated 
( 'k~ternber  19t)T) th3t it \im 3 cn:e of  drve1opmcntal failure and the con- 
!ract ~h$wld have been cancelled n-ithout financial rercrcu~sinns nhich was 
w v  Innc hecauw tfi: 5rn- f ~ f l e a  to  refund the on-ncwuni navmtnt m d  that 
stCr. i  hp.d hecra taken to recover the amount t h rou~h  the Director Oencral, 
Sltrplicc and I X s p ~ a l q  (DCrT;&D) 



Riak cnd cost purcltases 
1.5 'I'he general ccndltions of the supply ordels, pi wide that w event 

of the contracwr deladting the balance quantity agaiilsi the inwmpletc con- 
tract may be obtained from other sources within 6 months of the date of 
such failure and the resulting loss may be recovered from thc defaulting 
contractor. Nun-zdherence to these pro\ isions by the DDS resulted in 
extra experdlture of Rs. 1C.91 lakhs to the Staie in the foll.)wing cases : 

1.6 To cover the :,:,pjrement of 39,432 ntmlbm of amlruni t~an boses, 
the DDS placed (April 1978) six supply ordcr; om: six different firms ivr an 
equal quantity of 6,572 numbers of boxes at the rate of Rs. 113 each 
(firms YI', 'D' and 'E') and Ks. 115 cach (firms 'F' 'G' and 'GG') .  Firms 
'F' 'G' and 'GG' completed the supplies. Two more orders ior 6,572 num- 
bers cach at the rats of Rs. 113 were placed (:anw~g.,February 1979) on 
firms 'F' and 'G', Four f i rm  ('C", 'D', 'E' 8i 'F') made part SIIPPI'IL'S aggrcgat- 
ing 5,925 numbers whjlc. firm 'G' did not make arlj wpplie,. All lhtse ! i ie  
lirrnr represcntp.cl (April June 1979) for rnzrcase i r ~  p r ~ t . ~  ranging f ! c l ~ i l  

RF. 4.33 to Ks. 20 p . 1 .  box on the ground f '1, i t  tlic 1,1,i;.c cf raw maxrial 
had ir:cre;ireQ. by ti~cii. This wa% not agrced to b), ~ i x  DDS :,rid \iippl> 
crrdcrs for the hnlancc quantity of 26.9.3 boxes n.cre ,Clcrr-clu dcancc l l ed  
(December 1370) at +he risk and C O F ~  of rtic d:fa~!l:inc firm;.  

hleanwliile, thc Technical Cornnlittc.e ( Arm2rncnt 4torcs) ilo'ttcd (20111 
Novetnbcr L5I19) tender enquin for the proiuicl:lcqi ~f nalarlcc quan:ity 
'The q~es t i on  of rc.c(\\cl.y of extra cspcndittr; - ;tri.;;~.g o u t  c!f r i c k  ~z;rct:nse 
wa referred :o the I 1:s' Ad~.iser (Defence) n h c  ot:incJ ~ V n r i ] l  1950) 
that "in order to place a \palid re-purc~lrx, the & f ~ , ~ l t i n ~  f irm ~::ci.wiiIy 
har to be kept in picture. Wherc i t  ii effect:.! t; a!) ; i d ' i . r t i i=q~c~ :~  tcndcr. 
a c o p  of the tendcr notice. \hnuld hc scnt to rhc dcfaultcr infr)rrn'ng him 
that the enquiry rclrt~<.< tr, re-purch~se of ctoi.:-. ; I ~ ? ~ ! w I  fh? :O:.!:act vh;c!1 
W : I ~  cnncelle.l a t  1;i.: r'sk and cost." 

1.7 On rcc-ipt of ?n crpcr;rtinnnl inlent r- f  Vo\mibcr 1' )  ' 5  f:-r\nl thC 
Rim!or of Ordnrl.r:tt Ccrviccs (T)OS\ for -rclc:r:?n?8,nt nf ! ': ni!nl!?trc oi' 
trailers fire-fiphting l a v e  1 .POn 1 .P\f. tcrldcr. c n ~ u  in ivnc"flnnt i t !  (D:c-.,~ht.r 
1975) to II firm?. Of t he  s i ~  firmc which rc-wrl.1c.d the 1.wczt 0CTt.r (,,: 

Rg. 37,500 was fro171 fin11 'I' and the ct,:onrl 1 . x v ~ c t  of Ri 2 0  C:r ~ 3 . ;  
fmtt: firn 'K'. , A h  hnlding :, nriw negotiqtiw~ njt*ptin:: ill M n v  1076. .t 

;uop?v nrder for 6? rr+let< W R ~  p l ~ c e d  fJline l V h \  n ~ l  Frrn '1' 3 f  OY r - f ~  pf 



Rs. 35,500. An ;~dditional quantity of 50 traders at tlw same rate was 
ordered (September (1976) on this firm through an amendment to the suppl 
order. The balance quantity of 10 numbers was ordered (Scpternbcr 1976y 
on firin 'K' at  the same rate. While firm 'K' completed supply of -10 trailers 
within the extended delivery period up to 14th May 1977, firm 'J' could 
submit (February 1977) only the pilot sample after obtaining extension 
up to 30th May 1977. After accepkncc of the sample, bulk production 
clearance was accordcd (35th June 1977) for completion oi supply by 
May 1978. Firm 'J' could supply only 11 trailers (including the sample) 
by May 1978. In view of the urgcncy and critic31 nature of the stores, 
the DDS had meanwhile floated (April 1978) a standby tendcr for the 
procurement of 102 trailers. The tendcrs received from 6 firms (including 
I.he defaulting firm 'J') were opened on 18th June 1978.  The p r i m  quoted 
by the f i rm  after negotiation ranged from Ks. 31.300 to Rs. 13,300 pcr 
trailer. The DDS referred (23rd Scptcmbcr 1978) the .hor:-closurc of the 
order at risk and cost of the defaulting firm to the Legal Adviser (Defence) 
who obscrveci (October 1978)  that i t  would not bc pocsiblc to enfvrce 
the claim for risk purchasc since thc prcscribcd procedure was not followed 
for calling stand-by tender. The contract with firm 'J' was cancelled 
(February 1079) at its risk and cost. 

Five supply orders were placed on fivc difirent firms (including firms 
'J' and 'k') in April 1979 for thc balance 101 trailers: order for 22 nunlbers 
was placed on the dcfaulting firm 'J' at the rntc of R;. 35.000 and the 
balanc. quantity of 8 trailers was di\,ided amongst four nthcr firms viz., 
firm 'K' ai Rs. 42,500 (30  numbcrs), firm 'L' at Rs. 31.00U ( 1  5 numbcrs). 
firm 'M' at Rs. 39.250 (20 numbcrs) and firni 'N' at  I?.;. 3 9 . 3 0  (IS 
numbers). Thc order on firm 'K' was off-loaded by 17 nurnbcrs and viss 
covered a~a in s t  the order on firm 'Sf'. The order on firm 'L' was also 
cancelled without financial repercussion and thc quantity of 15 rumbers 
ivas covered on two other firm5 (5 numhcrs and 10 numbers). Subscqucntly, 
the prices were incrcnsed as askcd for by the various firms. Thc suppl) of 
all the 102 trailers was completed at a total coqt of Rs. 46.19 1akh.i. 

Firm 'J' whose contract was cancelled CFebruary 1979) at its rkk and 
cost did not accept the cancellation and pointcd out that in \ic\v of non- 
availability of engines from the manufacturers in time the reasons for non- 
supply o! th t  trailers were beyond its control and it wns nct respnn5iblc 
for dclav in .upply. The DDS statcd {Scptembcr 1983) that i! rvighr not 
Se legally posslble to hold the firm rccponsible for thc breach of contra2t 
and t o  claim any damages from i t .  Evcn though the dclivcrv of trailcrs 
was not linkctl with the supply of enpincs. risk purchasc was not cnforccd 
by the DDS. thereby resulting in an cxtra expcnditurc of nbou~ Rs. 7.83 
lnkhs to the state. 

I .ir Again~t the Navj 's rcqulrcmenLs for indipenow development of 
high pressure air compressorq a sl~pplv order for dcvelopmcnt 2nd manu- 
facture of 25 numbers of portable air compressors at a total cost of Rs. 26.25 
lakhs (at the rate of Rs. 1 05 lakbs each) wa\ placed by the DDS on firm 
'R' in Septemhtr 1977. The firm was required, in the first inrtnnce, to 



manufacture .2 prototypes (complete with indigenous components and male- 
riah) far test and trials; the remaining 23 numbers were to be .supplied 
after issue of bulk production clearance based on satisfactory pcrformancc 
of the protolype. On 25th March 1979, the firm submitted the prototypes 
which, on inspection, wcre found to be defective. The defects wcrc rectified 

, and the promypes resubmitted by the firm in October 1979; bulk production 
clearance was siven in November 1979 without the prototype being put 
to trials. Latcr whcn these prototypes wcre put to trials, the Directorate of 
I'roduction and Inspection (Naval) pointcd out (April 1932) that the firm 
had usrtl importcd cornpiments (retricvcd out of the old imported compres- 
sors lying wit11 it) instead of indigcnous uncs and had thcrcby "c!leatzd the 
Gwcrnment". As a result, bulk production clearance accordcd (November 
1979) willlout proper vcrificntion about the u x  of indigcnous components 
in consonance with the tcrms of the contract was withdrawn and the firm 
was as1;cd tn preparc a deta;led act of r e v i d  nianufacturin,~ desigr~tira,w 
ingi for :1pprm;11 by thc inspection r:utlioritics and to produc: two fresh 
prototypes using indigcnouz niatcrials'components. The firm sul?milted two 
rcviscd proml!pes in March 1982 but the same n,src no: p:~t to users' 
trisls and  hull;. clearance was. therefore, not given (December 
19L2) for thc rcniahing 23 numhcrq. The firm had becn paid (Octobcr 
1977--Janu;lry 1980) Rc. 2.1 h lakhi; as on account pa!mm? t ~ ~ i ! r d ~  c%t 
of prototypes ;:nd purchase of raw materials. 

Thus, ncilllcr 25 number$ of dcfect;ve ~enerating sets (mst : Ks. 2.96 
lakhhs) were ix l t  rctx~iredreplacai by firn~ 'S' nor was risk an.1 cost put- 
chase cffectrd ..r the quantitv short supplied (38 sets) by it. The DDS 



stated (Septeplbcr 1983) that the amount required to be spent ~u repair 
of ddective diesel sets would be got adjusted from the balance of 5 per cent 
payment due to the firm s t a  lying with the department. The DDS added 
that the q:lesiion of risk purchase was also examined in ~mnsultation with 
the users who wanted the remaining sets with the revised specifications 
and diesel engines in place of the earlier sets with petrol engines; in the 
circumstance> the questlon of any risk purck~se  d;d not itrise 

1.10 Acceptance of oficrs beyond the bal~ditj  periv.i re>ul!cd In extra 
expenditure of Rs. 1.02 crores In thc follon ing c:m\ : 

A. An educational ordcr for 200 shells of ;in ammunition 'LA' a! thc 
rate of Rs. 370 cach was placed (Fubruar\ 1973) bj thi. Ilirector Gcncral, 
Ordnance F.lctorirs (DGOF) on firm "1". 'The 4lells suppl;ed (May-Junc 
1979) D! the firm ncrc !'ound satid;.~tor} &!ring C X ~ L ~ I I . I \ C  pc:i-forr,~iincc 
trials. The Ordnance F a ~ t u r y  Bnar j  ( OFB) rcy uc\~cd I i !)I h J un;. 1 979 ! 
the DDS tu arrange procurement of I !ah:: shclih from iirm 'I". The DLX 
issued (29th June 1979) a singlc tcn ler enquir! to i i x  '-1'' f o r  suppl! 
of 1 lakh >hcil\. indicating that 50 pcr cent of t l ~ c  ~hc l l \  i \ci< to bc manu- 
facturtd irom thc ran n~;rtc.rials tu  LY supplicd h) thc Ordniincc Factory 
Firm 'T' qt~a!cr! (3rd Jul! 1979) t ! l i  ratc of US. -1'):; per : h c . i l  for thc 
entirc qum!nt! o!' 1 lakh shells witti i t s  o\+n mawinih. klrm 'T' intin-atcd 
(6th July 1970) th:~t if  raw n ~ a t ~ ~ i a l s  ft,r 50.000 shell- wcrc .ui:plied b:, 
!he Ordnance. I.ac'tor\., the cost thcrcor could hc ~l.-tluc:eJ. No order was, 
~ ~ ) H C \ . C . ,  placeJ on firm 'T' before 2:. !>;I.! oi il lc  \r:~licl'l!, dntc ( 3  1 ct Jul. 
i 975) of it.; offer. 

Fir111 '1' r-:\.isc.d ( 9th .4ugu+1 1979) i t ,  quot;~tinn i'!!)ni K, .  398 t r  
Ks. 9 6  pcr sl~ell on the plea that i t  had erred in c;rlcul.~!;~~g thc original 
rltte anci sta'cc7 that thc pricc o f  tach shcll woulb marc 1 7 ~  10 per cent 
if t k  qlrantily to be ordered was less than 1 lrikll shcllh. I t  was decided rn 
:. meeting Iwk! in the IIDS (1 7 th  August 1979) ?hat ;I ( 1 u : l n i i : ; ~  of 25,000 
s!~ells would be covcrd (with an option for ant>ti~er 2 5  0 1 V l  .hells to be 
csercised durine thc currcncv of thc contract) at KK. 540  per shcll with 
c.c;ll;~tion rliiusc. Evcn aftcr thL d c c i s h  no \uppl! ordcl. was pli~ced on 
firm 'T' !ill S!'? Yovernhr 1970 wh.n i t  rcprcwn:cd th?t due t o  i n m a w  
in the cn;t tr.' prc.):lucti.~-~ in t l ~ c  inten.cnin_c pcrio.1. thc pr;,:r agreed to by 
i t  on 17th August 1979 be incrcnsi.tl by a!wu! 20 pcr c ~ . n t ,  l a t e r  (27th 
Yovenllrcr 1975, ) firm '7". howcvcr. :lgreks:l fn H ithdraw the ~ r i c u .  cscalatidlr 
o f  20 pcr c:nt 01, the initial quanritv o f  ?c . (KK)  shells hut inq.'\reci on allow- 
;ng incrccls~ r.n thc optional qunntitv of 25.000 +hells. 'The DDS place.! 
(10th Deceimer 1979) a supply ordcr on firm 'T for 25.030 sh:lls at the 
rntc of R\. 540 (without any option ~ I ~ I U S C  for nddition:tl quantitv of 
25.000 numbers). 

Meanwhile, the Technical Committee (Armament Storcc) hqJ in! ircd 
i17tl1 SeptcmSer 1979) quofation9 from 13 parties fincludinr firm 'T') for 
supply of t h t  remaining quantity of 50,000 shclls. Eight firms responJed 
and their cfFcrs (recehtd between 15th October 1979 sn.1 17th Novem- 
ber 1979) ranred from Rs. 5 9 0  to RF. 735 per shell with varying validitv 



periods. Firm 'IJ' which was the lowest, quoted the rat- of Rs. 590 -(for 
50,000 shells) and Rs. 600 (for 25,000 shells) with price variation clause 
for steel, fuei and power. Firm 'T' which had quoted Ks. 636 was the 
3rd lowest tenderer. A consensus was reached in a meeting held on 11th 
and l A h  February 1980 wherein the representatives of 3 frrlns were also 
prescnt that :I uniform rate of Rs. 615 per shell would be accepted the 
firms. Accordrngly. the DDS placed (May and June 1980) four suppl! 
orders on dlilerent firm$ for a total quantity of 7 5 , W  sheds (quantity in- 
creased irom 50.0(HI to  75.000 shells duc to exclusion of the option clause 
in the supply order of December 1979 placcti on firm 'T) as under : 

- ... . ~ ~ 

Fronl Month of Quantity Rate p,r Total valuc. 
placing 0rd.r crdcr-d shell of o r d ~ , r  

. . .  .. ~ - - -- - ---- 
(Nuntb:rs) R .  (RI. in I J ~  hs) 

'T' . . May 1980 25 ,000 61 5 1 5 3 . 5 5  
.u ' . m y  1980 ?,MU ~ I O *  15:. co 
'V 11. y 1980 15,MAt 610' 91 .!O 
.\V' . ~un; 1980 10,000 61 t 61 .50  

. .. . . - ~~ . - . 

' l h :  pf~c;  of R\. 615 W A S  r,duc.d t u  KI. 610 i i ~  111 C I L  1 ) f  f i ~ l ? l t  'C '  ; 2 d ' \  ' d ~ e  
10 prcrninii~y of 1h:11 f.ic1irri.r to 111 st?tic*ri h:l\ing s t :  l pl.lnt . 

B. 13n~xi ,In ,m (11 :+nt indent placcd !!1,i! 19'7) b j  ( m t r d  Amrnu- 
nitlon Depot 'XY' for the pincurement of 46.370 numkrs  of tail units 
rcquircd to put h , ~ k  n large nun~bcr (93,666 ni~n~ber \ )  of nn  :!mmuniton 
'ZR' from repair tblc 1,)  wviceaMc condit:oli, the Tcchnicsl Committee 
(Armanlent Storey) in\ !tcd (Septemkr  1977) tsndcrs from 12 firms 2nd 
5 firm5 rvcytondcd Thc Tcchnicitl Conmitii.? n h v x c l  (Noeniber  1977) 
that the firms wcrc i~r:*\pcricnccd and lacked capacit\ t~ und.rt:~ko m r i n -  
facture of the ztor.c\. Thc DDS placed i nxemher  197") w p ~ l ?  orders 
for 23,185 tall units cat11 on firnu 'X' and \" at tht  rritr of Rs. 6.95 per 
unit (value nf supply o:eers : RF. 3 22 la:il:.;) 

Both the firms ('X' and 7") failcd to develop acceptshle qarndes. In 
view ~f poor performance of these flrms. the Technical C(~mmittcc dcad- 
ed (27th June 1978) to cancel the orden on them and off-load thc e n t k  
oo~nt i ty  to an rrstnblis5c: supplier i.e.. firm 'Z' (cn whom an wlier order 
for ?.38.OCT) n.~nihct.: : l t  the mte o f  Rs 8 50 h ~ d  b x r  n I w 4  in Ianwn? 



1977 and wnose offer of Rs. 8.50 was ignored at the time of placqucnt 
of the ordcrs in l)ecc:nbei 1977 on the ground that the rates oiiered by 
tintw 'X and 'Y' were cheaper). Meanwhile, the demanc of Cenudl 
.4mmunition Depot 'XY' increased (January 1 978) to 93,370 numbers. 

Firm '2' i tgr~cd :June 1978) to accept Lhe order for Y3,37C numbers 
at the rate of Xs. 8.50 rind requested the DDS to issue u letter of inlcnt 
~mmcdlately lo ermble i f  tc; commence planning uncl yrucurcment ai raw 
materials. No letter of intent was, however, issued to firm 'Z'. The DDS 
s t a t d  (September 1'363) that the matter regarding status of the carliar 
ord=r placed on thc :.am2 firm with provisional price, final price to be 
worked out  aftcr cxani nation, had to be considcrcd. 'The suppl} order 
for 93,370 tail units was placed on firm 'Z' only in March 1979. Firm 
'Z' drclined (April 1979)  to accept the order on the ground that 11s ollcr 
had not been accepted within the validity ,late (27th Oc11~5c1 1976) and 
that price, of raw. n~:,terids. had gone up during the intervening period. 
On being pcssuaded to acccpt the order. lira1 'Z' agrced (May 1979) la 
a price of .Rs. 13.25 each. In June 1979, the Technical Con~nlittee in- 
fcmlec! 111:: DlX that ilrm '%' l ~ a d  also been given an ord~*r far 1 lnkh 
 ail u i i i t ~  h\. t ! ~  I X O I -  direct at thc ratc ,>f Rs I I .  In October 1079, 
ancttier cfcrvand ior 5 0  $00 tail units was placed 5). I I ; ~  L)(;OF UII  the 
IIES. .4\ th,: DDS dc.lded to place an o;d:r for 1 1;1k11 tail tillits. hrm 
'Z' a g x d  ro rctiuce :hc rate further to R c .  13.05. A suprl\: order u;c., 
thcreapm siaced (J.?nllnry 1080) on firm 'L' f,ir s ~ ~ p p l !  of 1 lakh ti111 
unit5 at the ratc of Ks. i:..OZ (total cost : Ks. 1?R5 lalills) The baIr111;c 
c~u:~.it i!! i b f  13.370 tail unit\ w i s  covered ~ n o t l i ~ ~ .  supply ordcr placed 
(Fct-runr; IOhO)  on firm '.M' :it thc rat.,' oi KC. 13 05. 

Thc DDS stated ( k p t e n i k r  1983) ~ l ia t  the carlier order of Ma! 1978 
had been pI:ts:d ( 1 1  hrn: '7.' at ;I cciling pricc of Rs. F .50  suhjccl 10 c ~ \ t  
eurnin;~t i i l :~ al?J plitclng o f  anothcr order on -ihe firm :ti o f i s e d  pricc of 
Rs. S.50 n h  rc':oinmcrlC;c,: b\ the Tcchnic;~l Conimittcc \voald prc- 
judiccd t i ~ c  prk: fixation in the earlier order. and thc matter required 
furthcr ~13iiil~.1i;: ,~! :*l.m the Technical C t w n ~ i t f i ~ c .  In vie\+ of the 
decisirw t?k{.n to cnncil the orders on firms 'X' and 'Y'. thc rcar lbn of 
firm 'Z' h?r! to  be watched for somerin~c bcfor,. c ,  wring thc cnncclled 
quantity 

Thus. tlclaq in placin? order on the established supplier (firm $2') 
rewl~ed  in extra cxrt-riditure of Rq. 4 . 2  lak;.rq h e d e s  I-cridcrinr 93.666 
numScrs of nrnmmiticn 'ZR' (cost : Rs 1 3 1 crorc';) to riSrnmn repair able 
for uant  of tail .:nits 

C In July 197s 11 .  DDS floated tender cnyuirir; to 1.1 firnic. for the 
procurement of 10 number\ of plant d n f  air charging wts (encine driven) 
arain\t indents raked (lrlnp 1977 and M a r 3  1978) Fv !I\: l?OF Yo  
quotaticns Icere rrccivtrl till the date of opcninp ot tender ( ? I < [  Ocloher 
1978). On 9 reaucct frr m firm 'AR'. the Aatc -if nyrenincr of tcndcr un4 
exterdcd and :In nfrcv v ;lc rcceived on YMh 'ricrvcnih~r la7P from tliir; 
fimt hut it waq not fmnd accentable to rhc AFRP as tllc firm hnrl tiof 
qtrottd for the comle t e  tet conlomine to defence m?cifimti(rn~. F w h  
wcruirie: were f lna t~d  (Fehnlary 1979) tn 4 Rr;m linclvtfine flrm 'AH') 



As the single quotstipn received from firm 'AB' on r e t e n d c r i  was in- 
wtnpletc, it was dccldd  (18th Octqber 1979) to re-tender. luleanwh~le, 
the reqrurement increased to 13 setr. Fresh enquiries for 13 sets were 
invitcci (.lanuary 1YbO) fiom 10 firms and 2 firms 'AB' and 'AC' respand- 
ed (February 1980). While firm 'AC' quoted Ks. 1 08 lakhs per sct with 
price variation clause for proprietary items, which was increascd 13 Rs. 1 . ? Y  
lakhs after taking into account price variation befor? o p m g  cf tcnders, 
and kept the offer open up to 25th June 1980, firm 'AB' quctcd Rs. 3.23 
lakhs per set with thc \alidity period up lo 2'l:h May 1383. 

The reqvircment for the equipment was incrcssed (Mq 1960) to 31 
sets. Offers of both the firms ('AB' and 'AC'! me: with d l  the defwce 
spccifications Sut no sup7ly order was placed o r  them before the validity 
period. Finn 'AC' revised the price of the equ::m:nt to Rs. 1.7s lakhs 
rser set by updating its price in terms of ;he r:ke variat~on clausc and 
sirtlultaneously extending the validity of its affcr up to j:dy 19h0. Aftcr 
price negotiaticn mecting with the h on 5th Ju lv  1980, th: updated 
price was brought down tc Rs. 1.52 lakhs per set. A supply mder for 
31 scts was placed (4th September 1980) at the rate of Rs. 1.52 lakhs 
(total cost : Rs. 47.12 lakhs) on firm 'AC'. 

The non-acceptance c11 firm 'ACs offer ~f Ks. L.39 hkhs (which took 
into account the price i w e a s e  for propriernry items) within the va1:dity 
pcriod, in spite of the spccifications conformir:!r to clefcnce rpxifications, 
rcsullcd In an extra expenditure of Rs. 1.68 lakhs on procurmwt  t ) f  13 
(rot  of 31) sets. 

Dtday in supply and avoidable pxpendir~tre 

1 . 1  1 Bawd .nn the deliberations of thc price neeo!iatiun m e *  iilc hcld 
in Dccembcr 1977. the DIX placed (October !97C? t \ \ n  \ ~ r p j I \  ci.de.;--- 
one on a private firm 'AT)' and the other on n public w t a :  unk-rtskinc 
'M--for producing a particular type of ammunition 'ZC' in the Ordnace  
Fnctories) at the following rates : 

Firm 'AD' was a'lowc,l (Fcbn~an.  197') n n  advnncc o f  RF. 10 l;!LI:s, 
bearing ~nterest a; 12 per cent per annum fcr thc purcba\e of r l w  nure- 
rials (rnait~ly steel); vncle~taking 'AE' was is:\llnwsd to claim 'on ;~c:ot qt' 
pymen t .up  ta a maximum of 50 per cent of the value of supply order or 
90 per cent of the wst of raw material? purchaud by it, whichever was 
lower. 

Firm 'AD' was to suSmit 270 nurnhers of advatlcc wnplcs  for ap 
rovd within 90 days of placement of the order (i.e. h) I2:h January 1 9 7 8  
ai,d supply of the stores uxs to comnicnce within 90 days f w n ~  the date 
t ~ss/es-I I 
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of approval . ~ f  advance hamples a t  the rate of 1,003 numbers in the first 
month, 3,000 numbcrs in the second month, A,WO numbers in the third 
month and 5,000 numbers from fourth month onwards. Thc fitm was 
grantcd extension for submission of samples up to 30th Scptcmber 1979. 
The samples submltled (27th September 1979j by fimi 'AD' were not 
approved (April 19SO) by the Technical Committee (Armament Stores). 
Firm 'AD' was, therefarc, asked (April 13301 to su51cit frcsh saixrples 
after getting the deliwry date extended. The firnl mbtnitted fresh samp- 
les on 9th August 1980. The samples werc approved and bulk produc- 
t icn clearance s~h jec t  t., elimination of certain defect3 was given o n  12th 
December 1980. Finn 'AD' asked (14th December 1980) for a price 
hi:: Rs. 324 to 571.87 per shell besides requesting for incorpaa!ion of 
a price variation clause with regard to steel ns also f o r  provisiofl of nun- 
refundable too!ing c-nst of Rs. 1 lakh in :he supply ordcr. Al;houph in 
a mceting held iq April 1 !)El (which was rtttcnd" by thc rcprebcr.t:l!i\e c f  
firm 'AD') the DDS aerced to incorporate 'hc escalation clause. firm 'AD' 
requested ( A u g ~ t  1981) the DDS to allow cscal.ition on fuel and power 
also in conc;dsn!iw of which fiw 'AD' was prepared 10 fcregc r!ofil c l  
the escalation. Since F r n  ' A D  had not deliqered a single shell Fv that 
time, it was lccided bv tiic DDS that its repuc'st would be r;ncidercd :;fter 
it had sr~rplicd 2.000 :.hells. Jn July 1982.  firm 'AD' again a ~ k r d  for 
revision of the price to R?. 731.52 per she!] on thc ground that the cost 
of ~roduction hod riwn ~teeplv. Tn Fehrunrv 1983. thc DDS, throu.clr 
an nnicndment to the \:n,rlv order. decided to in:rcasc thc ratc from 
Rs. 324 to 533 per shell. Firrr ' A D  supplied 7.962 shells by March 
19hq 

Undertaking 'A€' failed to subnit accept:ihle samples for ahout 2 
years. R d k  producticn c enrance was given to undcrtakinp 'AE' on 29th 
October I Y8n. ! ,r:l::::tk~nlz 'AE' rcqucs!ed (Februnrv 1981 ') f o r  cn- 
han~enwnt of the pricc from Rs. 356 to RP. 8ij3 pcr  hell m Ihc ~ r ~ u n d  
that t:ic c :st of raw tn3Xrials and consum;2hlc$ had Ycnc up  c~midc~ ' ;~hlv  
durine thc 'ntcrvening tcliod. In A u p ~ s t  11>31, the D M  cnhnnccd tlic 
price fro.n Rs. 356 tn R r  565 per shell Ihrnwh an amendment t c *  111.- 
~ u p r l y  order Undertnlrir. 'AE' supplied q8.209 chcllc by 3farch 19$?. 

The delav in n-hmi~!.~on of sample? bv thc wpplies  and rtl).ccoucnt 
delav in supply of zhells caused an avoiditl-1.: expenditure of Rs 2.08 
crores to thc Gmwnment. 

Accnrdinp to thc PDF (Senternher 1953). the depnrtnlcnt w e  dc:~ l i~ l l  

with the development of strateeic dcfencc storec and a numlm or unrcr- 
t i n  factn-c come into pi277 2nd i t  mav he r ~ ~ ~ c ~ i r c n n l ~ l c  tn iwnrc  w.)! f w -  
tore an,1 insist on cnfqrcinp the contractcia1 terms which niav ~ d t i m n t , l v  
discoun~e the cntreprenc~trs and would be a ne~ativc step towards +1f- 
relipwe in the ~f iefence. 



quorcd by them ranged from Ks. 13,200 to Ks. 22,500 each for trailers 
w~tkout panel. The iowist. rate of 8 s .  13,2t;U was that of liru 'AF' and 
the second lowest rate (Ks. 16,500 each) was quoted by firm 'AG'. Betore 
finalising the supply urucls on these two tirmj, the capacity of lirm 'AI:' 
(lowest tenderer) was got escertained through the lnspectorate of Venicles 
(Norlh Zone) who reported that the firm had only limited capaclly witn 
regard to manufacture, machinery and financial resource! and that the 
firm would not be able to gve more than 5 trailers per month. Notwith- 
standing the q c r t  of the Inspectorak of Vehicles, 134 trailers (withuut 
panel) were covered through supply orders placed (July 1979) by the 
DDS on firm 'AF' (34 numbers at the rate of Ks. 31,200) and tirm 'AG' 
(100 numbers at the rate of Rs. 16,500). 

While tirm 'AF was td submit sample w~thin 8 weeks of the dd:c of 
order and to supply trailers at the rate of 8-10 numbers per month com- 
rne~~cing within 30 days cf receipt of bulk p~xtucljcm dearance, lirm 'AG' 
was to submit sample within 6 months of the date of order and supply at 
thc rate of the 25 trailers per month commencing 4 months after approval of 
lhe samplc. The supplies were, thus, schedlricd LO bc dehvcred by hrrus 
'AF' and 'AG' during November 1979-February 1980 and January- 
Septcu~ber 1980 rrqxct~velj. While firm 'AG' ;.smpleted supplm w h i n  
the extended date of dcl!very (May 1981), firffi 'AF' cuclld supply only 
20 trdilers, evcn dter grant of 3 extensions, till 3ist Decembcr 19132 

Anolher indent for 45 generating sets was raised by the DOS in 
August 1979. In a d e r  to procure the &aerating scls :-or mounting on 
the trailus to be supplied by firms 'AF' and 'AG' the DDS placed (Novem- 
ber and December 1979) two supply ordeii---one 011 lirm 'AH' lor 1.;5 
sets at the rate of Rs. 0.W lakh (total COA : Ks. 130.5C; lakhsj and the 
othcr on tirm 'AF' for 50 sets at the rate 3i lis. U.Y3 lakh (tcml cost : 
Rs. 4.15 lakhs). The dcliver) of genera~ing sets mounted on trailers 
was to commence after 2 months (by firm 'A1.1'~ slid 3 or 4 months (b) 
5ru1 'Al') depending on the receipt of trailw. At the time cf placement 
of th  order, film 'Al' had defaulted in sucply of 75 sets ordered in Otco- 
ucr 1975; against that older only 19 xts mounted on thc trailers werc 
supplied till January '1561 and supply of 54 x t s  had not materialised. 
B;.th the firms wcrc hcld responsible for in,:i~!n~t.nlal~on of [he ,rellcratinj 
set3 on the trailers to bc supplied to them frcc, althcxtgh therc was no aoe- 
quare ready $lock of trailcts to he fed to firm '.AH' and 'AI' f c r  mounr- 
i n  the generating sets. 

The supply orders Cirltained a price :.ari(?tion clause in rcspcct of 
engines and allcrnatorz ti, k fitted in thc gcnerntin~ cets, which was to 
be determined with reference to their base price prevailing as on 1st April 
1979. The trailcrc to !.: supplied to the.;: firms wcre alro rzquired to 
undergo a n.cbili:y tcqt kfore  mounting of t h c  generating scts en them. 

In view of non-adherence of prescribed deliverv schedule by fim 
'AH' md 'AI'. tbe DDS decided (Jnrhrary 1 98 1 ) to relax thc mobility test 
and to have only limited mobility test on the trailers to be supplied by firm 
'AQ, Firm 'AI' was asked (May 1981) to defer supplies of 73 gcneratinp. 
sets against their order of October 1975 for which 73 trailers were i . d  



to them for mounting the generatipg sets and utilised 94 (out of 7,3) 
t&rs u, txecate the latest order of Decen~ber 1979. The M3S decrdcd 
(May 1981) to utiJise 70 trailen (with pawl), covered under the supply 
order on firm 'A& after dismounting the pands. 

W e  .firm 'AH' completed the supplies on 17th July 1982, &rm 'AI' 
completed the order on 31st October, 1981 i.c. ufter morc than a 
of tk original date of completion due to d e h y  in issuing traders to Ef 
for mounting the genemliqg sets Both firms ('AH' and 'AI') claimed price 
&tion to the extent of Rs. 22.24 lakhs (firm 'AH' : Rs. 15.43 lakhs 
and firm 'M' : Rs. 6.81 lakhs) in terms of the price variation clause. 

Tbo DDS stakd (September 1983) ihat the availability of limited 
numbers (only 22 n-umbers) of trailers wth the A r m y  Base Workshop 
was not known to them and that the generating sets had to be fltted on 
the bahnce trailers, which were from a Merent source of supply than 
those on which mobility test had earlier been carrid out. 

Thus, placement of (1) supply order for 34 trailers (witlrout panel) 
on firm 'AF' in te of its very limited capacity as pointed out by thc '$, Inspcctorate of Ve 'cles and (2) supply ordors for gcntrating sets (to be 
mounted on the trailers) on firms 'AH' and 'AI' without the availability of 
adequate numbcr of vailers causing delay in the execution of latter & p l y  
orders resulted in extra expenditure of Rs. 22.24 lakhs towards escalauoa 

A voijdde experiditwe due ro direct procurement of items of common utility 
1 .I3 In Maxh 1976, arders wen: bsued t y Government that certain 

ittms of stares which were peculiar to defencc use and were meant "cx- 
clu.sively for dcfence" could be procured by defcnce abtborities if the 
value of these was less than Rs. 50 lakhs. T%c DDS, hmcver. procured 
once ~uch jtem of common utility vir. paint RFU which was not "exclusively 
fox defence" usc and was already being procured by the DGSD through 
established indigenous sources on rate contract. Pcocurcment of paint RFU 
by the DDS, instead of obtaining it through the DGSD, rqulted in an 
avoidable extra expenditbre of Rs. 18.35 lak'rs in the following case: 

On the basis of an indent for 4,06,000 litres of paint RFU in 3 different 
sbts of packs required during Jme 1978 to December 1978 by the DOS. 
the Technical Committee (General Stores) invited in July 1978. Of the 
12 valid tenders 6 firms quoted rates in all the 3 sizes of packs as under . 

20 litre drums 5 litre pa&, 1 litre pack* 
- ------ -"-- - - - 

Rs. Rs. Rs. 
'AM' . 9.  SO 11.00 12 0 
.AN' . 9.50 11.61) 13.M) 
*AOa . . . 10.33 11.35 13.3s 
.AP . . . . . 10.49 11.99 13.99 
*AQ'. . . .  11 .n I&?? 14.37 
*AR'. . ---- 11.00 If.@ 13.60 - - -  -I .--- --- . 



One of the firm+firm 'AJ' (which was an established supplier of pdnt 
RFU to Defence under the DGSD rate contract) quokd for paint in 
20 litre drums and 5 litre packs only (due to shortagc of raw materials at 
that time). The rates quoted by firm 'AJ' (Rs. 8.80 per litre for 20 litre 
drums and Rs. 10 per litre for 5 litre packs) were the lowest. The second 
lowest rates were those of firms 'AK' and 'AL'. both of which quoted the 
rato of 8.90 for 20 litre drums only. 

The DDS did not finalise any supply order and passed or, (November 
1978) the dpcrs to the DOS for produremcnt of the stores through the 
DGSD on t g c ground that paint RFU was not an item included in tho 
'exclusive items of stores for defence'. The DOS returned (December 1978) 
the papers to the DDS stating that the stores were required urgently, and 
should have been included in the exclusive list of stores for defcr~ce and 
its procurement be arranged by the DDS itself. After negotiations with 
the tenderer3 in a price negotiation meeting i~elcl in February 1979, a part 
order for 2,90,000 litres of paint ( in  3 diffcrcnt p l c k \ , ~  unz placed (March 
1979) on firm 'AL' at a total cost of Rs. 24.46 lakhs (although it  had 
quoted for paint in 20 litrc drums only) a5 under :- 

Rate per litrc 
Rs. 

1,12,500 litres (in 20 lrtre drum\) . 8 . 8 0  

1,00,000 litrcs (in 5 litre packs) 10.08 

37,500 litm (in 1 htre packs) i2.h) 

The main reasons for not placing orders on established suppliers were 
ascribed by the DDS to shortagc of raw materials with them and tkr 
apprension that adherence of delivcry schedule by these suppliers \ i ~ s  
doubtful. 

Firm 'AL' was rquired to submit acceptable advance samples by 31st 
March 1979 and bulk production was to commence from the date of ap- 
proved of advancc sample, at the r&ctc t>' 35,000 40.000 litres per mmth. 
Firm 'AL' failed to submit acceptance samples t~l l  Fcbruar) 1980 and the 
supply o r d x  was cnncelled (February 1980) without financial repercussion 
on elther side. 

In the meantime. another indent for 8,20,300 litres of paint was placed 
(March 1979) by the DOS on the DDS urging immediate procurement of 
thi.; quantity by June 1980. In order to cover the entire qumtity c.f 
12,26,300 litrcs (4,06,000 1itrc.s plus G,20,30 litres). the DDS itwed 
(August 1979) tender enquirics to 26 firms excluding firm '.4L' 
(which had failed to submit ncccptablc samples against the supply order 
placed on it in March 1979). Sixteen firms responded, most of which 
had uoted earIier (September 1978) but on whom th,g DDS had 
not my ordm thee Mcr considering t h e  quotations, 9 supply 
orden pan placed (January-February 1980) by the DDS on different 



firms for a total quantity of 12.15 lakh litres of paint in different packs 
(total cod : Rb. 1.75 crores) as under : 

in 20 litre drums In 5 litre packs In 1 litre packs .---- - 
Q ~ Y .  Rate per Qt.. Rate pa 
(in lakh htre (in lakh litre 
htresJ liues) 

,AJ' . 
*AO' . 
'AP' . . 
'AQ' . 
'AN' . . 
'AS' . 

. 
.AU' . 
'AV' . 

Rs. 
13 .30  . . 
13.50 . . 

1 .so 
. . 1 .50  
. . 1.00 

12.97 . , 
13.25 0.75 
12.91 

As pcr thc rccordb of tile L)L)S, the UGSD procured (January 1979) 
this pain: tbrough tbese firms at prices ranging from Rs. 9.40 to Rs. 10.25 
w r  litre. 

Thc DDS statcd (September 1983) that the orders on any other firms 
against thc curlier purchaseb wcre not placed as most of the reputed firms 
refused to offcr a firm delivery schedule during the negotiation mteting 
held in February 1979 and there was no purpose to cover any quantity 
on them. 

Had the DDS placcd assorted supply orders by adopting price Jiffercn- 
tin1 treatmznt in the first instance, the procurement of 4,06,000 litres of 
pa;nt indented in Feb:ri;ln 1978 would havc cost Rs. 40.84 lakhs, as against 
the cost of Ks. 59.17 lakhs. under the  supply orders placed in January- 
Fehxary 1980. iewlting in an avoidable extra expenditure of Rs. 18.33 
lakhs and the supplies would have bezn received earlier. 

1.14 In March 1976 and April 1977, the DDS placed the followhg 
3 supply orders for rztreading of 537 numbers of 80x24 tyren (for a ccr- 
tain imported trxtor)  which were beyond local repairs (BLR) ; 

Firm Date of supply order Quan,' Total cost 

(Nnmbar) 
*A&* . 30th Much 1976 39 7 5,149115 
,AZ' . 13rd April 1977 100 1,oWm 
*BA' . 77th April 1977 40 43,600 



Kctrqding 01 497 ty ro  by l i r a  'M' at a total cost of Rs. 6.23 kakhs 
was comploted during May 1976-October 1977 and the retreaded tyres 
were sent COD 'YY' ,  

As p a  thc schrduled delivery period, firm 'BA' was required to submit 
acceptable advance samplcs for approval within 2-3 weeks from the date 
of supply order and bulk supplies were to commence after approval of the 
samples was to bc completed within 4 months thereafter. The supply order 
dld not, however, prov~de any safeguard for the issue of BLR tyres to firm 
'BA' by COD 'YY'. In May 1977, COD 'YY'  issued 40 numbers of BLR 
tyres to firm 'BA' without obtaining any indemnity bond from it. Firm 
'B.4' after having been granted extension up  to 5th November, 1977 sub- 
mitted the samples in October, 1977. The samples were found suitabIe 
by the Inspectorate of Vehicles (North ;Lone) for conducting road trials. 
No  bulk produc~ion clcarancc was, however, given to the firm and instead, 
the firm was assured (Deczmber 1977) by the DDS that road trials on 
the samples would bc completed at the earliest and acceptance or other- 
wiqe of the saniples would be iniimated on completion of the :rials. 

The road !rials of the samples were conducted during August 1978- 
April 1979. The s:~mples underwent 2.607 Kms. of road trials and were 
rejected (June 1979) as the same were not found satisfactory. Accordingly 
bulk production clearance was not $\en. 

Meanwhilc. the DOS had pointed out (March 1978) that in view of 
availability of ad-quate \to& of new tyres, there was no need of gettinp 
the BLR tyrcs retreated The DOS alzo advised ( V a y  1979) the DDS 
t h ~ t  4nce there waq likelihood of the imrxxted trac!or? k i n ?  p h a d  out 
in the near future. the order for retreading of tyres on firm 'BA' be can- 
celled. The <upply order was canczlled (September 1979) by t t ~  DDS 
without financial repercussion on either side on the mound that the him 
had failed to submit the acceptable samples. Firm 'RA' refuted the  i .harc  
cd failure on it< part to submit the accentable campies and stated (October 
1979) that it had submitted 6 acceptable s a r n r h  in O c t o b ~ r  1977 itself 
:in$ wnc awaitin- hrlk product;on clesrnnce In  Ap4l 1982. COD 'YY' 
reported that 1 4  R l  R tvres (cozt . Rc 0.79 lakh) were Ivinp w?h !he 
firm since lonr (ncorly 6 years) and their condition wolild have deteriora- 
ted under prolongxi storarc and adversc weather conditions aqd th tt t?esc 
would be rcnrhed  lwfit for rctrewiiny'f~rture use and would cause con- 
siderable loss to the State Thete tvrec had not ~ c t  been rztumed hv thr 
firm f Sr~temhcr  1983). 

Thus, the cxpcrrditurc of Rs. 5.90 lnkhs on retreading of 471 (out of 
(497) BLR tvrcs cx-tmde whcn adequatc stock of scrviceahk tvrcs was 
alrcndy avai?ahlc and the tractors for which the retrcadcd tvres wcre to be 
uscd wcre hcin!: phascd out in the near future, proved infructuouc. Fur- 
ther 34 BLR tyres fcoa : Rs. 0.79 lakh) issued to firm 'BA' without ob- 
taining any indmnity bond or any other safeguard in the absence of n 
suitable provision in the supplv order had not been returned (September 



1983) for over b years and there was possibility of their getting deterio- 
rated under prolonged storage and adverse weather conditions. 

1.15 In August 1977, the DDS placed a supply order on firm 'BB' 
for the procurement of 300 numbers each of sight bore 104-A and 105-A 
iit tile ratc ot Ks. 4,150 and Its. 4,000 each respectively. As per dclivery 
schedule adcance sample was to be submitted within 4 weeks of receipt 
of ordsr and bulk supply was to commence 2 months after the date of 
clearance of sanlple at the rate of 30 numbers per month. The quantities 
on order were increased (Dccember 1978) to 450 numbzrs each. While 
stght bore 10.5-P wnllnued to be supplied by firm 'BB' at regular intervals, 
there was no phgress in the supply of sight Oore 104-A. The firm reques- 
ted (February 1980) for extension in dehery  date up to  20th September, 
1982. Thc DDS, I-iohever, granted (May 1980) extension up to June 1981 
only and uotificd tile firm that in th: event of its declining the extension 
granted or failure tu deliver. the stores within the extended period, the 
contract would stand cal~ccllcd and the outstanding quantity wo:~Id be 
purchased at its rick and cost. 

biennwhile. a further requirement or 669 numbers of sight bore 104-A 
wac projected (Auebst 1979) bv the DOS. On receipt of quotations in 
r c p m s c  to n f r i ch  tender cnquiry in March 1980, a nleeting was held 
in A u p s t  1980 for prccuriny the adiiitionnl rcquirement. In the niceting 
rll: r~<?i  cl:irifrcc! t!i:l1 there u a c  an  error ir; i-mjectinr !hr l.cq!~ircl~~cnt 
;nriier a 9  1':i: ir re:lL!lrcnent for qigl!t hore 10.:-A was 2 2 8  ~ ~ ~ t m b e r z  only 
as  n g i n . !  659 projected earlier. 

. A s  ti!:: i!:m ;.;is1?t 1.,::2 10-b.4) wa. r2qi~i;.~:.t1 u:ce:i;!v i.! ~ l i c  ~tsers 
and f i rm 'E3' h?d wpplkd only 6 numbers of this item. the DDS en- 
qu:red (9th Se?tc?~h-r  1930) from the firm i f  nff-loading of 30C) nurnbers 
of this i!em would be acccptahle to it. Firm 'RR' agreed (20th September 
19801 to !hc ofl-lxding of 150 numbers only. The supply order on the 
firm 'BH' n . 3 ~  ammdcd (Novcnibcr 1 9SO ) accordingly and another order 
for 1.70 nirmbcri of this i!em w a ~  placed simultnneously 011 another firm 
'Fir nt the higher rate of Rs. 5.550 each. B\ this time, firm 'RB' had sup- 
yl;c:l  mi^ ?!: numbers of r h k  item and was p n t e d  (July 1981) further 
cxfcns;on u p  1 0  15th Au~u.;t 1953 for completing supply of thr remaining 
qumtity (252 n u ~ n k r s ) .  Firm 'R(" completed supply of !hc cntirc quantity 
of th: item (sicht hnrc 104-A') by May 1981. 

The DDS :atcd (September 1 983 ) that ~ 3 1 i ~ e l h t i o n  of the contract at 
r i 4  and cxprnsc of firm 'RB' w;ic 11ot con4er,:d ;I, ( i )  thr delivery p e r i d  
:ipin\t  thc con' ract was ~ l i f l  valid. ( i i )  1112 c:~no:llatirw crwld not b,~vc 
been done for the part q'uantjty and (iii) firm 'W3' wa, a company under 
go :ernment management and wa\ under w!ion;lliatian. 

NmithJnnding the unati\factor\ dejivrr~ o* supplic\ hy firm 'RR' 
for which cxtcr,ion was granted first up to Juiic 197 1 and l ~ l c r  15th Augu~t .  
1943, nr-la-ltl~n:: nf 150 nunlherc; of the item ({ight hore 101-A) irom finn 
'8F3' wid ordering them on firm 'Rc' at hicher ccwt. h e a d  of shnrt-closing 
thc order at the rjsk and expense cf the former, rqwlted in an  extra 
expenditure of Rs. 2.10 lakhs. 



Walverlnon-recovery ofi liquidated damages 
1.16 The .total amount of liquidated damages recoverablc from suppliers 

on account of delayed supplies of stores in respect of 92 s'upply orders 
placed by the DDS during the period 1977-78 to 1980-81 worked out to 
Rs. 37.83 lakhs. Of this, an  amount of Rs. 18.78 lakhs involving 44 supply 
orders was waived fully by the DDS. Out of the balance amount of 
Rs. 19.05 lakhs (48 supply orders), a sum of Rs. 1.57 lakhs ( 8 per cent) 
only was recovered. The main consideraticn; on wh~ch liquidated d~mages  
were waived by the DDS were : - 

(a) the firms were good; 
(b) the firms were executing other supply orders placed by the 

Depart men t ; and 
(c) the consignees concerned had certified tha! the delay in ma:?- 

rialisation of stores from the firm? had not caused anv l o b y  
real or  potential t o  the State. 

Significantly, the consignees were merely t l ? ~  srore holding depots and 
had given the certificate twithout ~onsilli~r:g the indentorslucerc nllcihcr nnv 
loss was sustained or  not. 

According to thc DDS (September 19331, whcrr: thcrc is no dcnlon.- 
trablc/ac:ual loss on account of delay in supplies, bquidatcd datnagcs arc 
ordinarily limited to 10 pcr cent of the total amomt of iiquidatcd darnagc. 
leviable at thc rate of 2 per cent pcr monih (for thc pcrioti or ,lclay). 
and wcrc determined in consultation with the Intcgratcti Finaircc and 
despite lack of any report on losscs by the consignee. 

The fact remains that the liquidated domngt.s mere either waived in 
full or token amount was levied on the hasis of the certificates furni;h:d hy 
the consignees who are only stock holders and  wit ha:^! asccrtaininy t!ie 
extent of loss involved from the indentnrs'wers. 

1 .I  ': Summing hp  :-The important points thet en\cr_re :Ire ac under . 
During last 16 years 88,9S4 items had bem projmcd for dc~e!op- 

men! and procurement throug!~ indigenous sources and cupp!?. 
orders for 47,363 items only co!t'd hc placec! by t!ie DnS. 

In 193 cascs the DDS took 12 to 36 rncm!h.; in p!aci~g suppl!. ortiers 
from the date of receipt of intlcnts. 

\ W l e  against 36 supplv orders (total , d u e  : Rs. 3.07 crnres) plac- 
ed upto June 1979, the si~pplicrs had :niled (Augu>t 
to  submit samples or commence supplies for over ? !.ear.;: 
against 67 other supply orders (total value : P.s. 31.7 1 crnres) 
placed during 1973 to June 1979 s!ores wor!h Rs. I ? .  1 n crore.; 
only had been supplied till Aucgust 1Q9?. 

nascd on a report rendered by the Inlern:11 audit on 5th October. 
1981, advances amounting to  9s. P . ? f i  crorcq remained un- 
adjusted in respect of 67 supply orders for periods rangin? 

1 LWM---I2 



lrom 2 to 5 years: the amount outstanding againsi 28 firms 
as on 29th September, 1983 was 13s. 1.566 crores. 

Failure on the part of the DDS to comply with the contract condi- 
tions regardmg cancellation of contract and to effect risk and 
cosr purchase within 6 months ~f tile date of breach of con- 
tract resulted in an extra expnditare of RT. 10.91 lakl~s. 

Air compressors (cost: Rs. 2.16 lakhs) and generating sets (cost: 
Rs. 2.93 Iakhs) were procured ~ l t h o u z h  thcy did not conform 
to specifications. 

Non-acceptance of offers within thc validity pck-d  i n  3 cases result- 
ed in extra expenditure of Rs. 1.02 crorci. 

Delays in supplies in 2 cases resulted i n  avoid:lbl-2 expt.i~diture of 
Rs. 2.30 crores. 

Procurement of an item of conmon utility (paint KFU) ignoring 
the established source of supply resulled i n  extra expenditure 
of Ks. 18.33 lakhs. 

An expenditure of Ks. 5.90 lakhs on retreading of BLR lyres cx- 
trade proved infructuozls besides non-return of 34 BLR lyres 
( ~ ~ 1 s t :  Rs. 0.79 lakh) by the repair agency for nearly 6 >cars. 
Out of liquidated damages amounting to Rs. 37.83 lakh$ 
Ic:~nble in 92 cases, a s u v  o' Ps .  18.73 Iakhs (44 cascsl \vL~\  
fully waived. 

[Paragraph 5 of the Report of thc Com;~rroller and Atrditor Gcneral 
of India for the year 1982-83, IJnion Governrncnt (D~*fcnce 
Services) 1 



APPENDIX I1 

Conclusions and Recommendations 
- --.- -- - - 

81. Para Minislryl Conclusion/Reconirntndation 
No. No. Department 

concerned 

- - . - -- - --- 
I .  1.174 Dcfence 

(Deptt. of 
Defence 
Production 
and 
Suppl ics) 

4 
- - 

The Department of Defence Supplies under 
the Ministry of Defence was set up in 1965 
essentially to achieve self-rzliance in the 
procu;cment of Defence equipment and stores 
required by the Armed Forces. The Committee 
find that out of items numbering 88,984 
prc)jected for development and procurement 
througlt indigenous sources, upto 31 March, 
1981 supply orders for only 47,363 items only 
werc placed by the Department on indigenous 
suppliers. According to the Department, a 
large numbet of items rcmained out:tanding 
for want of propcr particulars or samples. 
The Committee arc unhappy to note that the 
pxl'cntagc of the nunber of itc:ns remaining 
uncovtrecl for  ant of proper particulars or 
sunples in respect of thrcc TeAnical Committees 
vir., TC (Aeronautics\, TC (Vehicles) and TC 
(Engineering Storcs) w b  ns Iliph as 53.4:,, 
30 ;6 and I S .  I :'; rrspxtively. The Committee 
r.econ~mcnd th:, t the C;~~icrnm:nt dlould identify 
the bottlenecks rcspnsible for such a high 
shortngc i n  the p1,~ccrnml of supply orders, 
pnrticularly in respect of the items pertaining 
to tile aforesaid three Tcchnical Committees. 

I'lw Cornnlittee note that concrete efforts 
for ~naigcniscition on the defence side sta.-tcd 
only during the closing p i u s  of 'sisties', ~.i , lch 

- - -  - - . - - - - -- 
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according to the Department of Defence 
Supplies, is the real reason for the slow pace of 
indigenisation of defence equipment. The re- 
quirements of inspection and testing of the 
defence supplies are very strict and rigid, are 
stated to he the other reasons for the slow pace 
of indigenisation. While fully appreciating 
tllese constraints, the Committee are not satis- 
fied that everything possible has been done to 
accelerate the pace of indigenisation. 

4ccording to the test check carried out & 
the audit of 467 supply orders placed during 
1977-78 to 1980-82, delay ranging from over 
12 months to over 36 months was revealed in 
placing supply o~ders against indents received 
from the users. According to the Ministr~ of 
Defence, it normally takes 5 to 8 months to 
process an indent for placement of a supply 
order. It is a matter of dcep concern that in 
as many as 193 of thee  467 supply orders, the 
delay in finalisation of the supply orders ranged 
from over 12 months to over 36 months. In 
spite of the fact that the Department of Defence 
Supplies has now bten in existence for more 
than 20 ytsrs, no worthwhile steps appear to 
have been taken to shorten the time taken in 
finalisation of indents. The Committee re- 
commend that procedures should be evolved in 
consultation with all concerned so that indtnts 
are finalised within the shortest possible timc. 

Another disquieting feature of the working cf 
the Department of Defence Supplies is the 
lack of effectwe monitoring of supply orders. 
In as many as 36 supply orders of the total 
valuc of R s  8.97 crores placed upto June 1979, 
the surpliers failed to submit samples or 
commence supplies for oker 3 years. In some 
casts, whcre sampks were received %;thin thrcrr 
years, trials and approval had tak'n quite a 
long time. The Committee arc not convincact 
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by the argument of the Department that all 
the items were complex items which were 
being developed for the first time. D U G  
to such abnormal delays and developmenlal 
failures, orders for as many as 8 out of 36 items 
had to be cancelled. 

The Gommittee recommendthat the existing 
monitoring proccdurc should he adequatcly 
streamlined so as to make ~t morc effective. 
Planning of requirements pal ticularly i n  repect 
of hard ore itenis ghould bc done sufiicicntly 
in  advance. Steps should also be taken t o  
reduce the time taken for users' inspcction/test 
to the tninin~um extcnt possible. The Comrni- 
ttec notc that xventl ~~icasurcs for improving 
th, working of the Supplies Division havc been 
formulated after a actailed revlcw of thc working 
of the Supplies Wing in a rnccting held with a11 
thc Chairmen of Technical Committees on 
31-! -1985. Prior to 31-3-1955 no conipre- 
hensive intcrnal review of' the working of  tLc 
Supplies Division had k e n  conducted by the 
I>cpclrtn~ent. The Committee recc~rnmend ti1:lt 

i n  future pc-riodtc reviews of the Supplics 
Ilivision sl~ould b, conducted by the I1ep:irt- 
rnent with a vicw to streamlining tlic purchasc 
procedure .o that unnccmary delays at all 
stagcs cc uld be obvii~ted. 

Ttlc Comniittec notc thi+ t t i l l  Dcccm~xr 
1981,finclncir.l a s i s t a ~ ~ c c  bj v . q  cl'developnlcnt 
udvanccs, tooling cidvnnces anu 'on account' 
paymcnLs fo r  purchax of raw ri~utttrials, WAS 

cvlended to indigenous suppliers,'lirms, ana in 
this lnanncr ttic Govcrnmcnt was during  wit!^ 
the mnnufacturccs thc cost of dcvclopmcnt. 
The Committee note that as on 5th Oc'tolx~. 
IgSl, unadjusted advanccs nmL)unting to 

Rs. 8.36 crores in  rsz;pwt of 67 supply orders had 
rrccumulated o ~ i n p  to failure oC the firms 10 
. -- - - - ,- . . . . . . - . - . . . . - . .- - . . .  . . 



develop the prototypes or to complete the 
hupplics. According to the IIDS the amount 
outstanding against 28 firms as cn 29th 
Septen~bcr, 1983 was Rb. 1.566 crores. Faced 
nith SLICII  ;L large amount remaining un- 
recovered, the DDS decided in  Uecembcr 
1982 not to pity any 'on ilcc0~11t' payment. or 
;dvanccq in its future contracts save in exccp- 
~ ~ o n a l  cases .o he approved by the Rakslla 
Mantri. 

7. 1.180 Dcfcncc 
(Deptt. of 
Dcfencc 
Production 
and 
Supplies). 

:I I .  I X I  1)efencc 
(Deptt. ol 
Defcncc 
I'roduction 
and 
Suppllcs). 

'1 he Con~rnittcc Sccl that e8'ectivc UC\ c l o p  
n~cnt or local industv is essential fo r  ~nccting 
[lie ~.cqiriremctlts of the I)crcncc Forces and 
for that reason all pussiblc assistance is vary 
ncccssrlry for creating dills and quality con- 
sciousncs~. The Co~nn~it tcc consider Chat tlic 
virturd stopping of the practict ol' grant~ng 'on 
account' pynicnts o r  advances in Dccembcr 
1987, Govern~nent haw virtually dixontinucd 
~'or'ail practical pu~poses the principl, of sharing 
iiith tf e n~anul'acturcr ttle cost of devclopnient. 
I t  is not unlikely tlint mantiS;+cturen may not 
h o w  much intcrcst in cfk~tively csecuting 
Jc~,elopmental order .. The S x ~ c t a r y  cl' th, 
Dcpltrtment anurcd .thc Comrnittcc during 
evidcnx that they were ~xanlining vnlious pro3 
and cous in this regard. The Comrnittcc desire. 
that suitable mchanisn~ which 111~y be helpl'ul 
fbr  eKcciivc anti c;i~l-; cxccution of the develop- 
~ncnlal supr 4 order., sllould be cvolvcd witlrout 
dcla) 5. 

7 i ~ c  Co~n~iu t tec  ~ u l d  tlwt out of thc advauccs, 
oli Account Payment of Rs. 1.566 crorcs 
oulstanding agalnst 28 firms as on 29 Septenibcr, 
l N 3 ,  a bum of Ks. 47.51 laklis was not colcrcd 
by Bank Guarantee and rccovcry of such 
advances became drf i~vl t  in the absence of any 
safeguards. The Cornmittec trust that whilc 
working out the n~cchanism for sharrng thc 
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developmental cost with the manufacturers as 
recommended in the preceding paragraph, 
suitable safeguards for recovery of advance in 
the event of failure or cancellation of the supply 
orders, will also be provided. 

The Committee would like to draw attention 
to a supply order placed on firm 'A' for 20-ton 
low deck trailers at a cost of Rs. 1.05 crores. 
The firm, which was required to submit the 
pilot sample within the scheduled delivery 
date i.e. by 31 -5-1 975, actually submitted it on 
13-1-1 911 and this was later found to be un- 
acceptable. Evcn the modified sample sub- 
mitted in March 1978 was found to be not free 
from defects of serious nature. The Committee 
are concerned to note that inspite of the repeated 
failure of the firm to develop a satisfactory 
sample cvcn within a period of more than 3 
years. the Department failed to  cancel the 
contract at the risk and cost of the firm 
immediately after March. l97S. when the 
modified sample was found to be defective. 
While thc Cornmittc'c' entirely supports the 
policy of giving t.\.cry assistance, encourage- 
ment anti support to thosc who undertake to 
produce defcnce equipment. the Committee 
:ire of the view that the reasons advanced by 
the Department for not taking 9 stricter action 
in not actunllg cancelling the order after the 
unsucccssfd urcr tri;lls bt'causc of the subse- 
quent interest shown by the firm to execute 
the order. are not uhollj. convincing. 

In 19x0 the matter rcgnrding cancellation of 
the order by the Department was examined 
in consultation with the Legal Adviscr (Dr- 
fcncc) who opined that since the cont rx t  had 
been kcpt alive ilftcr the dclivery period, it 
would not he possible to cancel the contract 
; ~ t  that stage ~ i t h o u t  giving further notice-cum- 
extension for suhmission of pilot sample. -- - - --- - . - - - -- - --- -- - - 
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According to the Audit Paragraph the supply 
order had not been cancelled till as late as 
September. 1983. According to the Depart- 
ment, the Supply Order was finally cancelled 
at the risk and cost of the firm. The Committee 
consider that in this case excessively generous 
view has been taken of the comtinued failure of 
the supplying firm. 

A disquieting feature of the aforesaid supply 
order on firm 'A' is that a sum of Rs. 13.80 
Iaklls paid to the firm in June 1976 and 
Febn~nry 1971. for purchase of raw materials, 
without any bank guarantee has not been 
recovered so far. It  is surprising that the last 
instalment of advance of Rs. 3,35,684/- was 
paid to the firm in February, 1971, inspite of 
the fact that the firm had failed to submit the 
sample within the scheduled delivery date of 
31 May.  1975. The Committee have been 
informed by the DDS that the matter for re- 
covery of advance of Rs. 13.80 lakhs has been 
referred to Bureau of Public Enterprises on 
19-6-1 984. It has been stated that the Ministry 
of Railways have withheld an amount of Rs. 
13.80 Iakhs, which will be released only after 
the advanced payment received by firm 'A' is 
refunded to the Ministry of Defence. The 
Committee would like to know the latest 
position about the recovery of this amount of 
Rs. 13.80 lakhs as also the recovery of risk and 
cost expenses from the firm. 

The Committee note that in two cases 
failure on the part of the Department of Defence 
Supplies to enforce the contract conditions 
regarding cancellation of contract and to 
effect risk and cost purchase within 6 months 
of the clatc of breach of contract, resulted in an 
infructuous additional expenditure of Rs. 10.91 
lakhs regarding purchase of Ammunition boxes 
and Trailer Fire Fighting. According to the 
Ministry of Defence, in  the case of purchase of 



iimwmlion baxas, the bgal advice was that 
. beoo;rrse. af tbe7&normal incr- in the cost ot 
row material by ,t Goveranaeat .action, impossi- 
blli)y.of pedOrrmisg the contract had occurred 
uader therContmct Act and as such no valid 
risk purahase mukt be made. Similarly in the 
case s f  Tnuler fix fighting, non-availability of 
cngiae from the single approved source, due to 
lock out in thdr premises, was accepted as a 
ca~e of impossibility of performance by the 
Legal Adviser. However, when a second 
kgal .*ion .was obtained in the  case for the 
purcBase of ,trailer fire fighting, the Legal 
Adviser (Qefeacej advised on 7-8-1984 that 
gencral damqps should be claimed from the 
defaulting.litp.1 on, the basis of the market rate 
on or about the date of the breach. Come- 
q w t l y .  a claim.of Rs. 4,57.329.60 was raised 
%winst llte defaulting firm. I t  would appear 
the first legal advice was given without a 
judicrous appuiwl of all the connected facb. 
The Commiue would like to know the latest 
@tian about .&he .realisation of thc claim for 
g~nenrl d;rmges,;unounting of Rs. 4.17.329.60. 

13. I .  186 Dcfenn: 
(Deptt. of 
Defence 
Prodnc tion 
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Pfie Department of Delkncc Supplies. nh~ch  
1s mamly concerned w i t h  de\clapnlcnt of 11e11ls 
in the private sector claims that they itrc t'i~ccd 
with many difficulties in etiectrog \ d i d  risk 
purchase. The Ilepclrtnlent has set up ii 

Committeu undcr Chairmanship of the 
Logal Adviser (Defence) to review the procedure 
in regard to the risk purchase. If h.13 

Committee has submitted its recommendations 
the Public Aacounts Committee would advisc 
that If these recommendations arc acceplable, 
they should be made generally known in the 
Department . 

The CoPlMlttec gotc that .~olumt the N8v) 'S 

~uleraur ts  for indigenous &puelopment of 
high pressure air compltsrors, supply order 
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for development and manufacture of 25 numbcr 
of portable air compressors at a total cost of 
Rs. 26.25 lakhs was placed by the Department 
of Defence Supplies on firm 'R' In September 
1977. The firm was required. In the litst 
instance. to manufacture 2 prototype completc 
with indigenous components and n~ater~als l'or 
lest and trials. The remaining 2.1 numhcrs 
were to be supplied after issue of hulk produc- 
tion clearam based on satisfactory performance 
of the $;totype. On 25th March, 1979. 
the firm submitted the prototypes. They werc 
found on inspection to be defective After 
rectifying the defects the prototypes were re- 
submitted by the firm in October, 1979. The 
bulk production cleara~lce uas given in Nowm- 
ber, 1979, without testing the rectified proto- 
types. The Department have admitted that 
the grant of Bulk Production clcarancc even 
before carrying& the users trial4 wcrc cdrricd 
out w a n o t  prudent on the part of the concerned 
officers of the Meetorate of Prcduction and 
inspection (Navy). Latcr whcn thex proto- 
types were put to trials. thc Directorate of 
Production and Inspection (Naval) pointed 
out in April, 1980 that the fir111 had ubed 
imported components (retrieved out of thc 
old imported compressors lying wlth it) instad 
of indigenous ones. Conwquently the bulk 
production clearance accorded in November. 
1979 without proper verification was withdrawn 
and the firm H'ns ~ b k e d  to preparc it detded 
set of revised manufacturing desig~~drawings 
for approval by thc inspection authoritieb cmd 
to produce two fresh prototyps using indl- 
gcnous mrterials[wmponcn~~. 

The Committee iire constmlmd to obbcrvc: 
that the insiction staff had no execuse fhr 
not complying with the obviow norms of' 
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inspection and accepting the equipment only 
on visual inspection in respect of an order 
which related to developmental prcducticn. 
This is a serious failure and the Ministry should 
take appropriate disciplinary action agaim 
those responsible. 

By no strech of imagination can it be held 
that it was only a case of procedural and 
conceptual technical lapse on the part of the 
Inspecting Officers. The Committee are unable 
to agree with the findings of the Board of 
Investigation. The Committee would like the 
Department to review the matter and take more 
\tern action so that such lapses may not recure 
in future. 

The Committee note that out of a supply 
order for procurement of 230 generating sets of 
2 K V A  capacity at the total cost of Rs. 27.25 

lakh5, placed on firms 'S' in August, 1974 the 
fir111 supplied only 192 sets during June, 1978 
September 1980 and failed to make furthcr 
supplies tllereartcr despite grant of rxtensio~l 
uptn 30 September. 1981. In  December. l9Fl.  
the Dcpartn~ent short-closed the order i t t  tlie 
risk and cost of rhr dcfiiulting firm. The ribk 
purchase could nc>l bc cffccted as dx users 
\ranted thr rcntaining x t s  with the revise 
spec ifica t i v n .  Tilo Committee further note that 
-'5 w l s  costing Rs. 2.96 lakhs out of the 192 

gcncrsting sets, were Sound to bedefcctivc, though 
in rcpoirablc condition. It is a matter of 
srrious concern that these 25 generating wts 
rcceived early in 1980 should not have been 
put to any ux as they could not be got repaired 
t i l l  Scptcmber, 1983. The Committee can only 
record their d i~ t i s fuc t ion  and diaplcasurc. 

The ~ornmit t tx  note thut the Dcparmnl  
of  Defence Supplies issued on 29 June 1979 a 
single tender enquiry to firm 'T' for supply o f  
- -. . -- - - "  . - - - - - - - .- 



Production one lakh shells of an ammunition 'ZA'. The 
and firm 'T' quoted on 3 July 1977 the rate of 
Supplies). Rs. 498 per shell for the entire quantity of one 

lakh shells with its own materials. On 6 July 
1979, firm 'T' intimated that if raw materials 
for 50,000 shells were supplied by the Ordnance 
Factory thecost thereofcould be reduced. The 
Department failed to place any order on firm 
'T' before expiry of the validity date (31 July 
1979) of its offer. According to the Depart- 
ment, the order could not be placed before the 
expiry of the validity date of 31 July 1979 
because prima facie thc offer of the firm of 
Rs. 498 per shell appeared to bc on the high 
side compared to the dcvelopmental ordcr of 
Rs. 370 per shell placed on 28 February 1979. 
Besides this, certain conditions like demand for 
10 per cent advance etc. needed to bc thrashed 
out. 

Fmn 'T' revised on 9 August 1979 11s quota- 
tion from Rs. 498 to Rs. 596 per shell on the plea 
that it had erred in cdculating the original ratc. 
At the meeting held in DDS on 17 August 1979, 
it was decidecj that a'quantity of 25,000 shells 
would be covered at Rs.540 per shell with 
escalation clause. Accordingly, on 10 Decem- 
ber 1979, the DDS placed a supply order on 
firm 'T' for 25,000 shells at the enhanced rate of 
Rs. 540 per shell. 

Strangely enough 4 spearate supply orders 
for the balance quantity of 75,000 shells werc 
placed in May and June 1980 on four firm 
'T', 'U', 'V' and 'W' at  the rate of Rs. 615, 
Rs.610, Rs.610, and Rs. 615 per shell respecti- 
vely. While firm 'T' compietcd delivery of 
25,000 shells against supply order of December 
1979 by March 1981 and supplied 26,82 shells 
upto September 1982 against the supply order 
of May 1 980, firms 'U', 'V' and 'W' failed to 
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adhere to the delivery schedule prescribed in the 
respective supply orders placed on them. 
According to the Department, separate supply 
orders were placed on firms 'T' and 'U', 'V' 
and 'W' with a view to developing additional 
sources to meet anticipated recurring large 
demands in future. The Committee consider 
it as only a partially valid argument. Failure 
on the part of the Department to place a subs- 
tantially large supply order on firm 'T' before 
the expiry of the validity period resulted in a 
large additional expenditure in procuring supp- 
plies 9 months later. The Committee are of the 
view that if the order for additional 75,000 shells 
was also placed on firm 'T' alongwith the order 
for 25,000 shells placcd on 10 December, 1979 
at the rate of Rs. 540 per shell, quite a lot of 
infructuous expenditure would have been 
taved. 

Sim~larly In another GiiSc, delay in plac~ng 
order for the procurement of 46,370 tail units 
required to put a large amount of ammunition 
'ZB' from repairable to serviceable condition. 
on the established supplier firm 'Z' resuited in an 
ittoidable additional expenditure of Rs. 4.25 
lakhs. Initdly, the Department placed in 
December, 1977 supply order for 23,185 tail 
units each on firms 'X' and 'Y' inspite of the 
obser\ at ion made by the Technical Committee 
(Armament Stores) that the firms were inex- 
perienced and lacked the capacity to undertake 
manufacture of the storcs. According to the 
Ucprtment the orders on thzse firms Mere 
placed since the firms had shown confidence to 
develop and manufilcture these items and had 
also quoted the lowest price of Rs. 6.95 e i h .  
As the firms ' X i  and 'Y' failed to develop 
aaxptable samples, it was decided to cancel the 
orders on them. Men  price advantage o f f e d  
by the concerned firms when thue was doubt -- ---- ------ -- - 



a b w t  in theil r w r *  cmpetencc ought not to  
hare been accepted as sflcient justification 
for placing ordcr on the firms in the face of 
Teclinical Committees' clearly expressed opinion 
about their in-competence. 

On cancellation of the orders for tail unitb 
on firms 'X' and 'Y'. the Technical Committec 
dccdcd i n  June I978 to place an  order for entire 
quantitk on iln cstablisllcd firm 'Z'. Tlic firm 
had agreed in June, 1978 to accept the ordcr 
for 93,370 numbers a t  the rate of R,..8.50 and 
requcstcd the Department to issue a letter of 
intent immcdintely to enable it to commence 
planning and procurement of ra\\ materials. 
According to the Department no letter of intent 
could then be ihsued as t lwc  \\;is a considcrablc 
quaintit) oil order on tlic firm and there was also 
'1 dc.lihi:ratc decision to dcvclop an alternative 
~ r .  Tlie former argument is on the face of - 
i t  unju.itifiablc as no uttcn~pt had been made to 
itsccrtaln the firm's 'capacity ~ . h i l c  thc latter 
argument noulrf l i a ~ c  had force if the> had 
alrccld! cl~sco\crcd an! suitable firm willing to 
undcriakc thc task. The rlcla! in  placing order 
for the ful l  quantit! onI! rchulted in a higher 
pricc iwring to bc paid. The Committec tiikc 
3 vcr!. serious view of the entire transaction. 

Tllc Cornnuttee obscrw that for d ~ r c l o p n ~ e ~ i t  
o f  additional sources of suppl!. of railway 
equipment the Ministry of Trar~sport ( I k p r t -  
m n t  of Railways --Railwa! lioard) follow thc 
sJsten1 of placement of ed~rc;rtio~~~rl,dc~clop- 
mental orders a t  a prcfercntral pricc o n  ncw 
cntreprcncurs bcsides placing ordcr for tlic 
nlajor portion of supplics on cstablihxl sup- 
pliers. Tllc Committee commend thc system 
followed by thc Ministry of Transport (Depart- 
ment of Railways) for acccptancc by the 
Department of Defence Supplies. 



*22.' 1.195 Debnm In yet another case, for the procurement of 
@Cptt, of plant dry air charging sets, the non-acceptance 
Defence of firm "Ae's" offer of Rs. 1.39 lakhs per set 
Production within the validity pericd resulted in an extra , 
and expenditure of Rs.1.68 lakhs on procurement of 
Supplies) 13 sets out of 31. According to Audit, firm 

"A's" offer of Rs. 1.39 lakhs was kept open 
upto 25 Junc 1980. In the meantime, require- 
ment for the equipment was increased in May 
1980 to 31 sets. Thc DDS failed to place 
eupply order on the firm before the validity 
period. Firm " A C  revised the price of the 
equipment to Rs. 1.78 lakhs per set and also 
extendcri the validit) r f its r ffcr upto July 1%O. 
Finally n supply ordcr for 31 sets was placed on 
the firm on 4 September 1980 at the rate of 
Rs.1.52 lakhs. 

23. 1 .I96 Dofence The Cc.mmittee nc te that the Deprtrneat of 
(I)eptt. of  Defcnce Supplies placed in Octcber, 1978 aftel 
Detcnce the question of price negotiaticn was discussed 
Prducticin in a meeting in D ~ c ~ m b e r  1977, two supply 
and ~ u p ~ l i e  ) orders one on a private firm 'AD' and the o ther  

on ;L public sector undertaking 'AE' fc.r&vel@p- 
ment and supply of 50,000 shells each at the 
rate of Rs. 314 and Rs. 356 per shell, respecti- 
vely. These shells were requircd for producing 
;I plrrticular type of ammunition 'ZC' iu the 
Ordnance Factories. According to the Depart- 
ment although a meeting for price negc tiation 
was hrld in Dccen~ber 1977 to place an order 
on firm 'I>', thc O~JL ' I  cculd not be ylaoed 
i m r n c d i n t ~ l ~  on thcm in v i e s  c,f theil critical 
financial pC4tion. 

24. 1.197 Defence Both the firms 'AD' and 'AE' were requltca 
(Deptt. or to complcte delivery of' the shells by the middle 
Dde ncc of 1980. Bath the firms failed to submit 
Production drfect-free samples in time--firm 'AD' submitted 
and the samplcs in time-firm6AD' submitted the 
Supplieri) strmf les ut the end uf one year und seven months. 

while firm 'AE' did so by a b u t  2 years. Bulk 
-. . -- ---- -- - ... . - . .-.. --  - . . - 
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production clearance was granted only on 12 
hccmbcr, 1980 to firms 'AD' and on 29 
October, 1980 to fum 'AE'. There was abnor- 
mal delay on the p a n  of firms 'AD' and 'AE' 
m making the supply vf  shells in as much as 
fiml 'AD' supplicd only 20,186 out of 50,000 
bhells so far  and firm 'AE' could supply 38,208 
shells by March 1983. It i s  surprising t h ~ t  
inspite of  such an inord~na~e dclay on the pirt 
of the* firms, enhancement cf  rice jw shell 
\iab >anct ~onrtd for both the firms, 'AD' lrom 
Rs. 324 10 Rs.533 and 'AE' from Rs.365 to 
Ks. 565. Ti* Cornmlttce do not find any 
iust~ficat~on for agreeing to 4uch a ptner~w 
1ncrePse in both the cases 

IMence In  jc i  another caac the Committee find that 
(Deptt. ol two buppl! orders for 134 trailers ( ~ i t h o u t  
Defence ptnels) Hcrc plilced h) the Department in Julb, 
Production 1979 on tuo firms 'AF' and 'AG' for 34 and 100 
and trailers, respect~vel> These trailers were re- 
Suppl~es~ qu~ra i  for mounting generating sets. The 

Inspcctor,iti. of t'ehiclcs (North-Zone) from 
M hum thc capaclt> of firm 'AF' was ascertained 
11.d reported that the fimm had only limited 
c.~pacitj ~ r t h  regard to manufacture, and its 
financ~nl rrbources itel e also limited. The 
1u~pcctor;itc: had further stated that the firm 
" 4 F "  i\ould nor be able to p v e  more than 5 
lrailcrb per month The Committee are there- 
fore \urprrscd to find that rtn order for 34 
trdiler? Has p l d  o n  the firm for dellvery at 
the rate of 8-10 numbers per month. The firm 
could supply only 20 trailers after grant 
of 3 extension till 31st December, 1982. Firm 
'AC' completed the mppl) order placed on it 
within the extended date of Ma) 1981. Simi- 
larly, I n  order to p r o a m  generatmg bets for 
mounting on the trailerc to he supplied by the 
firms '4F and 'AQ'. thc Department placed the 
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supply orders in November and December 
1979-one on firm 'AH' for 145 generating sets 
i d  the other on firm 'Al' for 50 sets. The 
trailers were to bc supplied to these firms b> the 
Dqxartmont. The delivery cit '  generating sets 
mounted on trailers was to coninxncc after tuo 
months by firm 'AH'  and after 3 o r  4 months 
by firm 'Al '  depending on the reccipt of trcilers. 
4s  there were not sufficient trailers. there was 
some delay in suppljing them to the firms A H  
and .41 with the rcsult that the! could not 

. complete the supplies. The dela! in issuing thc 
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trailers resulted i l l  a d e l ~ c  of morc than :i )ca r  
in completing the orders. C'onscuuentl! 50th 
these firms claimed [>rice escalation t o  the 
extent of Rs. 22.24 lalills in term\ nt' the price 
variation elause. I t  is chvious that thc Depart- 
ment should have taken care to ensure that the 
availability of generating set5 o n  the one hand 
and of trailers on the ~> the r  coincided ; IS  i t  i5 
this one failure which rrsultcti in ;I 1:trge 
;r voidahle expnditurc. 

Thc Committee notc that :In tndcnt \$:$a 

placed b! Director of Ordnnncc Sen  ices on thc 
Ucpartment of Defence Supplic\ in February. 
1978 for procurement cbf 4.06.W litres n i  paint 
KFU in 3 ditfcrent packing ~ ' i : .  O litre drums. 
5 litrc packs and 1 litrc packs. r\lthougll the 
pain! was urgently required by the DOS during 
June 19% tc)  1)ccemlwr 19%. a part orticr for 
2.50.000 litrcs of p;~int i n  3 ditTrwnt packs \\as 
plitced bj. the IIepartlnt.nr in  hlnrch. 19-9 on 
tirrn './\I-' at iilc r.tte5 of Rs. S . b O  per litrc for 20 
litrc tlrunis. Rs.lO.OF pcr l~ t r e  for 5 litre packs 
:tnd Rs. I2tN fiv I litre pick. Slranpel! enc~ugh 
no orders wero piaced o n  f nil ' .\J'. which had 
q u o t d  the loucst ratc (IS Rs. K.60 per litrr fo l  2 0  
litre d ~ u n ~ s  and Rs. 10 per litrc' f o r  5 litrz packs. 
Firm 'AI . '  NJ.; rcquirrd t o  wbrnit acceptable 
a d v u w  mlp les  b) 31 st March. 1979. Thc 
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supply order on firm 'AL' was cancelled in Feb- 
ruary 1980 without financial repercussions on 
either side, as the firm failed to  submit accep- 
table samples till that period. The item was 
already being procured by the DGS&D through 
established indigenous sources on rate contract. 

Subsequently, in March 1979, Director of 
Ordnadce Services placed on DDS another 
indent for 8,20,300 litrcs of paint requiring 
ilnmediate procurement of this quantity by 
June 1980. As a result of the fresh tender 
enquiries.floatecl in August 1979, the Depart- 
ment of Defence Supplies placed 9 supply 
orders i n  January-February 1980, on different 
firms for a total quantity of Rs.11.15 lakh litres 
of paint in different packs at the rate of Rs.12.91 
to Rs. 13.50 per litre for 20 litre drums. Rs. 15.1 0 
to Rs. 15.30 pcr litre for 5 iitrc packsand Rs. 16.75 
to Rs.17.00 for I litre pack. According to the 
Department, the paint in qucstjon was procured 
by DGS&D for Defence Ilepartnient at the 
rates of Rs. 9.40 to R h .  9.80 per litrc in 20 
litre packing against the orders placed on 
25-1-1079. The Committee are not satisfied 
with the explanatinn of thc Departrncnt that 
there was some confusion as to who should 
deal with the purchase, being the first purchase 
after i t  was made an exclusive defence item. The 
Committee regret that failure of thc Defence 
Department to hold consultation with I)GS&D 
before placing the order Icd to avoidable loss 
to the Department. I f  4,06.000 litrcs of' paint 
indented in February 1978 had been procured 
through the cstahlil.hed source of supply, i t  
would have cost Rs. 40.84 lak!~s. as ag:linst the 
cost o f  Us. 59.17 lnkhs, under the supply orders 
pPaced in January-Fcbruary 1980. The Com- 
mittee desire t lu t  the responsibility for the 
lapser be fixed and action taken against the 
defmltcrc. The Committee also recommend 



that pnxursnrcnt action in r e s p t  of common 
utility items should in future a s  far as possible, 
if not invariably be taken in consultation and 
ooordination with the DGS&D and other 
concerned agencies. 
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The Committee note that 497 number of 
tyres BLR (for imported tractors) beyond local 
repair were got retreaded by a firm 'AZ' during 
May 1 9 7 6 0 c t o b e r ,  1977 at a total cost of 
Rs. 6.23 bkhs. These tyres were got retreaded 

in spite of the fact that an  adequate s t x k  of new 
tyres was already a\.ailablc and the importcd 
tractors in question were likely to be phascd 
out in the n w r  future. The Committee note 
with surprise that retreading of 497 tyrcs was 
completed during May 1976-October 1977 and 
t h  Ordnancc Dte. was not aware of the phasing 
out of the tritc!nr at tb-t t i m r .  1! war ~ n l ) .  ::, 

April 1984 that the dccision tc, L ; c l ~ r ~  i;.i 
tractors in question ohsc)ic.te \$as taken. The 
incorrectne~s of the decision to g c t  these tyres 
retreaded is further corroborated by the fact that 
t i l l  March. 1983, out of the 497 rctreatied t!.rcs. 
only 26 had been issued to user units. 370 had 
been fransfcrrd to t ho  other ordnance depots 
and I01 held i n  stock. Even at present. as  r x n )  
as 113 of these retreaded tjres iire held in stock 
at Contra1 Ord I ~ ~ L I K C  Dey ot. The Committee 
arc distressed to note that an cxpcnditure of 
Rs. 5.90 lakh, *In retreading of 471 out of 497 
tyres when acl~qu~ctc s t c ~ l ,  of servicsahle tyres 
was already aur  iable and the tractors for u hich 
thc retreaded t !  res were to be used. were being 
phased out in the near future, has proved in- 
fructuous. The Committee consider it to be 
yet another instance of ccvnptctc l a d  of plan- 
ning coordination and foresight on the part of 
the Department, which has resulted in avoidable 
Toss to  rfied(afmrnmcnt. , . 
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The Committee find that an amount of 
Rs. 37.83 lakhs was recoverable as liquidated 
damages from suppliers of stores in tespect 
of 92 supply orders placed by the Department 
during the pericrd 1977-78 to 1980-8 1. Of this, 
an  amount of Rs.18.78 lnkhs iuvolving 44 supply 
orders was waived fully by the Department. 
Out of the halancc amount of Rs. 19.05 lakhs, 
only a sum of Rs. 1.57 lakh; was reco\ered. The 
Committee trust that incorporation of a liquida- 
ted damages c1;inse i n  the wpply contracts is 
meant for ensriring t imcl  execution of the 
contrwts ;ind to guad,  against t l ~ c  propensity 
for delay. Thou7h the Cnnlrnittcc agree that in 
de\rclopment-crm-production supply orders. 
the strict enforcement of this clause may not to 
some extent be possible but they feel thnt the 
very purpose or this clause is defeated if the 
suppliers know from thcir past experience that 
such damages w ~ u l d  finally hc wived.  Further, 
the use of frec and uncontrolled discretion by the 
concer~wd officers ~ , i t h  regard to the waiving of 
liquidated damages m;y lead to its misuse. 
The Committee recommend thnt cibmprehensi\e 
guidelines for the' concerned departmental 
officers should be issued so that this discretion 
is very judiciously Gxercised. The Committce 
note that some 9uiJeline. Here issued on 
20-9-1985 to bring ahout uniformity in rcpnrd 
to the levy of liquidated Jamages for dela!ed 
supplics and to  minimise ;!reas of diccrction. 
The Committee recomment! that the question 
of further revamping tllesc guideline3 shc-uld 
hc periodically mlicwed. 

From the ~ F C I ~  mcntinned . h o e ,  the Con)- 
rnittee have reached the firm conclusion that the 
Deptt. of Defence Supplies, ~ h i c h  was c r c a t ~ d  
in 1965 for the purpose of indigenisation. dcvc- 
lopment and production nf imported d e f e w  
itemr and to achieve self-reliance in the procure- 
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ment of defence equipment and stores required 
by the Armed Forces has not been able to 
achieve what was expected of them. Despite 
the fact that the Department has been function- 
ing for the past twenty years, it does not appear 
yet to have succeeded in establishing many 
reliable producers of defence stores and equip- 
ments pari p a s u  with the industrial develop- 
ment of the country. The failure is the more 
disappointing in as much as Government 
appears to have followed a liberal policy with 
regard to development expenses. The Commit- 
tee trust that the Department will examine the 
various suggestions made in the foregoing para- 
graphs designed to improve its working. The 
Committee recommend that Go\ernment 
should appoint a High Level Committee to go 
into the entire question of indigenisation and 
production of defence stores i n  the countq . 
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