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INTRODUCTION

I, the Chairman of the Public Accounts Committee, do present on
their behalf this Forty-Fourth Report on Paragraph 5 of the Report of
the Comptroller & Auditor General of India for the year 1982-83, Union
Government (Defence Services) relating to Review .on the working of
the Department of Defence Supplics.

2. The Report of the Comptroller and Auditor General of India for
the year 1982-83, Union Government (Defence Services) was laid on
the Table of the House on 23 March, 1984.

3. The Committee’s ¢xannnation hius revealed that out of items num-
bering 88,984  projected for development and procurement through
indigenous sources, upto 31 March 1981 supply orders for 47,363 items
only were placed by the Department on indigenous suppliers.  The Com-
mittee have cexpressed their unhappiness over the fact that the percentage
of the number of items remaining uncovered for want of proper parti-
culars or samples in respect of three  Technical Committees,  viz, TC
tAvronautios), TC (Vehicles) and TC (Enginecring Stores) was as high as
53.4 per cent, 39 per cent and 18.1 per cent respectively. The Committee
have recommended that the Government should  identify the bottlenecks
vespoisible for such a bigh shordall in the placememt of supply orders,
particularly 1 1espect of the Mems  perfaining  to the aforesaid  thro:
Technical Convmittecs

4. The Committee have expressad their Jeep concern over the fact
that in as many as 193 out of 467 supoly orders, the delay in fina'tsation
of the supnly orders ranged from over 12 months to over 36 months. Jns-
pite of the fact that the Department of Defencs Supplies has now been in
¢xistence for more than 20 vears, no worthwhile sieps appear to hove been
taken to sherten the time taken is finalisation  of indents. The Committee
have recommended that procedures should be evolved in consultation with
all concerned to finalise indents within the shortest possible time.

5. Lack of effective monitoring of supply orders was znother  dis-
quieting feature of the working of the Department of Defence Supplies
noticed by the Committee.  In as manv as 36 supply orders of the value
of Rs. 8.97 crores placed upto June 1979, the suppliers failed to submit
samples or commence supplics for over 3 vears, In some cases, where
samples were received within three vears, trials and  approval  had taken
quite a long tme. The Committee have recommended that the existing
monitoring procedure should be adequately streamlined so as to make it
more effective.  Planning of requirements particularly in respect of hard
core items should be done sufficiently in advance. Sieps should also he
taken 1o reduce the time taken for users’ aispection tes: to the minimum
extent possible.

(v)
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6. In a case of indigenous development of high préssure air compres-
sors, the Commiitee have obscrved that the inspection staff had no
excuse for not complying with the obvious norms of inspection and
accepting the equipment only on visual spection in respect of an order
which related, to developmental production. In the opinion of the Com-
mittec this is a serious failure and the Ministry should take appropriate

disciplinary action against those responsible.

7. The Committee have found that failure on the part of the Depari-
ment to place a substantially large supply order on firm ‘T’ before the
expiry of the validity period resulted in considerable additional expenditure
in procuring supplics 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 placed on 10 December, 1979 at
the rate of Rs. 540 per shell, quitc a lot of infructuous expenditure

would have been saved.

Similarly in another case, delay in placing order for the procurcment
of 46,370 tail units required to put a large amount of ammunition ‘ZB’
frem repaituble to serviceable condition. on the ustablished  supplier
firm ‘Z' resulted in an avoidable additional ¢xpenditure of Rs. 4.25 lakhs.

The Committee pave found that in yet another case. ‘for the pro-
curesuent of plant drv air charging sets, the non-acceptance of firm
“AC's” offer of R~ 1.39 lakhis per set within the validity period resulted
in an extra e¢xpznditure of Rs. 1.68 lakhs on procurcment of 13 sets out

of 31

8 In a case of procurement of paint, the Committee have found
that if 4,06,000 litres of paint indented in February 1978 had been pro-
cured through the established source of supply, it would have cost
Rs. 40.84 lakhs, as against the co$t of Rs. 59.17 lakhs, wunder the
supply orders placed in January-February 1980. The Commitice have
desired that the responsibility for the lapses be fixed and action taken
against  the defaulters,  The Committee have also recommended  that
procurement action in respect of common utility items should in future
as far as possible, be taken in consultation and coordinasion with the

DGS&D and other concerned agencies.

9. The Commitice have observed that the Department of Supphes,
whicth was created in 1965 for the purpose of indigenisation, development
and production of imported defence items and to achicve self-reliance in
the procurement of defence equipment and stores required by the Armed
Forces has not been ablc 1o achjeve what was expected of them. Diespite
the fact that the Department has been functioning for the past twenty
years, it does not appcar yet to have succceded in cstablishing many re-
liable sources for supply of defence stores and equipments pari-rassu with
industrial development of the country. In the opinion of the Committee
the failure is the more disappointing in as much as Government appears
to have followed a liberal policy with regard to development cxpenses.
The Committee have recommended that Government should appoint a
High Level Committee to go into the entire question of indigenisation and
production of defence stores ig the country.
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10. The Committee (1985-86) examined Paragraph 5 at their sittings
held on 27 June and 16 Scptember, 1985. The Commitiee considered
and finalised the Report at their sitting held on 24 April, 1986. Minutes
of the sitting form *Part II of the Report.

11. For facility of reference and convenieAce, the observations and
recommendations of the Committce have becn printed in thick type in
the body of the Report and have also been reproduced in a consolidated
form in Appendix-II 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) fo, the cooperation ecxtended and giving information to the
Committee.

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

NEW DELHI E. AYYAPU REDDY,
April 25, 1986 Chairman,
Vaisakha 5. 1908 (Saka) Public Accoun:s Comniittee.

* Nol printed (One cyclostvled comv laid on the Table of the Houf nd f:\'e copics placed
in Parliament Library.



REPORF

1.1 The Report is based on Para 5 of the Report ot Conptroller and
Auditor General of India for the year 1982-83, Union  Government
(Defence Services) relating to Review on the Waorking of the Department
of Defence Supplies. The Audit Paragrapii is at Appendin 1

INTRODUCTORY

1.2 The Department of Defence Supplics (DD3S) was set up under the
Ministry of Defence in November, 19635 to achieve self-rehiance in the
procurement of Defence cquipment and steres reguired by the Armed
Forces. The DDS deals with indigenisation. development and produc-
tion of imported ems, new items developed by Defence Researchk and Deve-
lopment Organisation and components, sub-ascmblics and assemblies re-
quired 10 sapplement the production in the Dofence Production Units
Ten Technical Committees for various disciplines of stores consisting of
representatives of users,  inspectors.  Authorities Holding Sceled Pam-
culars (AHSP) and Finance identifv developmant of sources for the items
for indigenisation. A Central Technical Comuuitice headed by the Addi-
tional Scercery (Defence Supplics) reviews wnd overseas tiie vork of
various  Technical Committees.

Punctions of the Departimen: of Defence Supplies

During evidence. the Sectetary.,  Department of [rofence Pro-
duction and Supplies, explaining the main functions of the Peparument,
inter alia ¢tated that this Department hae got two Wines, one is the Pro-
duction side and the other is the Supnhv side. On the Produciion <id:.
there are 25 ordnance factories and 9 public <ector undertakings,  On
the Supply side.  the basic function o the Departmem v threzfold.
Fiestly whatever defence stores are imperted an effort is made to indice-
nise production and thereby save forcign exchinge and oo 1o ensure
sustained  availability,  Secondly,  whatever things are developed ndige-
nously by their Rescarch and Development, e productionise them in
the civil sector' Industry, whether it i public or the  private ~ector,
Thirdly, whatever stores are ntended ovclwively for dofonce use. the
have got to be procured through this D;par;msm axeept wiere the power
of direct Pllr(_hu\" has heen delegated at \':lriw.:\' Lvel, To the extent
the store is not exclusively for defence us die users in the Armiv,
Navy and Air Force have © go to the Dmunr General of Supplies and
"fisposals if the items are o<tabliched. av no indigenisation ot that stage
1~ required.

Sellerciianee in procuremient of Defonce eqniipment and stores

1.4 The Committee desired to knpow 1o what  extent ~elf-reliunce
the procurement of defence cquipment and stores required by the Defence
Forces had been achicved.  The Department of Defence Production ang
Supplies stated in o note as under -

D LSS/BA 2
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“An indication of self-reliance in the procurement of defence
cquipment and stores can be had from the value of such stotes
inspected by the DGC. The DGC inspected stores w_orlh Rs.
2220.36 crores in 1984-85. Out of these, the value of imported
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 Rs. 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 cent indigenisation in meet-
ing the requirements of defence, was likely to be achieved, the Secretary,
Department of Defence Production and  Supplies stated  during
evidence :—

“Right now, if I am correct, we do not have the capability to indi-
genise all the one hundred per cent requirements for Defence.
Either the know-how technology is not available, or the
countries which have it do not pass 1t on to us, or their
conditions are not acceptable to vs. 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 private industry and
trade, we are determined to seec that it is utilised by the
Government or the Ordnmance Factories or other Defence
Public Sector Undertakings. Government is very keen that
the multiplier effect of expenditure on Dcfence purchases
should lead to development of the local industry. That is
why we have been helping, to the extent we can, the local
industry, so that it creates skills, quality consciousness,
in them and the Government is very clear about it. And, we
will increase this as expeditiously and as largely as is possible
commensurate to the time.”

1.6 Asked if the pacs of indigenisation had not been much less that
what it shou!d have been, the Secretarv Department of Defence Produc-
tion and Supplies stated :

“I do not say that. But somewhat differently I can say that it
has been satisfactory within the civil sector where import
substitution started in late fifties and, early ‘sixties’. In the
sphere of Defence, things really started towards the late
‘sixties’. The Defence Production Department was set up
in 1965 and only four items were included for production,
So concrete efforts for indigenisation in the Defence side
started only during the end of ‘sixtics’ while in the civil sector
and other sectors it started much carlier. Therefore, the
pace is slow.”

1.7 The Committce desired to know the loopholes and snags which
stood in the way of achieving cent percent indigenisation. The Secretary,
Department of Defence Production and Supplies stated in reply as follows : —

“We have a trained technical manpower in the country. Our
industrial base i. also strengthened since 1960. The eflorts



3

towards indigenisation have also succeeded to a significant
extent in 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 saying let us start, that is not after an analy-
sis of our total competence ‘o indigenise 100 per cert. When
we say, let us start, it may succeed or it may not succeed.
when the items projected are taken inte account, that is more a
wish than an effort, 2 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 aviation industry that development
of an item itself takes unduly long time, after the prototype
in the lab has been prepared. When we convert it into pro-
duction prototype, many modifications and changes have to
be carried out.

Thirdly, there is bound to be a time gap between the date from

Fa

which we initiate action for indigenisation and the date on
which it really materialises. You say that 1 am importing.
This is my urgent requirement. Then, I have to prepare
designs and drawings. Suppose the design is a Soviet model,
the drawiag, design may not be available. It has to be
translated from  Russian  language. The system or
measurement has to be changed from English system
to metric system. If 1o design is available, then we
have to secure a sample. If a sample is not available, then
we take out the equipment in use and dismantle it and
analyse it for indigenisation. 1 would most humbly submit
that there are lot of reasons for the slow pace in the field of
indigenisation. Our Defence stores have to meet the test
of different regional requirements-desert, hills and plain. They
have to meet the different temperature requirements-plus 55C
or minus 25C. These things take significant time for the
user to test the model. First you develop 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.

sort of process is not applicable in the civil sector. We cannot
take any risk in the quality of the stores which are used by
our Defence forces. erefore, the requirements of inspec-
tion and testing arc very rigid and very strict. This by its
very nature takes a long time for development for testing and
for production. Therefore, T would most humbly submit
that 100 per cent indigenisation within the same financial
year is impossible. If it is a small component worth Rs. §
to 6, it may be possible. But if it is a gun or shell or a body.
it will take a long time because they are more complicated



4

items. The private sector in this country, because of
historical reasoms, has not becn able to contribute  signi-
ficantly in the Defence field. The short-fall has been work-
ed out. Even ignoring the time-lag, if those  four factors
aic taken into account, the shorifall is much less,

Secondly, there is a time-lag and we should take into account
the performance of the last four ycars if a worthwhile study
has to be carried outl. Ip order to claim that we have succeed-
ed, we have to see whether we have succceded during the
last four years in our performance.”™

1.8 Asked whether it might not be possible to tind out some kind of
mechanism 1o enSure that this pace of development was so much increased
as 10 keep pace with the requircments, the witness stated as follows:—

“This is a very good suggestion and we will do  every thing
passible within the powers of the Government to increase the
pace as well as the scope.”

1.9 The witness added:—

“There is an organisation in the DGID. ‘Lhey ure responsible for
mmport substitution and indigenisation.  They  know  our
capacity and requirements. Within the Defence Ministry
we have a Research and Development organisation  which
develops items and farms out jobs to the industry and othey
institutions.  Thirdly. when we purchase cquipment from
abroad we enter into licence production agreciments or trans-
fer of know-how, and technology. That also crables us to
indigenise. In licence prodiction sgreements simultancously
we identifyv what are the components which need to be indi-
genised even before the production starts. We  have done
that and we are exploring all the avenues.”

Plucement of Supply Orders .

1.10 According o the Audit Paragruph. upto 3ist  Muarch. 1981,
88,984 items had been projected for dovelopment and  procurement
through indigenous sources and supply orders far 47.363 items only could
be placed by the DDS. Thus, there was un overall <hortfall of about 46
per cent in the placement of supply orders. According o the /DS, a farge
number of iiems remained outstanding for want of proper particulars  or
samples. As against supply orders for 1otal value of Rs. 241.54 crores
during 1977-78 to 1980-81, the actual supplies  received were  for
Rs. 190.60 crores as follows —

Total Amount of Total vatue of
Supply orders  cupphies received
placed
(R~. in CIOresd
1977-78 n2 00 49 92
1978-79 . . . . 61,09 47 16
1979-80 . 44 .50 44 .98
1980.-81 ) . . 73 BY 48 56
o —— ———- ¢ ot ok et g S
241 .54 190. 60

Toral
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1.11 The Departfient of Defence Production and Supplies have
. furnished the information regarding the total aumber of items projecied
for indigenisation number of items for whieh indents were placed after
identification and number of items covered by supply orders upto 3lst
March, 1981 uas follows :—-

No.of

“Technical Committes No. of No. of Shortfall

itemns items for items for

projected which which supply

for indige- Indgits orders

nisation were placed placed
Acronautical Stores . . 2778 2778 1295 1483
Armament Stores ) . . 6297 5695 3815 2482
Llectronics Stores . . . 10414 7983 3483 6931
Eagingering Stores . . . 6670 6670 2417 4253
General Stores . . 334 382 282 49
Maring Stores . . . 19192 19192 17927 1263
Moedical Stores . . . 1033 1033 743 290
Vehicles . . . . . 41396 41396 17{04 24292
VFEIJ . . . . . 695 693 094 [8]]
\24 . . . . . 810 810 732 78

89616 48492 41124

Insofar as the Ordnance Depots arce concerned. Depot list prepared
every year by each Depot, after identification of the iiems by the Pro-
ject Managers: Authority holding scaled particulars (AHSP) Users. cons-
titute indents for the purpose of placement of supply orders.”

1.12 The Commitice enguired about the percentage of the number of
items remaiming uncovered for want of proper particulars or samples.  In
reply, the Department of Defence Production and Supply furnished the
information as follows :—

“Techmed) Commitiee Shortfail

Aeronauticy, ‘ . £3.4°

Armament . . . . . . . . . 2°,
Electronics . . : : . . : S . 7.5°,
Engineering Stores . . . : . ‘ . 18°,
General Stores . . . . . . . . NIL
Maring Stores . . . . : . . . . 6.6°,
Medica! : . . . . . . . . . . 1.4%,
Vehicles . . . . . . . . . . . 30°,
VF] . . . . . . . . . . . ‘ NIL

Ve . ; . : . : . NIL

The above figures are approximate.”
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1.13 Enquired about the reasons for an overall shortfall of about 46%
in the placemient of supply orders as pointed out by the Audit, the Secretary,
Department of Defence Production and Supplics stated as follows :—

“This is very correct that there is a gap in our goal for indigenisa-

tion and what we have been able tc achieve. With this pieli-
minary observation I would like to submit a few points for
the consideration of the hon. Members. These two figures had
been 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
should not be on a fixed point of time. It has to be organised
in a different manner.

My second submission in this regard is that if this is the total
projection and to the extent we have resorted to import or
offloaded the items to *EME, or direct local purchase has becn
allowed or the indent for that item ceased to exist, the figures
on these four counts should be adjusted before working out the
shortfall. We have done this cxercise as on that date of 31st
March 1981 in regard to the four main Committees where the
shortfall is the highest and we find that it is only 23 per cent
of the shortfall indicated in the Report.”

1.14 The Committee desired to know the net shortfall in the case of
88,984 items projected for development and procurement through indi-
genous solurces, with the base period of 31 March, 1981 in respect of the
various Technical Committees scparately with respective details for the
exclusions nrade in respect of aforesaid 4 ifems for working out the net
shﬁrtfail‘ The Department of Defence Production and Supplies siated as
follows :—

“The Committeswise information regarding shortfall after adjust-

ment for items cleared for import etc. is as under :

Name of the Committee No. of items Net Shortfall

projited upto
31-3-81 as per the
Audit Report

1. TC (Acronautical Stores) . 2,778 551(19.83%)
2. TC (Genera! Stores) . . . 23) 23(10%)
1. TC(VF)) . . ) . . 973ee ]
4. TC (Medical Store~) . ‘ . , 1,033 157 (15.2%)
5. TC (Electrical & Electrviics Stores) . 10.414 2544125%)
6. TC (Vehicies Stores) . , . . 41,396 282412 %)
7. TC (Armament Stores) . 6.297 1712.7%)
8. TC (Engincering Stores) : 6,670 1190(17.8'/,)
9. TC (Marine Stores) . ‘ . . 19,192 1265(6.5%)
88,984 10,726(12.05%)

*Electrical and Mechanical Engineering,
**Against S1. No. 3, the correct figure shall be 695 instead of 973 a« already clarified.
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It will be seen that the percentage of shorttall of items in relation to
88,984 items projected upto 31-3-81 was only 12.059+. Some
of these would have been received in the last cuarter of the year

- 1980-81 and under process. In some cases, drawings would
not have been available. Considering all these, the shortfall of
12.05 per cent is not unreasonable.”

Placement ot 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 ure received by the
Technical Committces of the respective disciplines, who float the ienders and
proceess 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 such indente. It is seen from the Audit Para that delay ranging from
over 12 months to over 36 months in placing supply orders against indents
received from the users was noticed as shown below :—

umber ofs.aSes of delav of

Over 12 Over 24 Over 36 Total
months months months

TC (Armament Stores) . . . . 10 8 5 23
TC (Electronics Stores) . . . . 29 42 n 93
TC (Genaral Stores) . . . . 2 i . 3
TC (Vehicles) . . 1 . .. 1
TC (Engine . ing Stores) . 82 R 13 73

59 40 193

4
=

1. 17 1he ( omniittee wantcd to Lnow about the extent of delay in
placing <up,Jv orders against indents received from the users in the case
of supply nnkrs placed over a certain period (say October-December, 1982)
The Dcparimicnt of Defence Production and Supplies furnished the follow-
ing informution :

Te hnica! Crvnrnittes Total No Uptn Upto upty -\bme
of 3 mwithy 3 months 6 months  —12 monthe 12 months
Acronaun . . l7 .. .. 17 ..
Armament . 23 1 10 8 4
Electronics . . 16 4 R 1 23
FEngingeritg . . 18 . 3 2 13
Goneral . 12 . 4 ] —
Marine . . p 44 9} 133 34
Medical | . 2 .. . 1 1
Vehicle . 296 . i 230 65
VF] . ki 36 i .. ..
V.P. . 19 } 8 9
764 86 126 411 140
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1.15 rhe Committee further desired to know whether any study of
these delays had been made and if so, results thereof. The Department  of

Defence Production and Supplies stated as follows :—

“In JulylAugust, 1983, a sample study was taken up for 95 cases

and the following results were revealed

Name of the Committee No. of items taken  Avg. time taken

up! between

receipt

of indents and pl»-
cement of S.0.

8 7 months

Bagineering . . . . . .

Vehicles . . . . . 26 S months

Armament . . . . . . 8 8 months

Acronautics . . . . . 13 7 months
10 13.2 months™

Elcctronics

1.19 According to Department of Defence Supplies it normally takes

5 to 8 months tc process an indent for placement of a supply order. The
break up of various activities and the probable period involved for each

activities are stated as under :—
Activity

. Study of indent vn s receipt
and asking for manufacturing
particulars  (Drgs specitication)

Period

2 weeks

2. Receipt of drgs specification

from AHSP 4 to 8 weeks
3. Study of drgs specification and

selecton of firms 1 week
4 Approval of names of firms {or

floating T'E . 1.3 weeks
5. Preparation and iswsuc of T'E 1-2 weeks
6. Quotation period 5-8 weeks
7. Waiting peried for discussions 1-5 weeks
K. Preparation approval of minutes

of (TCAS) meeting. .

9. Preparation of supply orders and
its despatch.

2
2.

Minintum |

3 weeks

3 weeks
9 weeks

Maxintum 35 weeks

1.20 According to the case studies of A wupply orders placed during

October-December 1982 pertaining (o delay over 8 months, causes
are one or more of the following :—

of delay

1. Dclay in receipt of manufacturing particulars from AHSP due to-—

(a) The drgs'specn. are voluminous

© {h) The drgs'specn, have to he'nrepared by the AHSP from
by reverse engineering process.

samples



(¢)
(d)

(3%

L]
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The drgs|specn. are under metrication.

More than one AHSP is involved in the supply of particulars
In such cases, the end store AHSP writcs to the other involved
AHSP to supply particulars (mostly specitication)

. Tender enquirics have to be floated morz than once duc to poor

response. This is mainly because the items are of a critical
nature and very meagre in guantivy at times,

. In case the quoted prices are considered high, counter offers are

madc or negotiation meetings hcld. Both these take a lot of
time.

. Fresh verification of firms capacity for a particular item in case

required.

. Additional projections of the same itern received before opening

of quotation involving clubbing of reguirements and extension
of opening dates of TiEs.

6. Calculation of existing supply orders and  re-tendering  the

quantity against the same indent.

1.21 Asked about the reasons for long time tzken after receipt of
an indent in floating of inquiry. the Secretary. Department of Befence Pro-
duction and Supplies stated during evidence as follows 1—-

“If there are no drawings and designs then all this reverse crigineer-

ing take a long time. But the concrete action would be taken
after an indent is received. When ar indent i+ reccived, examina-
tion of drawings and designs specification finalisation of the
list of parties will be done. After that we will be in a position
to take a decision with regard to muanufacturers. And then.....
having identified all those. an foouiry i fleated. The sample
and the specifications have to be given in the tender. Otherwize,
we cannot quote. This itself takes time from the time of the
receipt of an indent to the time of floating of inquiry.”

1.22 According to” the Department, 4 to 8 weeks tane is taken in
gctting the specifications. The Cemmittee 2nyuired it would be possible for
the indentor to supply drawing and designs alongwith the indent. The
Secretary, Deptt. of Defence Production and Supplies stated

2 1.35/86/—2

“Firstly the indentor is the user alsa. Ho is not in custody
of the specifications and documentation. One of the things in our
whole system is, when we get o <tore development equipment
manufactured indigenously, a whol: documentation is required
to be given by the supplier in ihe prescribed format in which
specifications, dimensions. pronerties are given. Before  this
documentation is available that is not issued to the user, Because
the user will not be able to use or maintain it without these
particulars. We suppl the dncumentation along with a spare
which we develop indigenoushv.”
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1.23 The witness further elucidated as follows :—

“He dots not tell us any of these thags, He floats indents with the
Technical Committce and then it is for the Technical Coin-
nmittee to find cut whether alrcady drawings and. designs exist,
whether already specifications arc available or he has to resort
1o reverse cngincering.”

1.24 Asked whether there was any proposal for shortening the tinme
gap between receipt of indent and placenient or supply order, the Sccretary.
Department of Defence Production and Supplics stated as follows ;-—

“The muinimum and the maximum time which we have laid down
as guideline tor us i manimum 35 weeks and minimum 1Y
weeks. Now vour suggestion = - can we reduce it 7 Our ex-
perience shows that across the board it would not be a feasible
thing, though cvery one woeuld like to reduce the time. We have
carried out under the orders of PAC, a study of various orders
from October to December 1982 and we found that in some
£ases the periad is much Jess than what we have prescribed for
ourselves. It varies from nem to item, If the process. the draw-
ing the design and the specifications  are available and if the
suppliers are fairly reliable vou do not have to retender apd
negotiate. then it ix very eusy. From our experience, where we
want to indigenise. bottdlenecks come in those areas.”

1.25 Asked further about the percentage of the cases where the time
taken for placement of supply order excecded 35 weeks, the  witness
stated *—

“We carried out a study of the cases where the supply orders were
placed during October-December 1982 and there we found
that in 86 cases orders were placed within 3 months, i¢. 12
weeks; in 126 cases orders wer: placed between 3 to 6 months
and in 411 cases ordere were nlaced between 6 to 12 months,
In 141 cases it took more than 12 months. We have to look
at it from a different perspective. The objection of the audit
that in 193 cases it took more than 35 weeks may not re-
present a representative sample of the efficiency or the time
really taken. Tt shows that there ar: casgs where it takes nruch
lesc and there arc cases where it 12425 more time.”

1.26. The Committee wanted to know shether the Department had
proper classification of indente and also different methods for processing
urgent and other indents.  The Department of Defence Production nnd
Supplics bas «tated that :——

*“Normally indents are classified as routine, priority and Operational
Immediate. These indents are nrocacwsed by the Technical Com-
mittecs or other procurement agencies on the basis of the prio-
ity indicated by the indentor,

The Operational Immadiate indents are taken up immediately for
consideration and drawings and specifications are aobtained from
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the AHSP on priority and at timws even telegraphic tender en-
guiry is issued. The firms are given shorter time (about 3 wecks)
to quote as against th: normal 6 weeks, Efforts ure made to
place the supply orders in 2.3 months time in such cuases. Moni-
toring of the progress is also donc mwre frequently.”

1.27 Asked as to what extent aternal reasons were responsible for
delay of more than 6 months in processing the indents, the Department of
Defence Production and Supplies have stated as fnllnw D

“Internal recasons respunsible fur delay of more than 6 months in
processing the indenis il the stage of placement of supply orders
can be erther i the pre-tendecing stage or at the post-len-
dering stage, In the pre-tender stuge, delays are caussd due to
non-availability of munulacturing particulars especially i the
case of imported cyuipment musmalmb preparation ot draw-
mgs from samples by reverse engineering  process, repeated
tender enquiries havd o be floated due o DOUT OF NO Tes-
ponse; mainly because the items though of o criucal nature
are very meagre i quantity ul Umes.

After receipt of tender enguiries, technical matters have to be sorteg
out not only wih the tenders but also with the AHSP,  The
drawings and speaifications have 1o be seratinised by AHSP and
sometimes more than one AHSP 1 involved,

At the post-tender siuge aiter the teehnical aspect have been sorted
out, where the quuud nrices are considered high. counter offers
are made or ncgotiation meetings we held. Both these take
time.

At times additional projections of the same fem are receerved belore
opening of quotattons involving clubbing of reguirements and
extension of opening dates of tender enguiries.”™

Ny AMonitoring of Supply orders

1.28 The Committee desired to know as 1o what system was followed
to monitor progress of development.  The Department of Defence Produc-
tion and Supplies stated s follows -

“The Supply Order registers mamtained by the Technical Commit-
tees enable the Teclwical Committees to periodically review
the progress of supplics.  Depending on the criticality  and
the value of the items. review meetings with the suppliers are
held at the appropriate fevels mcluding the Joint Secretary and
Additional Secretary.”

1.29 According to the Audit Paragraph. in the case of 3 Supply Orders
(total value : Rs. 8.97 crores) pluced upto June 1979, the sappliers had
failed to submit samples or comnience supplies for over 3 veans.  The
Committee desired to know the reasons due to which such a situation
arose in these 36 cases, The Sceretiny, Denwrtiment of Defence Produc-
ton and Supplies stated during cvidence as follows
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“Broadly after having placed the supply orders first he will sub-
init a prototype and after it is approved. Then he will go in
for Commercial production. Then he submits the samples.
Sometimes if there is a defect in the prototype another proto-
typs will be submitted for approval. Sometimes it is accepted
and sometimes it is still defective and again he will be asked
to prepare a prototypc and this process goes on and in this
pracess the technical commitiee is in a position to analyse and
find out whether theye 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 furnished to the Committee, the Department
of Defence Production and Supplies stated as follows :—

“An analysis of these cases shows tlait all the items were comiplia
items which were being developed for the first time by the
concerned suppliers.  Against some of them, samples were
received within three yeuars, but trials and approval had taken
time. Out of these 36 orders. 8 orders have since been can-
celled being developmenial failures.  All these cases were
monitored including  review mectings held  at appropriawe
levels

These are hard core items and are not representative of all thie deve-
lopmental orders dealt with by the Department.”

1.31 Asked whether the Department had got any concrete suguestions
for reducing the time tahen for devclopment of samples, the Secretary of
the Department stated :

“There are certain thwngs, Firstly, our planning has to be much
in advance. 1 should project my requirements well in tine.
Secondly, if somehow we can reduce the time for users’ ins-
pectionitest, this timie will automatically get reduced. Some-
times, what has to be  tricd in October:November has to be
tricd in those months, it cannot be tried in May[Junc. One
has 10 walt necessarily.”

1.32 Asked as 1o how 1t applied to ali, the witnesy stated as follows ;-—

“But certain equipment will be common, if it is not for mainten-
ance workshops ete.  If the equipment has to be used by the
troops, troops may have to be deployed in any part of the
country.”

1.33 In reply to a question if the DGI could lay down certain condi-
tions for achieving reduction in tine, the Secretary Department of Defence
Production and Supplies stated

“But he is not the final authority. The user has to give his
acceptance.”
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A (1) Periodic Reviews

1.34 The Committee desired to know whetier the Department of
Defence Production and Supplics made any periodic reviews to streamline
the purchasc procedurs so that delays at all stages could be reduced. The
Secretary of the Department stated

I am told that no regular rcview as such has been carried out.
but in regard to various supply orders. the case is reviewed
with the suppliers concerned. It ix a good suggestion.”

1.35 The Committee desirad to know as to what steps were proposed
to be taken to improve the working of the DDS in reguard to cutting short
delays in placing orders, better coordination with other procurement agen-
cies and beiter monitoring of supply orders, to avoid delays in risk pur-
chase, cte.  The Department of Defence Production and Supplies  have
informed as follows

“Several measures for imperovement in the working of the Supples
Division of Department of Defence Production & Suppiics have
beenr formulated after o detailed review of the working of
Supplies Wing in a meeting held with all the Chairmen of
Technical Committees on 31-3 1988, The «alient fertures of
which are listed below :

{11 the Department shall not normally (escept i special
cases) deal with the placament of supnly orders for small
value items (of Rs. 530,000 - and below) for whick Depote
have powers for local purchas:.

(it The Department shall pot ordmariy (oxeep in gaceptional
cases) deal with repetitive purcha o of dovelopad e,
ftem for which two supply orders hase been fully executed
and atleast 2 sources have made supplies shall be treated
as ‘Developed” nems. Such items vould be transicrred 1o
Services Hyrs. to make purchases direct vr thraneh DOsaD.

(iit) - All the items projected for indigenisation covered wiih ia-
dents final depot st for which drawings and spacifications
are available, pending o~ on 1-4-65. shall be covercd with
supply orders before 31-3-86.

{1v)  Returns of items cleared for import will be calied for with
a view to climinate further import and to accelerate indi-
genisation.

(v) Enhancement of powers of purchase delegated at various
levels has been made to expedite placement of supply orders.

(vi) Validity period of tenders of the vaiue of less than Rs. 25
lakhs bhas been reduced from 90 days te 60 days

(vii) Chauirmen Technical Committeces have been ziven powers
for consideration of price increase in respect of develop-
mental orders limited to 10 per cent of the contracted price
under the following conditions
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(i) Change in specifications, drawings etc.

(ii) Statutory increases affecting the cost of malterial inputs
making the contractual price unworkable due to delays
beyond the control of the firm.

(viii) In order to strcamline 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 etc. will be dealt with
as per channel of submission indicated below

SOICPO SO, CpPO
Dy. Sccretary JS(C)

Addl. Secretury (DP&S)

Fues at the stage of  purchase decision  may be routed
through all levels upto the level of the competent authority.

(1x) Guide-lnes o cnsure uniformity in finulisation of contract
cases have also been  issued.

{x) A committes hay been sct up under the Chairmanship of
legal Adviser (Defence Supplies) to review the rules proce-
dure in regard to risk purchase from technical administra-
tive pomt of view and stream-line the procedure thereby.

B{1) Gurstanding Advances

1.36 Fmancal assistance by oway of development advances,  tooling
advances and "on account’ payments for purchase of raw material 15 exten-
ded to mdigenous suppliers firms.  According to the Audit Paragraph un-
adjusted advances reported by the Internal Audit Authoritics were 1o the
tune of Rs. £.306 crores in respect of 67 supply orders as on 5th October
1981 (5 vears-—Rs. 1.52 crores: 4 vears—Rs. 2.63 crores: 3 years—-
Rs. 052 crores; 2 years—Rs. 3.69 crores) mainly due to failure of the
firms to develop the prototype or 1o complete supplies.  According to the
DDS. the amount outstanding against 28 firms as on 29th September 1983
was Rs. 1.566 crores,

1.37 Faced with blockade of large public money in the shape of advan-
ces paid to the suppliers remaining unrecovered, the DDS decided (De-
cember 1982) not to pay any ‘on account’ payments or advances in future
contracts to be concluded by the Department save in exceptional casss
to be approved by the Raksha Mantri.

1.38 The Committee desired to know thc procedure followed with re-
gard to the plaoemqnt of development orders. The Secrotary, Department
of Defence Production and Supplies stated during evidence as follows ;-
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“We have two or three options, There are. pros and cons of each
one of these options. The first option is where you go in for
manufacture for the first time, the developmental erder shouid
be separated from the commercial order. The other option
is that the two orders should be combined. The third one is
what we are doing at the moment. In the first case what
happens is that when 1 as a party got o developmental order,
I have to invsst a huge sum of money in machinery and other
things, Then after development I am not assured under the
present mechanism that T will get the order. So. he is going
to ask me vou give me all my cost then only 1 will develop.
Secondly, supposing he succeeds he becomes a monopolist
and may quote an unrealistic price.  We dre examining this
matter. There are various pros and cons, If we try to go
away from the existing procedure 2 very considered decision
would be called for”

1.39 Asked whether this method would not result in non-developmen:
and non-delivery in many cases. the witness explained as follows :—

"I anr ufraid 1 would not be in a position to agree because now
if you have combined the developmeontal and commercial order
then we are also keep to help him in successfully developing
that item. Further the person having invested the money is
also cager and keen to see that his efforts materiatice. If he
1s only confined to development then he will say T am getting
all the funds from the Government what matters if fail. Now,
he does not become more expensive. 1f you are able to evolve
price variation clause which take care of the escalation from
the stage of development to the steps of commercial produc-
tion, T think, it will he a reaconable <olution.”

1.40 Asked about the practice being followed at present with repard
to the grant of advances for tooling and development etc.. the Secretary.
Department of Defence Production and Supplies stated during evidence as
follows: —

“Until December. 1982 we used to give advance for tooling and
development. Later on it was stopped. Now, it can be given
only with the approval of the Defence Minister in exceptional
circumstances. Since then it had heen sanctioned in 12 cases.
Out of these twelve cases onlv six parties availed of it and
six did not avail of it

This advance is free of interest. But coverad against the bank
guarantce—and it cnabled them not onlv availability of capital
funds but also at a cheaper cost. This was the manner in
which the Government was sharing with the manufacturer
the cost of development. The other is when vou separate the
development order. Suppose we find there are four parties
who are capahle of develaping.
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All the four will have to make investment. 1f the Government
assists one and not the other three it will be charged for
discriminations. Secondly. the national funds will be spent
four times rather than one time.”

1.41 The witness further added :—

T Here if we are able to evolve a mechanism by which we
are assured of certain percentage of orders on him, then the
problem is solved., Unfortunately, the present mechanism
does not provide for that.”

1.42 The Committee asked if the present system was not perfect, how
could matters he improved so that the result was more satisfactory. There
upon, the Sacretary of DDS replicd:—

“We are cxamining various aliernatives, various pros and cons.
Bu: what T am unable to say is what would be the outcome.”

[.43 Asked as to how the funds for grant of advance for development
are provided, ihe Secretary, Department of Defence Production and Supplies

stated as follows during evidence

“Thz indenting autherity provides these funds from his budget
and we cannot provide funds unless there is indent. We are
considering this option alongwith the other options.

1.44 The Committee asked as to how much of the smount of advance;
on Account Payment of Rs. 1.566 crores against 28 firms as on 29-9-1983
was not covered by Bank Guarantce and how many cases involving re-
covery of over Rs. 5 lakhs were outstanding as on 31-5-1985.  The Deptt.
of Defence Production and Supplies stated. as follows :—

“Out of the Advances on Account Payment of Rs. 1.566 crores
outstanding against 28 firm. ay on 29 September, 1983, a total
of Rs. 47.57 lakhs were not covered by Bank Guarantees. Qut
of the amount. R< 4577 lakhs represented sums advanced to
Public Sector Undertakings and only Rs. 1.79 lakhs related
to a private firm. This amount has since been adjusted against
the firm’s bills.” .

Out of the total outstanding amount of Rs. 47.57 lakhs as on-
A1-5-85 zpainst these 28 firms, in only one case (a PSU). the
amount outstanding excceds Rs. 5 lakhs.”

1.45 The Committee further enquired as to in how many cases, secu-
rity deposits were obtained from the firms and adjusted against outstand-
ing advances. In a note the Department of Defence Production and
Supplies stated as follows:—

“In accordance with the extent procedure, Security Deposits had
not been obtained from established firms, Public Sector Under-
takings and firms registered under NSIC. In other cases, where
the Security Deposit had been obtained ths amounts were
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small being calculated at tie rate of 2-12 per cent of the value
of the contract subject to a maximum of Rs. 75,000/-. More-
over, the purpose of cobtaining Sccurity Deposit is not to covet
the amount of advances (for which normally Bank Guarantee
is obtained for equivalent amount) but to ensure performance
of the contract by the supplier.”

B. (i) Recovery of Advance from a firm.

1.46. It is seen from the Audit para that a supply order for 20-ton low
deck trailers at a cost of Rs. 1.27 crores (later reduced to Rs. 1.05 crores
for lesser quantity) was placed c¢n firm A’ in January 1975, The firm
failed to submit the pilot sumple within the scheduled delivery date, ie.,
31 May 1975 and was granted three extensions upto 15 July 1977. The
pilot sample 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 DDS asked the firm in April, 1981 to refund Rs. 13.80 lakhs
paid in June 1976 and February 1977 as advance (without any bank guar-
antee) for purchase of raw materials. The firm expressed in November
1982 its inability to refund the advance on the ground that raw materials
worth Rs. 19 lakhs had been purchased by it and unless those raw materials
were  disposed  of refunds was not possible. Efforts made to utilise
the raw materials elsewhere in similar other contracts did not succeed.
Till September, 1983 the supply order was not cancelled and the advance
of Re. 13.80 lakhs continued to remain unsccured and unrealised without
any delivery stores.

1.48 The Committee desired to know as to why the supply order for
low deck tratlers placed on firm *A™ in lanuary, 1975 was not cancelled
when even the medified pifot sample submitted in March. 1978 was found
defective in user’s trigls.  The Department of Defence Production and
Supplies have explained the position as follows :—

“After the modified pilot sample was found defective in the user
trials a meeting was convened in this Department on 30-3-79
and the defects which were of a serious nature were pointed
out to the firm. The firm’s represemative expressed keenness
to procced with the manufacture provided no detailed design
changes were involved. Thereafter the firm "A’ held technical
discussions with the Vehicle Research Development Establish-
ment on 9-4-79 and 8-8-79. During discussions, firm A’ indi-
cated that they would rectify the defects and supply the full
quantity on order.

A lIetter was sent from the Department to the firm in October,
1979 asking them to indicate a definite time frame for com-
pletion of the order. The firm informed in November, 1979
that the modifications required were of a major naturc re-
quiring complete re-designing of the trailer.
2 1.SS/86.--4
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Firn: ‘A’ also indicated that they could go ahead with the manu-
facture of the trailers only if they were compensated for the
additional investment on new design, jigs and fixtures, increa-
sed cost of manufacture and the infructuous cxpenditure in-
curred by them on materials and components. ‘The prcposal
pade by the firm was not considered acceptable and they were
asked in January, 1980 to complete the order as per terms
and conditions of the order. This was not accepted by the
firm and they reiterated in April 1980 their carlier stand. The
matter was cxamined in consultation with the Legal Advisor
{Defence) in regard to the cancellation of the order. He opi-
ned that since the contract has been kept alive and various
discussions had been held with the firm after the expiry of
the delivery period. it would not be possible to cancel the con-
tract at this stage without giving further notice-cum-extension
for sebmission of pilot sample. Accordingly, the final exteasion
for supplying an acceptable pilot trailer upto March, 1981
was given 10 the firm. The firm again reiterated their earlier
stand. It may be seen from above that the order was not
cancelled immediately after the unsuccessful user trials be-
causc of the subsequent interest shown by the firm to exacute
the crder. The development of these trailers involves a long
gestation period and repeated user trials rectifications modifica-
tions etc. until the prototype is finally approved. Normally
in such cases when the supplier shows interest in carrving on
with the development. extensions of time isv granted.”

1.49 In reply to a question, the Ministry of Defence have informed

February. 1377.

1.50 The Committee disired 1o know the. Jatest position regarding
recovery of advance of Rs. 13.80 lakhs from firm "A'. In a note the
Department of Defence Production and Supplies stated as follows ;-

“DGS&D had intimated in August, 1983, that they were not having
any bill ol firm ‘A’ pending with them. Steps were thercafter
initiated to recover the amount through the Ministry of
Railways. Matter was also taken up- with the Ministry of
Industries to impress upon the firm for return of advance paid
to .éhcm. The firm ‘A’ is not agrecable to rcfund the advance
paid.

The matter 1as been examined in consultation with 1Lepal
Adviser (Defence) and the following further steps have been
taken to rccover the amount :—

(i) The matter for recovery of advance of Rs. 13.80 lakhs has
been referred to Bureau of Public Enterprises on 29-6-84.
(i) The disputes raised by the firm, regarding contract specifica-
tion have been repudiated.
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(iii) The supply order has been cancelled at the risk and cost
of the firm.

Ministry of Railways have withheld an amount of Rs. 13.80 lakhs,
which will be released only after the advance payment received by firm ‘A’
is refunded to Ministry of Defence.”

(C) Risk and Cost Purchase

1.51 The General conditions of the supply orders provide that in event
of the contractor defaulting, the balance quantity against th¢ incomplete
contract may be obtained from other sources within 6 months of the date
of such failure and the resulting loss may be recovered from the defaulting

contracgtor,

Procurgment  of anununition boxes

1.52 According to the Audit Para, the DDS placed, in April 1978,
6 supply orders on 6 different firms for an equal quantity of 6572 numbers
of amsfwunition boxes at the rate of Rs. 113 each (firm *C’, ‘D" ard ‘E’) and
Rs. 135 each (firm *F°, ‘G’ and ‘GG’). Two more orders for 6572 numbers
cach at the rate of Rs. 113 were placed in January.February 1979 on firms
‘Foand "G Four firm (‘C, ‘D, 'E’ and ‘F') made part supplies while
firm "(;* did not make any supplies. All these firms represented ir April:June
1979 “for increase in price ranging from Rs. 14.33 to Rs. 29.00 per box on
the giound that the price of raw material had increased by then. This
wis n 1 agreed to by the DDS and supply orders for the balanre quantity
of 29.93% boxes were short-closed cancelled in December 1979 at the
risk and cost of the defaulting firms,

1.53 Muawbile, the Technical Committee ( Armameni Stores) floated
on 20 November 1979, tender enquiry for the procurement of balance
quantity. The DDS placed in June 1980, supply orders on 3 defaulting
firms 'C". °F" and G) and a new firm (‘H') at the rate of Rs 131 cach.
By this tice the period of 6 months reckoned from the date of  breach
for repurchase at the cost of the defaulting firms had  alrcady expired.
Recovery of Rs. 3.08 lakhs on account of risk purchasz of extra cost could
not be effected from the defaultiig firms ("C', 'F" and ‘G’) The DDS
stated in Scptember 1983 that even thowgh no salid risk purchase could
he made, the department was within its right to claim general damages
from tne defaulting firms but in view of the legal advice no further aetion
for determining or claiming general Jamages could be pursued.

1.54 The Committee desired to know :

(i) Why were tender enquiries floated before cancellation of order
on the defaulting firms ?

(1) Was 1t not apainst the usual practices of resorting to risk
purchase 7 What were the dates of breach of contract in respect
of fums ‘'C’, ‘F" and ‘G’ ?

(i) When did the six months period expire in these causes ?

(iv) Was there any delay in the cancellation of the supply orders ?
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1.55 In a note, the Dzpartment of Defence Production and Supplies
stated as follows :—

“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
considsr it proper to allow price increase since these were
firm and fixed price contracts. All the same, an exploratory
tender enquiry was issued on 20-11-79 for the defaulted quantity
of 28925 nos. to ascertain the markel trend. There was no
specific mention in the tender enquiry that it was floated against
risk purchase.”

1.56 As regards the dates of breach of contract and expiry of 6 months
period, the position has been stated as under :—

Nam-of firm Dot of brench Expiry period of six  Date of cincella-
months tion of arders

‘C. , . . 31-10-79 16-1-80 1°-12-79

‘Fr . . . n2.8.79 71-2-80 12-12-79

‘G’ . . . 31-8-79 29-2-80 12-12-79

1.57 According to DDS. there was no delay in cancellation of the
supply orders.

1.58 In reply to a question. the Department of Defence Production
and Supplies have stated that the defaulting firms were contemporaneously
kept apprised about the aforesaid tender enquiry through issue of a copy
of the tender enquiry.

1.59 The Commitice desired to know as to why valid risk purchase
could not be made in the case of defaulting firms “C, 'F and "G’ and
whether responsibility had been fixed in this regard. The Department of
Defence Production and Supplies stated :— -

“As alevy of 15 per cent surcharge on all steel items, as announced
by Hon'ble Steel Minister in the Parliament on 6-4-79, all the
firms holding contracts requested for price increase ranging
from Rs. 14.33 10 Rs, 29 per Box —C— 30A. As per legal
advice the increasz in the price of steel resulted in the impossi-
bility of performing the contracts and hence the same had got
frustrated. As such, the question of making any valid risk
purchase did not arise.”

(D) Procurement of trailers fire fighting large 1800 LPM

1.60. Supply orders for 122 numbers of trailer firc  fighting large
1800 LPM were placed in June'September. 1976 on two firms (102 trailers
on firm ‘J° and 10 tralers on firm ‘K™ . While firm ‘K’ completed supply
of 10 trailers within the extended delivery perind upto 14 May 1977, firm <)
could supply orly 11 trailers by May 1974, In view of the urgeacy and
critical nature of <tores. the DDS had meanwhile floated in April, 1978 a
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stand-by tender for the procurement of 102 trailers. On 23 September 1978,
the DDS referred the short-closure of the order at risk and cost of the
defaulting firm tc the Legal Adviser (Defencc) 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 stand-by tender.
Tae contract with firm ‘J° was cancelled in February 1979 at its risk and
cost. In April, 1979 supply orders for the valance 102 trailers were placed
on firm ‘J° (22 numbers) and four other firms (80 number).

1.61 Firm ‘}’ whose contract was cancefled in February 1979 at
its risk and cost did not accept the cancellation and pointed out that in view
of non-availability of engines from the manufacturers in time, the rcasons
for non-supply of the trailers were beyond its control and it was not iespon-
sible for delay in supply. The DDS stated in Scpiember 1983 that it might
not be legally possible to hold the firm responsible for that.

1.62 The Commitiee desired to know uas to why the order for 22
trailers was placed on the defaulting firm ‘J’. In a note, the Deparimer! of
Defence Production and Supplies stated as follows :

“(a) The defaulting firm ‘3" was already having 22 nos. premier tury
engines delivered by M s, P4 L Bembay for the fabricaticn of
trailer fire fighting.

{b) The defaulting firm stated during the negotiation mecting held
on 26-8-78 in DDS that they had submitted 22 nos. of pumps
during delivery period for stage inspecion, However,  these
pumps were not submitted in che fourth and the last stage
of irspection. During the mezting, it was {elt that since the
‘3" was having engine and pumps for supphy of 22 nes. of ipore
TEPs. this gty. should be obtained from them at their old price
i.e. 35,000 and accordingly. suppiv order for 22 tinilors vas
placed on defaulting firm "J°. This action of DDS was lator
justificd by the fact that suppiyv of these 22 trathors maeriabee
much before the others™.

1.63 With 1cgard to the failuie of firm 1" to supply trailers and non-
placement of claim for damages on the firm on the basis of carlior logd!
advice. it wus stated during the ovidence that “The Legal Advisers.... .
based their view on ~ome inadequate apryedation of Jaw or facts™. Claim
of Rs, 4.57.329.60 was however raised ¢ firm "J° on 28-8-84 for gereral
damages on the basis of a subsequent legal advice.

1.64 As regards the procedure followed for siand-by tenders for risk
purchase and the legal advice given in this cuse. the Department of Defence
Production Supplies have stated as under

“Department of Defence Supplies referrad the short closere of the
order at the risk and cost of the irm ‘) to the Tegnl Adviser
(Defence). The Tegal Adviser (Defenc sy ohworvad thot calline
of the stand-by tenders during the pendency of the contrac
without cancelling the contragt was not leeslly in order On
the matter beiny referred by Devartment of Defonce Supnlics
for reconsideration in view of Vircctotrate General Sunplies &
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Disposai procedures for stand by tenders, the Legal Adviser
stated that as per Directorate Genaral Supplies & Disposal
Office Order, the following arc the crteria for stand-by tender

for risk purchase

(1) (i) Stand-by tenders have to be invited prior to the date of breach
and that too in exceptional circumstances,

vy) Siand-by tenders which are opencc not later than a month
before the date of breach can bz accepted.

(iif) In any case, the canccllation of the contract on the defaulting
supplier should precede the acceptance of the  stand-by
tender.

(2) (i) In case stand-by tenders are opened or relate 1o a date-
prior to the date of breach, it wovid not be possibie to en-
force claim for risk purchase in tir: price quoted in the risk
purchasc tenders.

Only those tenders which bear the date after the Jdate of

(1i)
breach should be considered for making an cffective risk
purclase.
2. Legai Adviser (Defence) further cbserved that ali these condi-

tions of (]) above are not satisfied 11 this case. However, the
factual position of the case was as ind cated below

3. As regards the condition mentioned in Y1) above, the stand-by
tengers were invited on 1-4-78 in adew of the urgeney and
critical nature of the store while the dave of breach was 31-5-78

und as such this condition had been satisfied.
. As regard condition mentioned at [ai) above. further conds-
tion 2(ii) states that only those tendeos whick bear the date
after the date of breach should be considered for making an
effecive risk purchase. ... Legal Adviier observed on 4-10-7%
the date of breach should be considerf d for making un etfective
risk purchase. Legal Adviser observed on 4-10G-78 that the con-
ditior. mentfoned at (i) and 2t 20y above bear some in-
consistericy. In this case stand-by :nders wer: opened on
12-6-78 and the date of breach was o 1-5-78 Al wenders bear
the date later than 31-5-78. So conattion mentioned at 2¢ii)
above, iy satisfied.
S. The cancellation of contract was issued on 6-2-79 and the accep-

tance of the stand-by tender wa. ulso done on 6-2-79 and

<o the condition mentioned at 1(ii) above is also <atisficd.

0. In view of the position explained above, Department of Defence
Supplies has followed the correct precedure as laid down by
Dircctor General Supplies & Disposal,

7. Turther in g nrecting held on 16-10-73 the Legal Adviser  ox-

pressed the opinion that DGS&D Office Order was issued after
close consultation with the Ministry of Law and that in case
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of urgent and tssential store, stand-by tenders could be invited
which by the rery definition would be hefore the date of breach.

& The firm did not accept the cancellation at their risk and cost and

10.

mentioned that non supply of the trailers was beyond their
control and ttey were not responsible. So the matter was again
referred to Legal Adviser (Defenc:) and he advised as below:

“Delivery was rot linked with supply of cngine by M's. PAL.

Normally. rvch contracts were entered into by them when
they have these in stocks. However, if other manufacturers
of engines stop production after eptering into this contract,
he can claim impossibility of performance”. As per legal
position stated above, it may not be possible to hold the firm
responsible for the breach of the contract and claim any
damages from the firm ‘)" as the Indian Contract Law admits
impossibility of performance”.

In view of the advice given above. the case for risk purchase

and general damages was not pursued at that stage.

A sccond legal opinion on 23-7-84, however, was obtained
as to whether general damages can be claimed as the firms
on whom orders were placed after cancellation of order on
firm I had completed the supplies with M« Premier Auto-
mobiles engine. Legal Adviver (Defence) advised on 7-8-84
as under :

“he short point for consideration at this stage is whether it is

I

open to the Government to claim peneral damages from
the defaulter firm M's. Hindustan General Industries. The
answer to this guestion is in the aflirmative. The general
damages should be claimed immediately from the firm on
the basis of the market rat? on or about thz date of breach.
It is understood during dircussion that the last agreed date
of delivery was 31-5-1978 after which the contract is stated
to be not kept alive
these circumstancas. the market rate as reflected from the
quotations submitted by various firms on or about 12-6-1978
can be taken as the bwis for working out the said
claim. The lowest quotation for the defaulted quantity would
be the basic for the claim for general damages.

further undarstood during Jdiscussion that even the defaulter
firm auoted a hicher rate “nitiallv at the time of its own
breach The defaulter firm however. reduced their quoted
rate during negotictions. Tn resneet of 22 numbers. the
defaulter firm however. annears to havz aereed at the original
rafe of Re 35,000 ner item. The rencreal damaees would.
therefore, be claimable for the defanlted auantity minus
22 numbers. Fven for the said batinee defanlted auantitv.,
it i understood during discussion thee the other firms also
aereed to reduce their auoted rates The market rate mav,
therefore. he taken ac the lowest rate arrived at after nego-
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tiations, for the balance defaulted quantity. Care could, how-
cver, have to be taken to explain the process of arriving at
the markel ratc on the basis of quotations and the reductions
arrived at during ncgotiations suitably before the arbitrator
when the claim is submitted for arbitration.

Another method of establishing the market rate would be by

placing reliance on the rates published in the'standard trade
journals and other standard price lists advertised by standard
suppliers of similar items.”

11, In view of the advice given above, a claim of Rs. 4,57.329.60
has been raised against firm ().

1 15 Asked about the difticulties being faczd by the DDS in enforcing
the risk purchase provisions. the Department have stated in a note as

under :

“The Department is mainly concerned with development of items
in the civil trade. In making valid risk purchase, Department
is facing the following difticulties :

(a)

(b)

(¢c)

(d)

The risk purchase order can be placed only after cancellation
of the defaulted order.

During the development many modifications on specification]
drawings are made after various trials, For making a valid
risk purchase the terms and conditions including specifica-
tion'drawings of the defaulted order and the Risk Purchase
order arz to be identical. Hence any product improvements
requircd cannot be incorporated in Risk Purchase Order.

Against Risk Purchase Tender Enguiry the defaulter is 1o
be given a chance to quote and if his offer is the lowest it
cannot be ignored and again order is to be placed on the
defaulter. If the defaulters offer is ignored the cxtra cx-
penditure incurred in R'P cannot be recovered.

Being developmental in nature in many instances, there may
not he other developed sources for making a R P, This will
again result in placement of developmental orders on new
firms and earlicr developmental efforts would go waste which
would be time consuming.

in vizw of the reasons stated above. Department have to take a
decision ~+ making R'P after considering various aspects of
individual cases as stated above.

in the casec cited in the audit para regardiig purchase of ammuni-
tion boxes. the legal adviee was that because of the abrnormal
increase in the cost of R'M by Government action, impossibility
of performing the contract had occurred under the Contract
Act no valid R'P could be made. In the other case of Trailer
Fire Fighting. non-availability of enginc from the single
approved source, due to lock out in their premises, was accep-
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ted as a case of 'impossibility of performance’ by our Legal
Adviser”,

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

“.....We have appointed an internal Committee to examine the
issue legally and financially because there is a legal inconsistency
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,

Acceptance of substandard stores and avoidable idle outlay

A. Indigenous development of higher pressure air compressors

1.68 Audit Paragraph points out that against the Navy’s requirements
for indigenous development of high pressure air compressors a supply
order for development and manufacture of® 25 numbers of portable air
compressors at a total cost of Rs. 26.25 lakhs (at the rate of Rs. 1.05 lakhs
each) was placed by the 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 remaining
23 numbers were to be supplied after issue of bulk production clearance

based on satifactory performance of the prototype.

1.69—1.70 According to the Department of Dsfence Pruduction and
Supplies, requirements for high pressure air compressors were assessed by
the Navy in October, 1976 and indent therefor was also placcd simultan-
eously in the same month.

On 25th March, 1979, firm ‘R’ on whom supply order was placed in
September, 1977, submitted the prototypes which, on inspection, were
found to be defective. The defects were rectified and the prototypes re-
submitted by ths firm in October, 1979; bulk production clearance was
given in November 1979 without the prototypes being put to trial.

1.71 The Committee desired to know as to why bulk production
clearance was given in November. 1979 without the prototypes being put
to trials. The Department of Defence Production and Supplies stated as
follows :

“The prototype was offered in May 1979 and after inspection in
the firm's premises, the prototype was cleared for user trials
to be carried out in October, 1979, Bulk Production Clearance
(BPC) was granted in November, 1979 with the condition that
bulk supplies shall meet the specific standard stipulated and
if modifications were necessary as a result of users trials, these
would bhe carried out on the prototype as well as the balance

2 188/86—5
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guantities under manufacture. Issue of BPC even before carry-
ing out the user trials and ensuring the reliability of the
equipment was not prudent on the part of the c_oncemed O!Ziccrs
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 rsquirements 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 whether any responsibility had
been fixed for this lapse. The Department of Defence Production and
Supplies 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 BPC 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 =vidence 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 ambiguity. Secondlv, he concerned staff was trans-
ferred from those positions. As regards the firm, the “bank
guar,amee has been encashed against the advances made to the

rm”,

1.75 Tt is 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 imported com-
ponents (retricved out of the old imported compressors lying with it)
instead of indigenous ones and had thereby “cheated the Government”. As
a result, bulk nroduction clearance accorded in November 1979 without
proper verificatinn about the use of indigenous components in consonance
with the terms of the contract was withdrawn and the firfn was asked to
prepare a detailed set of revised manufacturing design|drawings for approval
by the inspection authorities and to produce two fresh prototypes using
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"indigengus materials|components. 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 Department of Defence Production and Supplies
stated as follows : ,

“In a development-cum-bulk production order particularly specialis-
ed equipmsnt 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 IFinding
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 manufacturs.
The officer was served with a written warning to be careful in
future., Guidelines were also isused for the procsdure 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 position 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 the 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 wers
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-
drawn as it was reported that the firm had used imported parts.
It was asked to re-submit fresh prototype. In July 1930 the
Company was asked to submit fresh prototype supplicd 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 also 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.
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The second prototype is stil with Navy under use. Modification
will 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 cleared and the
firm has been given bulk clearance.”

1.80 The Coummittee pointed out that the firm was found 10 be a
cheat in April, 1982. The Committee therefore desired to know the
efforts made after that to find out new manufacturers. The Secretary,
Deptt. of Defence Puicduction and Supplies stated as follows :

“The bulk production clearance was withdrawn in April, 1982

and another order with a new firm was placed........in the
year 1983, They have also given a sample which is being
evaluated.”

1.81 The Commitiee desired to know the latest position with regard
to the recovery of balunce on account Payment of Rs. 1.01 lakhs which
was not covered by the bank guarantee. The Department of Defence
Production and Supplies stuted as follows :

“It may also be clarified that against S.0. No. 1007 dated }2th
September 1977 on firm ‘R’ for 25 vos. 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 {nr certain minor modifications after completion of
the user’s trials in March 1984. Still, the OAP has been
recovered bv encashment of the Bank Guarantees valued
at Rs. 2.19,273!- in June 1983, Thus, in this particular
contract. no ‘OAP’ remain unadjusted”.

B. Procurement of Generating Sets of 2 KVS capacity

1.82 According to Audit paragraph, a suppiy order for the procure-
ment of 230 generating sets of 2 KVA capacity at the rate of Rs. 11,850
each (total cost: Rs 27.25 lakhs) was placed by DDS on firm ‘S’ in
Augusi 1975. The firm was to submit the profotype by 15th September,
1975 and buik supnly wat to commence thereafter at the rate of 30 sets
per month. The firm however, supplied only 192 sets during June 1978—
September 1980 and faled to make further supplies thereafier. 1In
December. 1981 the DDS short-closed the order after receipt of 192
sets at the risk and cost of the defaulting firm,

~ 1.83 The COD XX’ reported in May 1982 that out of the 192
fenerating sets supplied by firm ‘S’ during Jure 1978-—Scptember 1980
25 sets were lying in repairable conditions since June 1980 and that
the guarantee perwod of |5 months had ~xpired.

1.84 The Committee desired to-kmow at what stage the 25 generatine
sets wer? found 1o be repairable and what were the dates of receint
and inspection.  The Department of Defence Production and  Suppliec
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have informed that the item was found repairable in receipt|inspection
stage. Dates of receipt and inspection are as follows :

Date Qty.
204380 . 2
24-5-80 5
14-6-80 . 2
17-9-80 . 3
23-7-80 . s
27-9-80 . 4
13<11-80 s
2

1.85 The Department of Defence Producticn and Supplies intimated
that firm 'S’ was asked to repair the 25 sets lying in repairable condi-
tion in Fehruary :1981. According to the Dcpartment all  these sets
were repaired in Sepicmber, 1983 and have been issued to the units.

1.86 Enquired whether the cost of repairiug 25 Generating sets was
realised from the Suppliers. In a note the Department of Defence
Production and Supplies intimated as follows :

“The question pertains to Generating Set 2 KVA procured from
firm ‘S’. The firm themselves repaired the Gen. sets situated
at COD Agra free of cost. The question of realising the
cost of repairs therefore, does pot arise.

Avoidable expenditure due to acceptance of offers bexond validiry period

1.87 According to the Audit paragraph, acczptance »f offers beyond
the validity period resulted in extra expeaditur: of Rs. 1.02 crores in
tthe foHowing cases :

Shells o1 Ammunition ‘LA

1.88 1t is ween from the Audit paragrapn that the Ordnance Factory
Board requested the DS on 19 June, 1979 to arrange procurement of
I lakh shells from firm *'T'. The DDS issued on 29 June, 1979 a single
tender enguiry to fum ‘T’ for supply of 1 lakn shells,

1.89 The Committee enquired whether these shells were an established
item of producticn mn the Ordnance Factories and if so. what were the
bottlenecks in its production and what were the quantities of shells
produced in the Ordnance Factories durine 1977-78 and 1978-79 7 The
?c;partmcm of Defence Production and- Supplies stated in a note as
ollows °

“These shells wereare an established item of preduction at
- Ordnance Factory, Kanpur. The main  boitleneck in the
production was unsatisfactorv performance of the Johnshaw
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Press. The quantity of shells produced during 1977-78 and
1978-79 iu the Ordnance Factories is nil.”

1.90 Asked as to why the Johnshaw press was not got sst right
rather than guing 1n for outside purchase of shells. The Department of

Defence Production and Supply stated :

“A technical assessment was made and it was found that recondi-
tioning of Johnshaw Press was not economically viable.
Further, thc satisfactory performance of the press after
recondition’ng was doubtful.”

1.91 Enquired further as to why a single tender enquiry was floated
in June, 1979 for procurement of shells of ammunition 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 indigenisation of this item DGOF and CI(A) tried to devclop
two titms A’ and ‘B’ while effocts on firm ‘B’ did not
succeed, firm ‘A’ were able to develop the item. They had
also successfully executed one  educational order for 200
nos. placed by DGOF. The requizemeni against indent pro-
jected on DDS by DGOF was super emergent and supply of
abou: 15.C0U0 nos. were required by December 1979 to meet
Army requirement for the year 1979-80.  As the develop-
ment of a new source would tak: at least one year it was
decided t ficat single tender enquiry to the firm who had
devcloped this  item. As far as DGTD 15 concerned its
representative is a member of the Techinical Committee.”

1.92 In reply to a further question as to why order for shells was
not placed on firm ‘T before expiry of a validity date of 31-7-1979,
the Department of Tiefrnce Production and  Supplics stated that the
order for shells could not be placed on firm ‘T’ before the expiry of
the validity date of 31-7-1979 because prima-facie the offer of the firm
of Rs. 498 per piece appeared to be on the high side compared to the
developmental order of Rs. 370 per piece placed on 28-2-1979. The
firm had alo cuoied cther unacceptable icrins.  Further the  validity
period of the offer was too short for processing a supplv order of such

a high value.

1.93 The Committee desired to know the reasons for non-placement
of supply order upto Sth November, 1979 afrer it was decided in Auvgust
1979 to place orders for 25,000 shells with an option for another
25,000 shells tv be excrcised during the currency of the contract. The
Department of Defence Production and Suppdics stated as follows :

“After the nepotiation meeting with firm ‘T’ held on 17-8-1979
the consensus in the Negotiating Committee ‘was to place
an order on firm ‘T" for 25000 shells. Since the urgent
-requirement was only.for 16,000 nos. it was decided later
'0 ascertain the willingness of the firm for 16.000 shells
placed on them along with the on &ccount payment in lieu
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- of advance payment. . The firm’s reply Wwas received on
+3-10-1979 - capressing their inabil:ity to accept the quantity
reduction and the on account payment in lieu of advance.
The case was processed for placement of erder on 5-10-1979
for seeking Raksha Mantri and Financc Minister’'s approval
which was obtained on 6-12-1979 and wurder placed on
10-12-1979 for a quantity of 25,000 shells only at Rs. 540 per

shell,”

1.94 Asked furtter as to when the DDS had come to know about
the other sources of supply from which guotations were Invited in
September, 1979. The Department of Diefeace Production and Supplies
stated as follows :

“Other sources {c1 supply of Bomb Body for ammunition ‘ZA’
were locatedd when Ordnance Faciory Board iequested DDS
in June 1979 to arrange procurement. A formal indent
was projected by DGOF on DDS in July 79 for supply
of 1 lakh nos. Bombay 120mm Mortar Body, In
the meering held on 17-8-1979 in the room of AS(DS)
associating representative from I.¥., OFB and TC(AS) it
was decided to cover only the super emergent requirement on
the single cource who had deveidped this item and for the
balance quantity to approach other likely suppliers.”

1.95 According to the Audit Paragraph, in ths tender enquiry issued
py the DDS on 29th June. 1979, one of the conditions was that the raw
material for 50000 shell< would be supplied bv the Ordnance Factory.
However, the order placed in December, 1979 on firm ‘T° did not
clear for supply of raw materials. The Committes desired to Fnow as
1o how the raw materials were utilised by the concerned factory. The
Department of Defence Production and Supplics stated as follows :

“Raw materials available with Ordnance Factory was utilised in
falt by March. 1983 for their cwn production and supply
of finishcd shells.”

1.96 It is seen that firm ‘U’ was allowed the rate of Rs. 610 when
it has quoted the rate of Rs. 590 (for 50.000 shells) and Rs. 600
for 25.000 shejls) with price variation clause for steel, fuel and power.
The Committee desired to know o~ to whe the firm was not allowed
the qunted rate with price variation clavse subicet to the ceiling rate
of Rs. 610. 1In a note the Depurtment of Defence Production and
Sunplies stated as follows

“Pursnant te (ke negotiation mecting he'd on 11-2.1980. firm
" made their  offer for an  erder for 25000 nos. ac
(i) Rs. 600 per numher with  cscalation on  steel and
(ii) Rs. 615 each firm orice without anv escalation. The
firm and fixed nrice finallv negotiated at Rs. 610'- was more
favourahle tc the Department as the order involved develon-
ment time. The firm actuallv tack nearly 1-12  vears to
development the item and start supplies.” )
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(.97 lhe Committee enquired as to why the: entire supply crder for
75,000 shells.at -the rate of Rs. 615 per shell was not placed on firm ‘T’
which - had made the supplies earlier. The Department of Defence
Production and Supplies stated :

“Supply order for 75,000 shells at the rate of Rs. 615 per
shell was not placed on firm ‘T° which had made the
supplies carlier with a view to developing additional sources
to meet anticipated recurring large demands in the future.”

1.98 The Departinent of Defence Production and Supplies have also
confirmed that the firms ‘U’ and 'V’ have since completed the outstanding
supplies of shells.

1.99 According to the Audit Paragraph, failurz on the part of the
DDS to place supply order on firm ‘T’ before expiry of the validity date
of 3ist July, 1979 rcsulted in an extra expenditure of Rs, 96.25 lakhs
In procuring supplies 9 months later. The Committee desired to know
wheiher any action had been taken to gst the extra expenditure of
Rs. 96.25 lakhs regalarised. The Departmem of Defence Production and
Supplies stated as follows:

“The auestion of regularising the extra expenditure of Rs. 96.25
lakhs did rot arise in the circumstances cxplamed below :

On the basis of available information at that time, the price
of Re, 498'- cach appearsd to be on the higher side
and, therefore a negotiation had 1o be held. Negotiation
was also necessary on some of the impertant conditions
of the firm, like their requext for 10 per cent advance.
Even if the order was placed in a hurry at Rs. 498
each for the quantity of 1 lakh nos, for which the
firn: had submitted the Juotation, it would have heen
quitc urrealistic to expect supplies at this price in the
face »f the genuirg: error in computing the price as
indicated by them later, specially when the firm know
that there was no alternative established source. The
Depa:tment, of course cven in that situaticn would have
no plausible explanation or  justification for such a
hurried action for placement of order for such a larpe
value (approx. Rs. § croes) on a single firm with
unacieptable conditions.  ft is an accepted policy that
whrn there is a continued demand over a long period.
the emphasise is to induct mer: than one source. The
samc was aoplied in this case to avoid  monopolistic
dtvatior. This nolicy had paid dividends also as now
we hae  established  sources in this item  providine
adeguaie competition and cconomy”

B. Procerement of tail units of an ammuaition ‘7R

1100 Accordine tn the Audit Paragraoch hased on an wrosnt ipdent
nlaced in Mav' " 1977 bv' Central Ammunition Denot ‘XY’ for  the
nrocnrsment: of 46.37C niimberc of tait units reanired ta et hart s lqroes
nuher (03,646 nimher<) "of an ammunition ZRB' fram repairable 10
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serviceable condition, the Techmica] Commirtee  (Armament Stores)
invited in September 1977 tenders from 12 firins and 5 finns responded.
The DDS placed in December 1977 supply orders for 23,185 “tail units
each on firms ‘X’ and 'Y' at the rate of Rs. 6.95 per unit (value of
supply orders Rs. 322 lakhs).

1.101 It is furtber seen from the Audit Paragraph thui acccrding ihe
Technical Committee, S firmg which responded to the tenders invited in
September 1977, were inexperienced and lacked cupacity to  undertake
manufacture o° the stores. The Commitiee desired to know as to why
supply orders for tai! units were placed on two firm: "X and Y™ of these
five inexperienced fums. In a note the Department of 1»efence Produc-
tion and Supplies :tated as follows :

“The firms X & Y were called for  negotiations  meeting on
15-1i-1977. However, before th: negotiation meeting was
eld. STA Delhi Cantt. was  asked to verify  capacity oi
ihese firms X & Y. The following were the observations
of SIA Deihr Cantt. :

(a) #Firm X' This firm has the capacity and  capability
provided they augment their capacitv with  projection
welding machine for which they had placed an order.

(b)Y Firm "Y': (i) The firm Joe< not have facilities for
varpishing treatment.

(i} The firn, will also have to install deep drawing press.

The pot prajection welding machin: which is  understood to
have heen shifted from another firm required medification
10 accommodate welding of the fins. Tt is not possible
to assess  the suitahilitv. of  machine withowt  practical
trials.

Since the firms hoad shown confidence to develop and manufacture
these items, it was decided to zive 50 per cent qgtv. to each
of these fvme who had quoted ths lowest price of Re €08
ench”

1.102 Accordiig t- the Audit Paragraph. firm ‘7' agrecd in June
1978 to accept the nider for 93,370 numbers at the rate of Rs. 850
#nd requested the DDS tc issue a letter of intent immediately to enable
it to commence riann’ne and procurement of raw materials.” Na letter
of intent was. however, issued to firm ‘77, The cunelv order for 93.370
Tail Units was placed on firm ‘7’ onlv in arch. 1979 In Anril. 1970
firm ‘7 declined to accept the order on the ground that itc offer had
not heen accerted within the validitv date of 27th October, 1078 and
the prices of raw materials had gone un during the intervening period.
Acked as ta why no letier of intent was issued to firm 7", the Department
of Defence Production and Supplies stated -

“No letter of intent woe icsued to firm ‘7" for their offer for
surply ~f stares at R<. 8.50 firm and fixed since there was
a copwideruble cuantity on order on the firm and it wa< aleo
1 deliberat; decition to develan an alternative <ource.”
2 LSSIRE ¢
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1.103 It is seen from the Audit Paragraph that the DDS had stated
In oeptember 1983 thay the earlier order of May 1978 had been placed
on Grm < at a ce.ung price of Rs. 8.50 subject to cost  examination,
and placing ot another order on the firm at a fixed price of Rs, 8.50 as
recemmended by the fechnical Committee would bave prejudiced the
price fixation in the earlier order, and the matter required further
claritication from the Technical Committee.

1104 In view of the decision taken to cancel the orders on firms
‘X' and 'Y’ the icaction of firm ‘Z° had to be watcheg for sometime
belor: covering the caucelied quantity. The Comrauitee cnquired as to
when the price fixation in respect of the earlier order of May, 1978,
placed on firm Z’ was finalised. The Department of Dcfence Production
and Supplies stated :

“On completion of supplies the  order was  regularised vide
aliwrdment letter dated 7-4-1989 fixing the price at Rs. §.50
eachh firm and fixed.”

1.05 Enquired about the nature of clarificadon required from the
Technical Committec and when was it wought.  The Department of
Defence Productior and Supplies intimated -

A reference wus made to thg TC(AS) vide ncte daied 26-9-1¢78
to clarifv the amendments male to the specifications
governing sepply.  TC(AS) furnished their comments vide
their note dated 12-12-1978, The drawings for central tube
specified  solid drawn bright steel tubes to specification
BSS.T 54 besides Bars to specification BS 970. Since this
speeification has been  withdrawn by  the originator. its
cauivalent srecification BS-980 CDS-10 had been stipulated.”

1.106 1t is zecn from the Audit Paragragh that finally in  fanuvary
1980, a supply crder was placed on firm ‘Z° for supply of 1 lakh tail
units at the rate of R 12.05 (total cost : Rs. 13.05 lakhs) as against
its offer of June 1978 to accept the order for 93.370 number at the
rate of Rs. 8.50. The balance quantity of 43,370 tail units were covered
by another supply order placed in February 1980 on fim ‘AA’ at the
rate of Rs. 13.05. The delay in placing orders on the  estahlished
suprdier (Firm ‘7 1osalled in extra expenditur: of Rs. 4.25 lakhs besides
rendenng 93,666 numbers of ammunition ‘ZB’ costing Rs. 1.31 crores to
remain repairable for amount of tail units.

i.107 ‘The Committce desired to know the reasone due te which
the offer made bv firm ‘Z° could not be accepted within the validitv date
of 27th October. 1978, The Department of Defence Production and
Supplies inthmated nas follows :

“The offer made by firm ‘Z’ for supplv of stores at Rs. .50
could ot be accepted within *hs validity  period f 27th
Octaber. 1)78 mainly on acceunt of the following :

a) Aeainst an earlier  supplv  order on firm ‘7' we hadl
allrwed a  ceiling price of Rs. 8.50 subject to cost



35

examination, This cost examination was not over by
Z/th October, 1978 and il was therciore, el that place-
ment oi aa order on tirm Z' ou a4 mrm and fxed price
of Rs. 8.50 before this examination was coinpieled may
not be correct.

(b) There was only one source viz, firm ‘Z’ which had been
develeped for this tem.  Eioris to develop additionat
sources viz., firms ‘X' and "Y' had failed. Hence a view
had to te¢ taken whether to cover tne enure guantily on
frm ‘Z or to try to develop additional sources also in
order to avoid any monopolistic  situation with the firm
'L us the only supplier. This matier was under examina-
tion,”

1.108 Asked about the present position of repair to 93,666 numbers
of amnwnution "ZB’, e Department of Defence Production and Supplies
stated :

“The entire stocks of ammunition, ‘ZB’ held in irrepairable condi-
tion for want of Tal Unit No. 4 have since been repaired|
upgriaded.”

1.109 In reply to u question, the Department of Defence Produciion
and Supplies have stated that the life prescribed for this ammunition was
36 years. The vear o manufacture of this ummunttion was from 1941
to 1972.

Procurement of plant dry air charging ser. (engine driven)

1.110 In July 1978, the DDS fleated tender  enquiries o 14 firms
for the procurement of 10 numbers of plant dey air charging sets (engine
driven) against mdeats raised (June 1977 andg March 1978) by the
DQS. No quotations werz received till the date of opening of tender
(21st October 1978), On a request from firm "AB’, the date of opening
of tender was cxtended and an offer was reccived on 30th  November
1978 {rom this tirm but it was not found acceptable to the AHSP as
tie firm had not crolked for the complete s2t conforming to  defence
specifications.  Fresh enouiries were floated (Febtruae, 1979) to 4 firms
(including firm "ABR’). As the single quotetion received from firm ‘AB’
on retendering was iacomplete, it was decided (18th CGctober 1979) t
retender. . Meanwhile, the requirement incrcased to 13 sets. TFresh
enquiries for 13 scty were invited (January 19803 from 1C firms and 2
firms '‘AB’ and 'AC’ iesponded (February 1980).

1.111 The Committec desired to know as to when the quotations
were received from firms ‘AB’ and ‘AC" in response to tender enquiries
for 13 Plant diy Air charging sets invited in Januaiy 1980, The Depart-
ment of Defence Production and Supplies stated as follows :

“The tender engrirv was floated to 10 firms on 25th January,
1980. The due date for receipt and ovening of tenders was
indicated a5 14.30 hours on 25-3-1980. Tke quotations of
both the firms ‘AB’ and ‘AC’ were received within the due
date and <am¢ were openced on 25-3-1980."
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' 1412 It is seen trom the Audit Paragraph that while firm *AC’ guoted
Rs. 1,08 lahas por sel wilh price vaulauon clause top propriclery neis,
witch was sncreased 1o Ks, 1.3Y Jakbs wiler taking mio accounl piice

‘variauen betore opening of tenders, and kept the ouer open up lo 25th
Juiw Y8y, arm AB quoted Rs, 3.22 lakus per set with the  validity
period upto 27th May, 1980,

1.113 In May 1950 the requiremient tor the equipment was increased
to 31 sets.  Uffers of both the tirms (AB & AC) met with all the
defence speciications but no supply order was placed on tuem before
the validity period.  Firm "AC’ revised the price of the eguipment to
Rs. 1.78 lakihs per set by up-dating its price in  terms of the price
varigativn clause and simultancowsly extending the vabdity of s olter
up 10 July 1980. A supply order for 31 sets was placed on firm "AC
on 4th September, 1980 at the rate of Rs. 1.52 lakbs (lotal cost
Rs. 47.12 lakhs). 'The non-acceptance of firm ‘AC’s offer ot Rs, 1.39
lakhs per set within the validity period resulted in an extra expenditure
of Rs. 1.68 lakhs on procurement of 13 sets.

1.114 The Commnice desired 10 know the reasons for not  placing
tie order within the validity period of th: offers on firms "AB’ ond
"AC’.  The Dwpartment of Defence Production and Supplies explained

the position as tollows :

“After receipt of claritications from the firms, part case was sent
by TC(ES) to Department of Defence Supplies on 28-5-1980
and the same was received in DDS on 30-5-1980. The case
was cxamumied in the Department of Defence Supplies. The
lowest guoiaiion was very much above the estimated price
of the indentor and reference was required to be made to
indentor ancut their acceptance of the price for procuremeni
of store. The indentor confirmed on 12th June 1980 that
there is no difficulty in providing additional funds, Further,
it was decided to hold a negotittion meeting with both the
firms ‘AB’ and ‘AC" and date for negotiation mecting was
fixed as 24-6-1980. The firm ‘AC’ requested to postpune the
meeting to the 1st week of July as 24th June was not conven-
ient to them. Accordingly, negotiation meeting was postponed
to Stk July 1980 and Telegraphic supply order was placed on
the firm ‘AC" on 30-7-1980 within the extended validity date

of 31« July, 1980.”

[.115 DOS raised irdent for procurement ol these sets us eatly as
in 1977-78 and supply order could be placsd on 4th September, 1980
fe after a pericd of 3 vears. The Commitice desired 10 know as to
how miany years ir. advance of actual requirement the DOS placed indent
on DDS. The Department of Defence Production and Supplies <tatea

as follows :

“The provision review 1s carried out by the Army HQ(DOS) on
I Octeber cvery year which caters for the maintenance and
rescrve liabllities upto 42 months. Based on the deficiencies
revealed the tequirement is projected on precurement apencies,
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in this casc Department of Defence Supplies, after obtaming
necessary Financial clearance from the associated finance.
Delivery periods are determined based on the lead time
required for the source of supply and the urgency of the
requireiment. In the case of procurcment through DDS a
lead time of 18 months is normally cxpected to be given
for procurement of stores. However, in the present case the
delivery rcquirements indicated in the indents  received
were as follows :

SI. No. Date of Indent Qty. Delivery require-
ment indicated

1. 23-6-77 5 nos. Dec. 77

2. 8-3-78 5 nos. Dec. 78

3. 10-8-79 3 nos. Net indicated

4. .6-5-80 18 uos. Not indicat_d

N )

27-7-81 2 nos. April 82."

[.116 The Comnuttee desired to know the date dates or. which the
supplies against the »opply order placed on firm ‘AC’ materialised and
how the requirements during the period 1977 onwards were met. The
Department of Defcnce Froduction and Suppiies stated as follows :

“The firm started supplics w.ef. 11 [ebruary 1983 in instalments
and the cniire qty. 33 has materialseq vide Inspection
Note Neo. [ENZWZi{SO-2041 29 Fipal dated S April 1984
received trom Inspector of EE, R. K. Puram, New Delhi.
till the seppbes matenalised Jdeiciencies  continued,  The
units way have managed with the charging sets  already
availuble with them.”

Deiay in supply and avoidable e¢xpenditure

A. Development and supply of shells for producing particular tvpe of
anviunition L0

1.117 It is scen from the Audit Paragraph that based on the delibera-
uon of the price negetiation meeting held in December 1977, the DDS
placed in October 1978 two supply orders nn: on ua private firm ‘AD’
and the other on a public sector undertakirg ‘AE'—for  development
and supplv of 50,000 shells (required for producing a particular type
of ammunition ‘ZC’ in the Ordnance Factories).

1.118 The Committee asked as to when the DDS were  informed
for the developent and procurement of ammmmition ‘ZC .

The Dzpartment of Defence Production und Supplics stated :
“Proposal for development and procurement of forgings from

trade for 105 mm IFG were initiated during May 1977 by
DCOT toted on the  discussions in the  Secretary (DP)
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produciion  review meeting on  20,2i-11-1970 ar DGOF
Hagrs.”

1.119 It is scen Do Audit para that although the price negotiation
meeting was held 1 Lecember 1977, the DDS placed supply orders in
October, 1978 nc¢ after 1U months, Lhe Committee desired 1o know
as to why DDS ok 10 months to place deveiopmentsupply prder, In
a nole the Department of Defence rroduction and Supphes stated  as
tollows : e et

“Although a meeting was held in Deccmber 1977 te pilace an
order on Lum "AD'. The order could not be placed imne-
diately on them in view of their critical financial positicn,
The issue was finally setiled under the aegis of Ministry of
Industrial Development and Heavy Industry.”

1.120 Asked on what grounds firm "AD" was granted cxtension upto
30-9-1979 for submission of samples of shells for ammunition ‘ZC,
the Department of Defence Production and Supplics stated as follows :

“That is an extremely difficult and critical store which required
cunsiderable developmental  efforts than initially anticipated
by the firm. Besides the store was being developed for the
first tune in civil trade. Hence the production problems,
hottlenecks could not be anticipated. The firm  however
made efforts during the period October 1978 to April 1979
10 develop this item by making one set of tools and dies
and clarifying various technical aspect with Controller of
Inspection (Ammunition), Kirkee, Ordnance Factories
Ambajhari and Sr. Inspector of Armamecnt, Bombay.

In view of the earnest efforts being made by the firm the
delivery period was extended up t» 30-9-1979, within which
the firm submitted the advance samples.”

1.121 The Commntee asked for a copy of letier wherein the DDS
informed firm ‘AD’ that its request for price increase would be considered
afrer 1t had supplied abcut 2000 shells. The Department ¢of Defence
Prcduction and Supplies stated as follows :

“No letter wherein DDS informed ta: tirm ‘AD’ tha. its request
for price increase would be coisiderzd after it had supplied
about 2,000 shells. was jssued. It was only an  internal
decision taken by the Department.”

1.122 The Committzc enquired as to why the isswe regaiding price
escalation of fuel and power was also not sorted cut in the meeting

held in April. 1981. In a note the Department of Defence Production
and Supplies stated as follows :

“In accordance with the delivery scnedule stipulated in the
contract the firm had to commernce bulk supply 90 days
from the date of approval of advance sample @ 1000 nos.
in the first month, 3000 nos. in the second month, 4000 nos.
in the third month and 500 nos. per month from the
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fourth month onwards. The advance sample was cleared on
12-12-1980. The firm had some proclems with  their
upsctier and were considering imstallanion of a new upsctter.
'The etiorts made to commence bulk supply by the firm
were not very satisfactory. In ihe  circumstances, during
the meeting held in Apnl 1981 the representatives of the
firm were told by the deptt. that escalation could be
considered on inputs like power and fuel frcm a prospective
date provided there was no slackening of etfort in meeting
the delivery schedule as stipulated in the contract. The
representatives  of the firm who attended the meeting
promised to confirm the acceptance of sanmie 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 price escalation of fucl
and power in April 1981. They also failed to make any
oulk supplics as per the contracted delivery schedule and
were able tc tender the first tot only in May, 1982, In
their letter dated 11-8-1981 the firm again made zn appeal
to consider escalation on fuel and power effective from
March 1977. An internal decision was  taken by the
Department that the request for price revision would be
considercd after delivery of at lcast 2000 nos. of contracted
store by the firm.”

1.123 1t is <een from the Audit Paragraph that on a request being
made by firm "AD’ in July, 1982 for revision of the price from Rs. 324
to Rs. 731.52 ner shell on the ground that the cost of preduction had
risen sharply, the DDS in February 1983, through an amendment to
the supply order, decided to increase the rate from Re<. 324 to Re. 533
per shell. Firm ‘AD’ supplied only 7.962 shells by March, 1983,

1.123A. The Committce desired to know as to when the supplics were
completed by firm ‘AD' and what was the impact of delay in supplics on
defence preparedness. The Deptt. of Defence Production and Supplies
stated as follows

“Out of the quantity S0.000 Nos on firm ‘AD’ against Supply
Order No. CPO-765 dt. 12-10-78 quantity of 20,186 Nos.
has been supplied so far, The DP has been extended further
upto 31st January, 1985 The delav in supply did not affect
the defence preparedness. However. there was slight shortfall
in the Ordnance Factory Production but same was overcome
by import.”

1.124 1t is scen that although there had besn delav in submission of
samples by the wuppliers and subsequent delay in supply of shells dus to
no fault of the Department price increase had been given resultine an
avoidable expenditure of Rs. 2.08 crores, to the Government. The Com-
mittee desired tn know the reasons for justification in the price increase.
The Department of Defence Production and Supplies stated as follows :
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“This is an extremely ditficult and critical store which required
considerable developmental efforts than initially anticipated
by the suppliers and the purchaser. Besides, the store was
being developed for the first time in civil trade. Firms took
about two years to get their advance samples cleared. By the
time BPC was granted to firms ‘AD’ and ‘AE’, the main raw
material, namely, steel price (Govt. administered) had con-
siderably gone wup. 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-
sider 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 pro-
duction as verified by the SCAO of the Department.

In this case. it would be 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.”

1.124A Asked about the Department’s policy regarding price variation
clause, the Department of Defence Production and Supplies stated :

“Government (Deptt. of Defence Production and Supplies  are
not averse to having a price vanation clause, in the case of
orders with long gestatior period, in respect of items where
the costs ars susceptible to variation.. For example, in the
case of Generating Sets, the contracts provide for escalations
on engine, alternators and control panels. For metals price
variation based on JPCIMMTC prices are normallv agreed
to.”

1.125 With regard to the cases where supplies had been delayed due to
no fault of the Department. the Committee desired to know whether the
price vanation had bzen limited to what it would have been if the supplies
had been made in time. In a note the Department of Defence Production
and Supplies stated as follows :

“When delays are not attributable to the purchaser, extensions
are granted with conditions reserving the purchasers right to
levy liquidated damages and limiting escalation to the original
delivery period.”

1.126 According to the Audit Paragraph, Undertaking ‘AE' failed to
submit acceptable sample for about 2 years. Bulk production clearance
was given to the Undertaking on 29th October, 1980. Asked about the
reasons due to which the Undertaking failed to sumbit acceptable samples,
the Deptt. of Defence Production and Supplies in a note stated as under :
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“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. The 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 :

“Requircmients of ammunition of ‘ZC’ during 1977 to 1982-83
werec met with the forgings produced at Ordnance Factories.
Supply from trade also was sought to augment production in
Ordnance Factories. Some requirements were met through
import also.”

8. Procurement af trailers 1 ton 2 wheeled and Generating Sets

1.129 According to the Audit Paragraph, the DDS floated in March,
1979 tender enquiries to 9 trms for procurement of 134 trailers without
panel (for mounting gencrating sets) and 100 trailers with panel for
general service. The lowest rate (Rs. 13,200 each) was that of firm ‘AF’
and the second lowest rate (Rs. 16,500 each) was quoted by firm "AG’,
Before finalising the supply crders on firms "AG’ and "AF’, the 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 manufacture, machinery and financial resources
and that the firm would not be able to give more than 5 trailers per
month. Notwithstanding the report of the Inspectorate of Vehicles, 134
trailers (without panel) were covered through supply orders placed in
July 1979 by the DDS on firm *AF (34 numbers at the rate of R<. 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 were the considerations :—

(i‘) The offer of ‘AF’ was the lowest.
2 LSS/86—7
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(ii) Delivery Schedule offered was acceptable.

(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 wecks. The Despartment of Defence Production
and Supplies stated that the time was allowed for submission of samplg
to firm ‘AF’ and firm ‘AG’ based on the time quoted in their respective
quotations.

1.132 According to the Audit Paragraph, while firm ‘AG’ compl‘eth
supplies within the extended date of supplies (May 1981), firm ‘AF
could supply only 20 trailers. even after grant of 3 extensions, till 31st
December, 1982.

Generatirig Sets

1.133 According to the Audit Paragraph, another indent for 45 generat-
ing sets was rai-cd by the DDS in August 1979, In order to procure the
generating sets for 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 lakhs) and the other on firm ‘Al’ for 50 sets at the rate
of Rs. 0.83 (total cost Rs. 4.15 lakhs). The delivery of generating
sets mountsd on trailers was to commence after 2 months (by firm ‘AH")
and 3 or 4 months (by firm ‘Al') depending on the receipt of trailers.
At the time of placement of the order, firm ‘Al' 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 materialised. Both the firms were held responsible for in-
stallation of the generating sets on the trailers té be supplied to them free,
although there was no adequate ready stock of trailers to be fed to firm
‘AH' and ‘Al’ for mounting the generating sets.

1.134 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 must be only in case of devclopmental orders. Your obser-
vation i< correct that we have not been strict, because this is
the effort of indigenisation: and if the fellow has not suc-
ceeded. we should not be inhuman. In the case of repetitive
Orders, 1 for one. would entirely agree that if he indulges in mal-
practice, he should be kept out and we do this. Thers was a
specific case in which the fellow was debarred for a certain
period. His quotation was not examined. If they do not
succeed in developmental orders, we have to be more tolerant.”

1.135 The Committee desired to know the considerations on which
the order for supply of generating sets was placed in December 1979 on
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firm ‘Al although it was known that firm ‘Al' had defaulted in supply of
similar sets against the earlier order of October 1975. The Department
of Defence Production and Supplies stated as follows

“A meeting was held in the Office of AS(DS) in August, 1979,
where all concerned were present to discuss and finalise the
procurement 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 sects
at that time and their performance was generally not satis-
factory. It was also notsd that this firm was technically com-
petent with a good capacity and had done fairtly 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 taking into
account their existing load and other technical factors which
werc in their favour, it was dscided to cover only a part of
the requirement i.e. 50 nos on this firm. The rest of the
quantity went to another who had supplied this set in the
past.”

1.136 Enquired about the progress of supply of remaining 54 sets
by firm 'Al' against the earlier order of October 1975, The Department
of Defsnce Production and Supplics stated

“71 nos. supplied out of 73. 2 sets (Class "C’ samples) returned
to firm after test by CIP Bangalore havc not yet been re-
worked and reoffered for acceptance inspection.™

1.137 According to the Audit Paragraph, in view of the non-adhe-
rence of the prescribed delivery schedule by firms "AH’ and "AT’, the Depart-
ment of Defence Supplies decided in January 1981 to relax the mobility
test and to have only limited mobility tests on the trailers to be supplicd by
firm 'AG’. Asked whether the relaxation in  mobility tests in any way
affected the users’ requirements. the Department of Defence Production
and Supplies stated

“Limited mobility tnals in  addition 10 the mobility trials on
trailers only, in no way affected the users’ requirements.”

1.138 The Committze further enquired whether the decision to relax
the mobility test was taken in consultation with the users. The Departmoent
of Defence Production and Supplies stated :

“Trailers used Yy the firm were approved by CIV Ahmednagar
(AHSP)Y uflter detailed mability trials.  Since certain medin-
cations wore required on the tiailsrs before mounting the
Gen. Sets, a limited readibility trial was carried out on the
trailer mounted Gen. Sets to check efficacy of the mounting
and to finolise the mounting  drawinge. A< this was g
technical matter to be decided bv the inspecting avtherity and
the users were not involved, the question of consult'ng  the
users on (vis aspect did not arise ™
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1.139 The Committee desired to know as to when the Gen. Sets
were offered for inspection without traders. The Department of Defcnce

Production and Supplies stated as follows :

“Since the Supply Order was for trailcr mounted Gen, Sets as
per the indentors requirement, the inspecting officer was
required to imspect the complete equipment namely the Gen.
Sets mounted on the trailers. A3 such the question of the
firm offering only the Gen. Sets without the trailers for

inspection did not arise.”

1.140 1t is teen ficm the Audit Paragraph that firm. ‘Al was asked
in May 1981 to defer supplies of 73 generaiing sets against their order
of October 1975 for which 73 trailers were issued to them for mouvnting
the generating scts and utilised 54 (out of 73) trailers to execute the
latest order of Dccember 1979, The DDS ulso Jdecided in May 1981
to utilise 70 trailers (with panel), covered under the supply order on

firm ‘AG’ after dismourting the panels.

1.141 The Cominittec asked as to why frm ‘Al’ could not be asked
earlier than May 1981, to utilise the 54 out of 73 trailers available
against the carlier order of October 1975, to execcute the fatest order
of December 1979, to avoid price increase. ‘[he Department of Defence

Production and Supolies stated as follows :

“Supplies were not dclayed on account of trailers, The firm
reccived the first consignment of  engines from their sub-
contractors cnly by 2nd April, 1981, after which they had
commenced supplics by utilising the trailers which were held
bv them against the earlier order for mounting the generating

scts.

The fust bateh of S nos. cffered on § Mayv, 1981, were
mspected and accepted by our inspecicr on 18 May, 1981,
The supplies against 1979 orders  were completed in
September. 1981, utilising the iratlers meant for the carlier

order.”

1.142 Tt is <een from the Audit Paragraph that while firm "AH’ com-
pleted the supplies on 17th Julv, 1982, firm ‘AT' complcted the order on
31st October, 1681 ic. after more than a year of the original date  of
completion due 10 dalay in isswing trailers to them for mounting the
generating scts.  Thus both firms (CAH 2nd ‘A1) chamed  price
escalation tn the extent nf Rs, 22.24 Jakhs (firm *‘AH’ - Rs. 15.43 lakhs
and firm ‘AT : Rs. 681 lakhe) in terms of the price vanation clause.

Avoidable expenditure die 10 direct  procurement of items of common
utility

1.143 Tt is seen from the Audit Paragraph that in March 1976, orders
were issued by Government that certain items of stores which were
peculiar in defence e and were meant “exclusively for defence” cnuld
he procured by defence athorities if the valoe of these was less than
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Rs. 50 lakhs. - The DDS, however, procured one such item of common
utility viz. paint RFU which was not “exclusively for defence” use and
was already being procured by the DGS&D through established indigenous
sources on rate contract. Procurement of paint RFU by the DDS, instead
of obtaining it through the DGS&D, resulted in an avoidable extra cxpendi-
ture of Rs. 18.23 lakhe.

1.144 The Committee desired to know as to why procurement of
paint ‘Ready foer usc’ was arranged by the Department of Defence
Supplics 1n contravention of Government orders cf Maich 1976. The
Department of Defence Production and Supplies stated as follows :

“Paint ‘Ready For Use’ is one of the exclusive items transferred
to Mmisuy of Defence by DXiS&D vide their cflice order
Mo, 155 daied 12-11-1975 and hence DDS is the appropriate
agency to purchase this item 1or Defence.”

1.145 Tt has also been stated by the DDS that they were nouc
making direct procurement of any other items of common utility which
were not exclusively for defence use and were being procured by the
DGS&D through established indigengus sources on rate contract.

1.146 Audit Para points out that on the basis of an indent for
4.06.000 litres of paint RFU in 3 different <izes of packs required during
June 1978 to December 1978 by the DDS, the Technical Committee (Geno-
ral Stores) invited tenders in July 1978. One of the firms—-irm "Al wiuch
was an established supplier of paint RFU to Defence under the DGS&D rate
contract, quoted the rates Rs. 8.80 per litre for 20 litre drums, and Rs. 10
per litre {or § litre drums, which were the lowest,

1.147 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 RFU) was not an
item included in the ‘exclusive items of stores for defence’. The DS re-
turned in 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 defence and its procurement be arranged by the DDS itself.

1.148 The Committee asked as to whyv on reccipt of the indent of
February 1978, the DDS did not inform the DDS that paint ‘Ready of Use’
was not an item in the hist of exclusive items of stores for defence. The De-
partment of Defence Production and Supplies stated as follows

“As paint ‘Ready For Use' is an item in the exclusive list of items
for defence, procurement action was initinted by DDS and
hence no reference was made to DDS.”

1.149 The Committee enquired whether the paint in question was
procured by DGS&D for Defence after 1975 and if sa. in which year. The
Department of Defence Production and Supplies stated as follows : "



46

“Yes. The paint in question was procured by DGS&D for Defence
against the requirements of Vehicle Factory. Jabalpur, as indi-

cated below

Rate

Nam: of th: tirm Ord:r No. & dat. Qty. on order

42,000 litres it 20 Rs. 9.40 per litre

Bristol P.ints 182
dt. 25-1-719 fitre packing
Modi Indust. fes 183 4,000 litres in 20 Rs. 9.8 per litre”

dt. 25-1-79 litre packing

1.150 Enquired whether the Defence authorities were barred from
making purchases on the basis of the rate contracts of DGS&D. The De-
partment of Defence Production and Supplics stated as under :

“Officers in the Defence Organisation designated as Direct Demand-
ing Officers are empowercd to makc purchases on the basis of
DGS&D rate contracts. It may, however, be stated that for
items which are exclusive to Defence, there are no DGS&D rate

contracts.”

1.151. According to Audit Paragraph, ihe main reasons for not placing
orders on cricblished suppliers were ascribed by the Depariment of Defence
Supplies to shortage of raw matcrials with them and the apprchension that
adiwerenee o delvery schedule by these supplicrs was doubiful The Crm-
rittee desired 10 know the basis on which it o« gathered that the suppliers
were facing short: ge of raw materials and athercice t- do'inery schedule by
them was doub'ful. The Department of Deler: Production and Supplics
stated as under :

“In the ncgotiation meeting held on 22-2-79 with 9 firms, 7 of
them categorically stated that they were not in a position to
commit definite price and dclivery schedule because of non-
availability of raw materials in the market. It was true that
the only source in the country for raw material chromium tri-
ox‘de pigment viz, Mis. Golden Chemical, Bombay was closed
from 1978 to mid 1979.”

1.152 Enquired as to how the Department of Defence Production and
Supplies coordinated with other major purchasing agencies like DGS&D
and DGOF to cnsure that it did not pay higher price than the rates charged
by those agencies for the same products at the same time. The Secretary,
Department of Defsnce Production and Supplies stated, during evidence
as follows :

“The same item cannot be dealt with by both (DGS&D and DDS).
It is an aberration. There are two cascs of this nature. [ 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.”

1.153 In a subsequent note furnished aftcr evidence, the Department
of Defence Production and Supplies stated as follows :
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“The Department deals with procurement of desvelopmental 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 agencies have dsalt with same or similar stores, informa-
tion on prices is collected from them to judge the reasonableness
of their prices.

In the cuse of Paint RFU, (example 1), there was, how-
ever, some confusion as to who should deal with the 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 example viz. Tail
Unit, DGOF’s price was ascertained to judge the reasonableness
of the price finalised.”

1.154 It is seen from the Audit Paragraph that according to a part
order for 2,50.000 litres of paint placed in March 1979, Firm ‘AL’ was
required to submit acceptable advance samples by 31st  March, 1979 and
bulk production was to commence from the date of approval of advance
samples at the rate of 35,000 40,000 litres pet month. Firm ‘AL’ failed
to submit acceptable samples till February 1980 and the supply order was
cancelled in February 1980 without financial repercussions on either side.
The Committee desired to know as to why the order of firm ‘AL’ was
cancelled 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 required quality of Green Chrome Oxide, the
main raw material from M's. Golden Chemical, Bombay 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 requirsd quality and samples
were, therefore, rejected. The order on firm ‘AL’ was accor-
dingly cancclled without financial repercussions stnce it was a
developmental failure.”

1.155 Asked as to how the requircments of the Indentor for paint were
met from January 1978 till the receipt of supplies, the Department of
Defence 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 DGS&D prior to 1975, During this period qty. 3.94 lakh
litres materialised and was issued. Dues out as on 1-10-80
were maintained to the extent of 4.7 lakh litres.”

1.156 The Committes asked as to how the rutes at which supply orders
were placed during January'Februiiry, 1980 for a total quantity of 12.15
lakh litres of paint in different packs compared with the DGS&D rates
prevailing during the same period. The Department of Defence Production
and Supplies stated as follows :
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“No comparison of rates can be made as DGS&D has not placed
any orders during the period January|February, 1980.”

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

“This being an exclusive item, the question of purchase through
DGS&D does not arise.”

1.158 In March, 1979 apother 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
litres (4,06,000 litres plus 8,20.300 litres) supply orders were placed in
January-February, 1980 by the Department on different firms 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 1o 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 Committes, therefore, desired to know whether responsi-
bility had becen fixed for the loss incurred duc to rejection of ecarlier
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
considercd in the Department since there was a mistaken im-
pression that the subject stores were to be procured only from
DGS&D as a common utility item.

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

Other Inicresting Points
A. Rerreading of Tyres

1.160 In March 1976 and April 1977, the DDS placed the following
3 supply orders for retrsading of 537 numbers of 80 X 24 tyres (for a
ceftain imported tractor) which were beyond local repairs (BLR) :

Tota] cost

Firm Dat: of supply order Quantity on order

{Numbers) Rs.
‘AZ . . . 20th March 1976 397 5,14,115
‘AZ ) . 23rd April 1977 100 11,09,000

PAT ‘ . 27th Apri} 1977 40 43,600
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- Retreading of 497 tyres by firm 'AZ’ at a total cost of Rs. 6.23 lakhs
was completed during May 1976—October 1977 and the retreaded tyres
were sent to COD ‘YY",

1.161 It is seen that the supply order placed on a firm ‘BA’ on 27th
April, 1977 for retreading of 40 tyres of a certain imported tractor did
not provide any safcguard 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 Dzpartment of Defence Production and
Supplies stated as follows :

“At the t:me of placement of Supply Order, the firm ‘BA" was repu-
ted retreader for Defence and was on Rate Contract. The
BLR tyres were to be 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
firm ‘BA’ while issuing BLR tyres to it, the Department of Defence Pro-
duction and Supplies stated :

“The ‘BLR’ tyres were supplicd to the firm agamst a bark
guarantee and it was, thecefure, not necessary ‘o take an
indempity 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 it on 30-3-1976 and 23rd April, 1977, was completed during May
1976—October 1977, and the retreaded tyres were sent to COD 'YY'.

- 1.164 It is further seen from the Audit Paragraph that the DDS had
pointed out in March 1978 that in view of availablity of adequate stock
of new tyres, there was no need of getting the BLR tyres retreaded. The
DOS also advised (May 1979) the DDS that since there was likelihood of
the imported tractors being phased out in the near future, the order for
retreading of tyres on firm ‘BA’ be cancelled. The supply order was can-
celed in September 1979 by the DDS without financial repercussion on
either side on the ground that ths firm had failed to submit the acceptable
samples. Firm ‘BA’ refuted the charge of iaiture oo it. part te submaut the
acceptable samples and stated in October 1979 that it had submitted 6
acceptable samples in October 1977 itself and was awaiting bulk production
clearanca. In April 1982, COD ‘YY" reported that 34 BLR tyres (cost :
Rs. 0.79 lakhs) werce lying with the firm since long (nearly 6 years) and
their condition would have deteriorated under prolonged storage and adverse
weather conditions and that these would be rendered unfit for retrcading:
future usc and woula cause considzrable loss to the State. These tvres had
not becn returned by the firm till September 1983,

1.165 The Committec enquired as to when the Director, Ordnance
Services {Armv Headquarters) had come to know that the imnorted
tractors were likely to be phased out <con. The Department of Defence
Production and Supplies stated < folows :

2 1S%/86--3
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““During the visit of thc DDS to.-......in December 1982 it was
clarified by the supplier that they will not supply any spares
requirad 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, it was found increasingly difficult to
maintain the......... vehicle 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 spares :—

(a) 60..... Engines
(b) 150..... Vehicles less engines
(c) i50........Semitrailers

As per the recommendation of study report the overhaul of the
equipment mentioned at sub-paros (a) to (¢) arc not possible
due to the non-availability of large percentage of the vital
item 1cquired for overhaul. The future prospects of rcceipt of
stores ex-import against our projections are also remote.

Since the...vehicle syst: a is found ta be non-mainrainable,
it was decided in April 1984 by the Ministty of Defence in @
mecting which was attended by all connected branches to
obsoletc the equipment.”

1.166 According to Audit Paragraph, an expenditure of Rs, 5.90 lakhs
on rutteading of 471 (out of 497) BLK tyres when adequate stock of
serviceable tyres was already available and the tractors for which the
retreaded tyres were to be used were being phased out in the near future
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 alrcady
available and the tractors for which the retreaded tyres were being used.
were to be phased out in the near future. In a note, the Department of

Defeuce Production and Supplies intimated as follows :

“As a result of the provisional review carricd out on 1st June, 1975
minus balance of 7 was revealed after taking into account
80 per cent beyond local repair tyres arising as asset. Therefore,
the requirements against which orders on firm ‘sAZ’ and ‘BA’
were 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 phasing 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 recommeridations of a Study Team convened in November
1983 to assess the feasibility and maintainability of the tractor.
The decision to declare. . .Tractor fleet as obsolete = was
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1aken in a meeting held in the office of Deputy Master General
of Ordnance on 9th March, 1984. Minutes of the meeting were
issued on 16th March, 1984. Relevant extracts of the meetmg :
are reproduced below :

‘ ln the final analysls it was decided unammously 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 the study report as well
as those discussed in this conference. The Deputy Master
General of Ordnanee 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 (DGI) not to grant any further extepsion to delivery
date of supply orders and if possible cancel the existing
supply orders without any financial repercussion.”

Present Position

“At present, only quantity 113 tyres in Juestion is held at
Central Ordnance Depot, Delhi Cantt. and the remaining
stock has been issued...Tractors though due to be
phased out are still in service and will be retained till 1990.”

1.168 When asked whether the firm ‘BA’ had since returned the 34
BLR tyres, the Department of Defence Production and Supplies stated as
follows :

“The firm ‘BA’ have returned the BLR tyres during November
1983/December 1983."

1.169 The Committee desired to know as to why timely action for
getting back the ‘BLR’ tyres from firm ‘BA’ was not taken immediately
on canccllation of the order in Scptember, 1979. The Department of
Defence Production and Supplics stated as follows :

“The supply order was cancelled in Scptember 1979 as the firm's
pilot sample had failed in trials. The firm from October 1979
onwards started representing against the rejection of the samples,
The firm wanted to know the reasons for rejection of the
samples and indicated that they will return the tyres only after
the matter in regard to rejection is resolved. Repeated rerainders
were issued to the firm and clarifications given indicating the
reasons for rejection of the &xmples The firm, however, ini-
tially disputed the grounds of rejection. Later, through the
personal intervention of the Inspector the matter was finally
resolved and the firm was prevailed upon to return the tyres.”

Waiverinon-recover) of Liquidated Damages

1.170 1t is se¢n from the Audit Paragraph that the total amount of
hquxdated damages recoverabls  from sur;?bcrs on account of delayed
supplies of stores in respect of 92 supply orders placed by the DDS during
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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.

1.171 Asked about the procedure followed for levy of liquidated
damages, the Secretary, Department of Defence Production and Supplies
stated as follows :

“Generally we follow the gidelines folowed by the DGS&D. But
our policy flowing from that basically summarises into where
there is delay due to circumstances beyond the control of the
fim, the liquidated damages are fully waived. Where the delay,
fully or partially, is due to firm’s failure but no loss or in-
conveniencs to consignee is there or can be demonstrated, the
liquidated damages are fully waived. Where delay, fully or
partly, is 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-lsvied.
If the-circumstances are such that this levy is considered harsh,
then this 10 per cent comes down to 5 per cent. These are the
various parameters within which the Department is functioning.
We are thinking whether we can lay down more specific guide-
lines for 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 damages
lzviable for delayed supplies are mostly either waived in full or only token
liquidated damages levied recovered without ascertaining the extent of loss
involved from the indentoryjuser instead of merely relying on a certificate
from the stock holders. The Department of Defence Production and Supplies

stated as follows :

“The previous procedure hitherto followed in the Department is as
explained below :—

The determination of leviable L]D is done in consultation
with Integrated Finance. Though the general conditions of the
contract provide for recovery of LiD @ 2 per cent per month
in respect of delayed suppliss, all that we can recover from
the supplier, as per Law, is a reasonable compensation not
exceeding the amount specified. The fact that L)D clause in
the general conditions of contract is part of every contract, in
itself precludes its being treated as a genuine pre-estimate of
damages. The value that we can recover in cases of delays is
only loss -actually sustained due to delay in supply, subject to
a htmittOf 2 per cent 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
supplies. Where the loss cannot be so quantified, we capnot
legally recover L{D. Even then the practice of this Department
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has been to levy token L|D upto 10 per cent of leviable LiD
where the firms are responsible for the delays, even if consignees
certify that there had been no loss or incomvenience, Guide-
lines have since béen issued vide O.M. No. 4(11)[85/D(S.1)
dated 20-9-1985 to bring about uniformity in regard to the levy
of liquidated damages for delayed supplics and to minimise
areas of discretion.

(i) D:lay in suppli:s resuit:d in mon:tary Full L/D
loss actual/demonstrabl;and firms were
fully responsible for the delay.

(ii) Delay in supplics resulted in menetary Full L/D for th: p:riod for which
loss actual/demonstrabl. but the firm they are responsbible and roméiring
were responsiblc only for part of the part of the delay wes beyond their
delay. control.

Th. appurtionment of th. delays must
bz donejudiciously and rccomr -nd. d
by th. TC.

(iii) D:lay in supplics rosulted in mon_tary  L/D moy b wiived fully
loss actual/demronstabl andentircd. lay
was du.: to circumstances beyond th ir
control.

(iv) Moa:tary loss actusl/demonstrabl. cun- Token L/D=10%;, of iviebll LD
not b: ¢:rtifixd but incoav.ni:nc: has caleulat.d for th: poriod for which
bxn cuuscd. th: firms &re tespoasibl..”

1.173 Asked whether it was possibic to incorporate  predetermined
liquidated damages clause in the case of supply orders placed for indigenous
items on cstablished sources, the Deparvunent of Defence Production and
Supplies statec as follows :

“The following ‘Liquidated Damages' Clause appears in the gene-
ral conditions of the contrac: sipply orders concluded by the
Ministry of Defence in Schedule "B, which siipulated a pre-
determined rate.”

9(ii1) “To recover from the contrac'or as agreed liquidaied dataa-
ges, and not by way of penaliy a sum of 2 per cent of tiic
price of any stores which the coniractor has failed 1o deliver
as aforesu'd, for cach month or part of a month exceeding
15 days during which delivery of such stores may be in
arrears.”

2. However, since the objective  development-cumi-production  sup-
ply orders for defence storcs is to cstablish sources for items hitherto im-
ported newly developed, there are bound to be delays, owing 1o charges in
specifications;drawings effected from time to time for improvement during
the process of development and bulk production.”

1.174 The Department of Defence Sapplies under the Mimistry of
Defence was set up in 1965 essentlally to achieve self-reliance in the pro-
curemrent of Defence equipment and stores required by the Armed Forces,
The Commaittee find that out of items numbering 88,984 projecied for dove-



54

lopment arnd procurement through indig:nuus sources, upto 31 Msrch, 1981
supply orders for only 47,363 items only were placed by the Department
on indigenous suppliers. According to the Department, a large number of
items remained outstanding for want of proper particulars or samples. The
Comniittee are unhappy to note that percentage of the number of items
remaining uncovered for want of proper particulars or samples in respect
of three Technical Committees, viz., TC ?Aemnautics). TC (Vehicles) and
TC (Eagineering Stores) was as high as 53.4 per cent, 30 per cent and 18.1,
per cent respectively. The Committee recommend that the Government
should identify 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 The Committee note that concrete efforts for indigenisation on
the defence side started only during the closing years of ‘sixtics’, which
according to the Department of Defence Supplies, is the real reason for
the slow pace of indigenisation of defencte equipment. The requirements
of inspection and testing of the defence supplies are very strict and rigid,
are stated to be the other rcasons for the slow pace of indigenisation. While
fully appreciating these constraints, the Commitlce are not satistied that
evervthing possible has been dome to accelerate the pare of indigenisation.

1.176 According to the test check carricd out by the audit of 467
supply orders placed during 1977-78 to 1980-82, delay ranging from over
12 months (o over 36 months was revealed in placing supply orders against
indents received from the users. Accordiny to the Ministry of Defeuce,
it normally takes 5 to 8 months to process an indent for placement of a
supply order. It is a matter of deep concern that in as many as 193 of
these 467 supply orders, the delay in finalisation of the supply orders
ranged from over 2 months to over 36 months. In spite of the fact that
the Department of Defence Supplies has now-been in existence for more
than 20 vears, n¢ worthwhile steps appear to have been taken to shorten
the time taken in finalisation of indents. The Committee recommend that
procedures should be evolved in consultation with all concerned so that
indent are finalised within the shortest possible time.

1.177 Auother disquicting feature of the working of the Department
of Defence Supplies is the lack of effective monitoring of supp'y orders.
In as many as 36 supply orders of the total value of Rs. 8.97 crores
placed upto June 1979, the suppliers failed to submit samples or com-
mence suppiics for over 3 vears. In some cases, where samples vere recei-
ved witkin three years, trials and apnroval had taken guiie a long time.
The Cowrmitiee are not convinced by the argument of the Department
that all the ilems were complex items which were being developed for
the first time. Due to such abnormal delays and developmental failures,
orders for as many a< 8 out of 36 items had to be cancelled.

1.178 The Commiftee recommend that the existing monitorirg proce-
dure should be adequately streamlined s0 as to make it more effective.
Plancing of reqairements particularly in vespect of hard core itens should
be done sufficiently In advance, Steps should alro be- tuken to: reduce the
time taken for nsers’ inspection test to the minimum extent possible, The
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‘Committee note that several measures for improving the working of the
Supplies Division have been formmulated after a detailed review of the
working of (he Supplies Wing in a meeting held with all the Chairmen
of Technical Committees on 31-3-1985. Prior to 31-3-1985 no comprehen-
sive internal review of the working of the Supplies Division had been
couducted by the Department.

The Committec recommend that in future perindic revicws of the
Supplies Division should be conducted by the Deparfment with a view to
streamlining the purchase procedure so that unnecessary delays at all stages
could be obviated.

1.179 The Committee note that till December, 1982 financial assis-
tance by way of development advances, tooling advances and ‘on uccount’
payments for purchase of raw materials, was cxtended to indigenous
suppliersifirms, und in this manner the Government was sharing with the
manufactures the cost of development. The Committee note that as on
S5th October, 1981, unadjusted advances amounting to Rs. 826 crores
in respect of 67 supply orders had accumulited ewing to failure of the
firms to develop the prototypes or to compizic the supplies. According to
the DDS the amount outstanding against 28 firms as on 29th Scptember,
1983 was Rs, 1,566 crores. Faced with such a large amount remaining
unrecovered, the DDS decided in Decembor, 1982 not to payv any  ‘on
account’ payments or advances in its future contracts save in exceptionzl
cases to be appreved by the Raksha Mantri,

1.180 The Committee feel that effective development of local indesry
is essential for meeting the requirements of the Defence Forces and for
that reason all possible assistance is very necessarv for creating shills and
quality consciousness. The Commiittee consider that the virtual stopping
of the practice of grunting ‘on acoumt’ pavments or cdvaness in December
1982, Government have virtually discontinued for all practical purposes
the principle of sharing with the manufactucer the cost of development.
It is not unlikely that manufacturers mav not show much iaterest  in
effectively executing developmental orders. The Secretary of the Departinent
assurcd the Committee during evidence that thev were examining various
pros and cons in this regard. The Commitice desire that caitable mechunism
which may be helpful for effective and carly execution of the developmen-
tal supply orders. should be evolved withont delays.

1.181 The Committee find that out of the advoices on Account of
Payment of Rs. 1.566 crores outstanding soainst 28 firms a« on 29 S¢ptem-
ber, 1983, a sum of Rs. 47.57 lakhe was not covered by Bank Guarantee
and recovcry of such advances hecame difficult  ia the absence of  any
safeguards. The Committee trust that while working avt the mecln i
for sharing thc developmental cost with the manufacturers as 1tcommen-
ded in the preceding paragreph, suitable safcpvards for  recovery  of
advances in the cvent of failare or canceltition of the sunphy arders will
also be provided.

1.182 The Committee would like to draw attention to a suopply order
placad on firm ‘A’ for 20-ton low deck trailers at a cost of Rs. 1.05
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crores, The fism, which was re%nircd to submit the pilot sample within
the scheduled dclivery date ie. by 31-5-1975, actually submitted it on
13-7-1977 and this was later found to be unacceptable, Even the modified
sample submitted in March 1978 was found to he not free frem defects
of serious natuore. The Committee are concerncd to note that inspite of
the repcated failure of the firm to develop a satisfactory sample even
within a periocd of more than 3 years, the Departnent failed to cancel
the contract at the risk and cost of the firm immediately after March,
1978, when th¢ modified sample was found to be defective. While the
Committec entirely supports the policy of giving every assistance, ‘en-
couragement and support to thosc who undertnke to produce defence
equipment, the Committee are of the view that the reasons advanced by
the Department for not taking a stricter action in not actually cancelling
the order after ihe unsuccessful user trials because of the subsequent in-
terest shown by the firm to execute the order, are srot wholly convincing.

1.183 In 1980 the matter regarding cancellation of the nrder by the
Depart-aen’ wae. examined in consultation with the Legal Advisor (Defence)
who opined that since the contract had been kept alive after the
defivecy pevind, it would not be possible to cancel the contract at that stage
withount giving further notice-cum-extensioa for submission of pi'o! sample.
According 10 the Audit Paragraph the sunoly order had not heen cancelled
till as late as September, 1983. According to the Department, the Supply
Order was finally cancelled at the risk and cost of the fism. The Committee
consider that in this case excessively genercus view has becn taken of
the continned failure of the supplyving firm.

1.184 A disquieting feature of the uforesaid supply order on firm
‘A’ is that a sum of Rs. 13.80 lakhs paid to the firm in June 1976 and
February 1977, for parchase of raw matcrials, without any Lank gua.
rantee as not beer recovered so far. ¥t s curprising that the last instal-
meut of adhvance of Rs. 3.35.684 - was paid to the firin in Febhruary, 1977,
inspite of the fact that the firm had failed to snhmit the sawylc within
the sclieduled delivery date of 31 May, 1975. The Committee have been
informed by the DDS that the matter for recoverv of advance of Rs. 15.80
lakhs has been referred to Burcau of Public Enterprises on  29-6-1984.
It hias been stated that the Ministry of Railwayv; huve withheld an amount
of Rs. 13.80 lakhs, which will be releasod anly after the advance payment
received hy firm ‘A’ is refunded to the Ministry of Defence. the Com-
mittee would like to know the iatest position about the recovery of this
amount of Rs 13.80 lakhs as also the recovery of risk and cost expen-
ses from the firm.

1.185 The Committee note that in the cascs failure on the part ,of
the Deparimont of Defence Supplics to  cnforce the contract covditions
regarding canccllation of contract and to effect risk and cost purchase
within 6 months of the date of hreach of contract, resulted in am infruc.
tuous additional expenditure of Rs. 10 91 lakhs as regarding purchase of
Ammunition haxes and Trailer Pire Fighting. According to the Minbtry
of Defence, in the case of purchase of ammunition boxes, the legal advice
was that Lecause of the abnormal increas: in the cost of raw materis! by
Government action, impossibility of performdne the comtract had occur-
red under thc Contract Act and as such no vafid risk purchase could be
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made. Similarly in the case of Trailer fire fighting, non-availabilily of
engine from the single approved source, dus to .ock out in their premises,
was accepted as a case of impossibility of performance by the Legal Ad-
viser. However, when a sccond legal opinion was obtained in the case for
the purchase of trailer fire fighting, 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 rate on or about the date of the breach.
Consequently, a claim of Rs. 4,57,329.60 was raised against the default-
ing firm. It would appear the first legal advice was given without adjudi-
cious sppraisal of all the connected facts, The Commiitee would like
to known fne latest position about the realisation of the claim for general
damages amounting to Rs. 4,57,329.60.

1.186 The Department of Defence Supplies, which is mainly conecrn-
ed with development of items in the private sector claims that they are
faced with many difficulties in effecting valid risk purchase. The Depan-
ment has set up a Committee under the Chairmanship of the Legal Ade
viser (Defence) (o review the procedure in regard to the risk purchase, If
this Commitice has subMhitted its recommendations the Public Accounts
Committee would advise that if these recommendations are acceptable,
they should be made generally known in the Department.

1.187 The COommittee note that against the Navy’s requirements for
indigenous development of high pressurc air compressors. supply  order
for development and manufacture of 25 number of portable air compres-
sors at a total cost of Rs. 26.25 lakhs was placed by the Depertment of
Defence Supplies on firm ‘R’ in September 1977. The firm was required,
in the first instance, to manufacture 2 prototype complete with indigenons
components and materials for test and triels. The remaining 23 numbers
were to be supplied after issue of bulk productidn clearance based on
satisfactory peifurmance of the prototipe. On 25th Maich, 1979, the
firm submitted the prototypes. They were found on inspection to be defec-
tive. After reclifving the defects the prototypes were resubmitted by the
firm in October, 1979. The bulk production clearance was given in Nov-
ember, 1979, without testing the rectified prototypes. The Departinent
have admitted that the grant of Bulk Production clearrnce even before
carrying out the users trails were carricd ot was not prudent on the part
of the concerned officers of the Directornte of Production and Inspection
(Navy). Later when these prototypes were put to f(rials, the Dircctorate
of Production and Inspection (Naval) pointed ouat in April, 1980 that the
firm had used imported components (retrieved Hut of the old imported
compressors lving with it) instead of indigenous ones, Counsequently the
bulk production clearance accorded in November. 1979 without proper
verification was withdrawn and the firm was asked to prepare a detailed
srt of revised munufacturing design'drawings for approval bv the inspec-
tion authorities and to produce two fresh prototypes using indigenous
materials'components.

1,188 The Committee are constrained to observe that the inspcction
s1aff bad no excuse for not complying with the obvious norms of inspec-
tion and accepling the equipment only on visual inspection in respict of
an order which relnted to developmental production. Thic is » serious
2L8S/86—¢
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failure and the Ministry should take appropriate disciplinary action
against those responsible,

1.189 By ro stretch of imagination can it be held that it was only a
case of procedural and conceptual technical lapse or the part of the Ins-
pecting Ofticers. The Committee are unabie to agree with the findings of
the Board of Investigation. The Commitice would like the Department to
review the matter and take more sternaction so that such lapses razy not
recur in futore.

1.190 The Committee note that out of a supply order for procure-
ment of 230 generating sets of 2KV A capacity at the total cost of Rs, 27.25
lakhs, placed on firm ‘S’ in August, 1975, the firm supplied only 192 sets
during June. 1978-—September 1980 and failed to make further supplies
thereafter despite grant of extension upto 30 September, 1981 In Dec-
ember, 1981, th¢ Department short-closed the order at the risk and cest
of the defaulting firm. The risk purchase could not be effected as the
users wanted the remaining sets with the revised specification. Theé Com-
mittee further note that 25 sets costing Rs. 2.96 lakhs out of the 192
generating sets, were found to be deicctive though in repairable condi-
tion. Tt is a matter of serious concern that these 25 penerating scts receiv-
ed early in 1980 should not have beca put to any use as thev could not
be got repaired till September, 1983. The Committec ean orly record
their dissatisfaction and displeasare.

1.191 The Committee note that the Department of Defence Supplies
fssued on 29 Jure, 1979 a single tender enquiry to firm “T* for supply of
one lakh shells of an ammumition ‘ZA°, The firm T° quoted on 3 July,
1979 the rate of Rs. 498 per shell for the entire quantity of one lakh shells
with its own materizls, On 6 July, 1979, firm. ‘T" intimated that if raw
materials for 50,000 shells were supplied hyv the Ordnance Factory the
cost thereof could be reduced. The Departinent failed to place any order
on firm T° before expiry of the validityv date (31 July 1979) of its offer
According to the Department. the order confd not be placed before the
expiry of the validity date of 31 July, 1979 hecause prima facie the offer
of the firm of Rs. 498 per shell appearcd to be on the high side compar-
ed to the deveiopmental order of Rs, 370 per shell placed on 28 February,
1979, Besides this, certain conditions like dcmand for 10 per cent ad
vance etc. needed to bhe thrashed out.

Famr ‘T" revised on 9 Aupust, 1979 its quotation from Rs. 498 to
Rs. 596 per <hell on the plea that it had crred in caleulating the original
rate. At the meeting held in DDS on 17 August 1979, it was decided
that a quantitv of 25,000 shells would be covered at Rs. 540 per shell
with escalation clause. Accordinglv, on 1¢ December 1979, the DDS
placed a supply order on firm T for 25000 shells at the enhanced rate
of Rs. 540 per shell.

Strangely enough 4 separate supplv crders for the balance quantity of
75,000 shells werc placed in Mav and June 1980 cn faur firms T, ‘U,
‘V* & ‘W’ at the rate of Rs. 615, Re 610, Rs. 61 & Rs. 615 per shell res
pectively. While firm P completed delivery of 25000 shells against sop-
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ply order of December 1979 by March 1981 aud supplied 2,682 shells
upto Seplembler 1982 against the supp'y order of May 1980, firms ‘U,
‘V’ and ‘W’ failed to adhere to the delivery schedule prescribed in the
supply orders plsced 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 soutces 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 ‘I’ beforc the expiry of the validity
period resulted in a large additional expcnditure in procuting supplies 9
months later. The Committees are of the vie that if the order for addi-
tional 75,000 shells was also placed on firm ‘I’ alengwith the order for
25,000 shells p'aced on 10 December, 1979 at the rate of Rs. 540 per
shell, quite a lot of infructuous expenditure would have heen saved,

1.192 Similarly in another case, delay in placing order for the pro
curement of 46,370 tail units 1equired to put a large amount of aminuni.
tion ‘ZB’ from repairable to serviceable condition, on the established
supplier firm ‘Z' resulted in an avoidable additional expenditure of
Rs. 4.25 lukhs. Initially, the Departmoot placed in December, 1977
supply order for 23,185 tail units each on firms ‘X’ and ‘Y’ inspite of
the observation made by the Technical Coninittee (Armaniens Stores)
that the firms were inexperienced and lacked tiie capacity to underiake
manufacture of the stores, According to the Department the orders on
these firms were placed since the firms had shown confidence to develop
and manufacture these items and had also quoted the lowest vrice of
Rs. 6.95 cacii.  As the firms ‘X’ and ‘Y’ {ailed to develop acceptable
samples, it was decided to cancel the orders on them. Mere price
advaniage offvrert by the concerned firms when there was doubt about in
their own compcience ought not to hate been accepted as suflicient justi-
fication for piacing order on the firms iri the face of Technical Com-
wittee's clearly expressed opinion about their in-competence,

1.193 On cancellation of the orders fo- taif units on firms *X' and ‘Y°
the Technical' Committee decided in June 1978 to place an order for
entire quantity on an established firm 'Z’.  The finn had agreed in June,
1978 1o accept e order for 93,370 number. at the rate of Rs, 8.50
and requested the Department to issue a letter of intent hmwmediately to
euable it to (ommence planping and procurement of raw  materials.
According tv the Department no letter of intent could then be issued
as there was a considerable quantity on order on the firm and there was
also a deliberaie decision to devclop an alternative source. The former
argument is on the face of it unjustifiable as on atempt had been made
to ascertain the firm's capacity whiie the latter argument would have
had force if they had wlready discoveced amy suvitable  firm willing 1o
undertake the task. The delay in placing-order for the full quantity only
resulted in a kigher price having to be paid. The Committee take a very
serfous view of the entire f{ransaction.

1194 ‘The (ommittee observe that for developmemr of additiunal
sources of supply of railway equipment the Ministry of Transport (Departe
ment of Railwnys—Railway Board) follow the system of placement of
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educationaldevelopmental orders at a preferential piice on Jew entre-
preneurs besides placing order for the major portion of supplies on estabe
lished suppliers, 'The Committee commend the system tollowed by the
Ministry of Iransport (Depwrtment of Railways) fo racceptance by the
Department of Defence Supplies.

1.195 In yet another case, for the procurement of plant dry air
charging scts, the non-acceptance of fiim “AC’s” offer of Rs. 1.39 lakhs
per set within the validity period resulied in auw extra expenditure of
Rs. 1.68 lakhs on procurement of 13 scts out of 31. According to Audit,
frm “ACS” ofier ot Rs, 1.39 lakhs was kept open upro 25 June 1980.
In the meantime, requirement for the cquipment was increased in May
1950 to 31 sets. The DDS failed to place supply order on the firm before
the validity period. Firm “AC” revised thie price of the equipment to
Rs. 1.78 lakhs per set and also extended the validity of its ofier upto
July 1980. Finally a supply order for 31 scts was placed on the firm
on 4 September, 1980 at the rate of Rs. 1.52 lakhs.

1.196 The Committee note that the Departmeit of Defence Supplics
placed in Ocicber, 1978 after the question of piice negotiations was
discussed in a mueeting in December 1977, two supply orders one on g8
private firm ‘AD' and the other on a public sector underiaking "AE’ for
developmcent and supply of 50,000 shells each at the rate of Rs. 324 and
Rs. 356 per shell, respectively. These shells were required feor pro-
ducing a particular type of ammunition ‘Z{’ in the Ordnance Faclories.
According to the Department, although a mecting for price negotiation
vas held in December, 1977 to place an order on firm: ‘D’, the order
could not be placed immediately on them in view of their critical finuancial
position.

1,197 Bgcih the firms AD’ and ‘AE' were- required to complete
delivery of the shells by the middle of 198). Beth the firms failed to
submit defect-free samples in time— firm ‘AD’ submiited the samples in
time—firm ‘AD’ submitted the samples at the cnd o one vear und seven
months, while firm ‘AE’ did so by about 2 years. Bulk production clea-
rance was granted only on 12 December, 1980 to firms *AD’ and on
29 October, 1980 to firm ‘AE". There was abnormal delay on the part
of firms ‘AD’ and ‘AE’ in making the suppiv ol shells in as much as
firm ‘AD' supplied ouly 20,186 cui of 50,000 shells <o far and firm ‘AE’
could supplv 35,208 shells by March 1983 It is surprising that inspjie
of such an inordinaic delav on the par! of these firms, enliancement of
price per shell was sanctioned for both the finns, ‘AD’ from Rs. 324 (o
Rs. 533 and ‘AF’ from Rs. 365 to Rs. 565. The Committee do not find
any justification for agreeing fo such a gzenerous increase in hoth the
cases.

1.198 In ye! 2nothre case the Commitee find (hat (wo supply orders
for 1.34 trailers {without panels) were placed by the Dcepartmient in July
1979 on two firins ‘AF’ and ‘AG’ for 34 and 100 trailers, respectively,
These trailers were required for mounting generating sets. The Inspecio-
rate of Vehicles (Nerth-Zone) from whom the capacity of firm ‘AP was
ascertained had reported that the firm had only limited capacity with
regard to manufacture, and its financial resources were also  limited.
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The Inspectorate had further stated that the firm “AF” would not be
able to give more than 5 trailers per montli. The Committee arc there-
fore surprised to find that an order for 34 trailers was placed on the firmy
for delivery at the rate of 810 numbers per month. The firm could
supply  only 26 trailers after grant  of 3  exten-
sions till 31st December, 1982. Firm ‘AC’ completed the supply order
placed on it within the extended date of May, 1981, Similarly in corder to
procure gencrating sets for mounting on the wrailers to be supplicd by the
firms ‘AF’ and ‘AG’, the Dcpartment placed tl'e supply orders in Novem-
ber and December 1979~one on firm ‘AW’ for 145 generating sets and
tie other on fiim *AP for 50 sets, The trailers weve to be supplied to thesc
S%rms by the Department. The delivery of generating sets mounted on
trailers was (o commence after two months by firm ‘AH’ and after 3 or
4 mouths by finm ‘Al’ depending on the receipt of (railers. As there were
not sufficient trzilers, there was some delay in supplying them to the firms
AH and AI with the result that they could not complete thie supplies.
The delay in issuing the trailers resulied in a delay of more than a year
in completing the orders. Consequently both these firms claimed price
escalation to the extent of Rs. 22.24 fakhs in terms of the price varia-
tion clause. It is obvious that the Department should have taken care
to ensure that the availability of generating sets on the one hund and of
trailers on the other coincided as it is this one failure which resulted
in a Jarge avoidable expenditure.

1.199 The Commiitee note that an indeit was placed by Director of
Ordnance Services on the Department of Defence Supplies in Fehiuary,
1978 for provwemont of 4,060,000 litres of paint RFU in 3 differcnt
packing viz. 20 litre drums, § litre packs and 1 litre packs. Although
the paiit was urgently required by the DOS during June, 1973 to
December 1973, a part orden for 2.50,009 litres of paint in 3 diffcrent
packs was placed by the Department in Maich, 1979 on firm ‘AL’ at
the rates of Rs. 8.80 per litre for 20 Ltre drums, Rs. 10.08 per liire
for 5 litre pucke and Rs. 12.00 for 1 litre puck. Strangely enough ne
orders were placed on firm ‘AY, which had quoted the lowest rate of
Rs. 8.80 per litre for 20 litre drums and Rs. 10 per litre for 5 litre packs.
Firm ‘AL’ was required to submit acceptabie advance samples by 31st
March, 1979. Tiie supply order on firm ‘AL’ was cancelled in February,
1980 without financial repercussions on either side, uas the firm failed
to submit acceptable samples till that period.  The ilem was already
being procured by the DGS&D through established indigenous sources
on rate contract,

1.200 Subsequently, in March 1979, Dicector of Ordnance Scervices
placed on DDS another indent for 820300 litres of paint requiring
intmediate procurement of this quautity by Yune, 1980. Asx a result
of the fresh fender enquirics floated in August, 1979, the Depariment
of Defence Supplics placed 9 supply orders in Janovarv-February, 1980,
on different firms for a tofal quantity of Ru. 12.15 lakhs Jitres of paint
in cdifferent packs at the ratc of Rs, 12.91 to Rs. 13.50 per litre for 20
litre drums. Rs. 15.10 to Rs. 15.30 per ‘itre for 5 litre packs and Rs 16.75
to Rs. 17.00 for 1 litre pack. According to the Department, the paint
in question was procured bv DGS&D for Defence Department at the rates
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of Rs. 9.40 to Rs. 9.80 per litre in 20 litre packing agninst the orders
placed on 25-1-1979. The Committee are not satisfied with the explanan
tion of the Department that there was some confusion as to whe should
deal with the purchase, being the first purchase wfter it was made an
exciusive defenve itetn. The Committee regret that failure of the Defence
Department (o fold consultation with DGS&D before placing the oider
led to avoidable loss to the Departinent. If 4,06,000 litres of paint inden-
ted in February 1978 had been procured through the established source
supply, it would have cost Rs, 40.84 lakhs, as against the cost of
Rs. §9.17 lakhs, under the supply orders placed in January-February
1980. The Committee desire that the responsibility for the lapses be
fixed and action taken against the defaulters. The Committee also re-
commeml that procurement action in respect of common utility items
should in fuiuie as far as possible, if not invariably be taken in consulta-
tion and courdination with the DGS&D and other concerned agencies,

1.201 The Committee note that 497 number of tyres BLR (for tm.
poried tractors) Levond Incal repair were got retreaded by a firm ‘AZ’
during May 1976—October, 1977 at a total cost of Rs. 6.23 lakhs. These
tyres were pot retreaded inspite of the fact thai an adequate stock of
new tyres was already available snd the imported tractors in question
vizre likely to be phaced out in the near future. The Committee note
with surprise that retreading of 3497 (vres was completed during May
1976. Octouber, 3977 and the Ordnance Dte. wa« not aware of the purchas-
ing out of the tractor at that time. It was only in April. (984 that the
decision to declare the tractors in  question vbsolete was taken,  The
incorrectness of the decision to get these tyres retreaded is further corro-
borated Uy the fact thet till March, 1983, ou of the 497 retieaded
tyres, only 26 had been issued to user wmits, 370 had been transferred
to two other ordnance depois and 10t heid in <tock. Fven at present, as
many as 113 are these retreaded tyvres are held in stock at Central  Ord-
nance Depot. The Commiltee are disir.ssed !¢ noie that an expenditure
of Rs. 5.90 laklis on retreading of 471 cnt of 497 tyres when adcquate
stock of serviceable tyres was already availahie and the tracters for which
the refreaded tires were to be used, wer: being phased out in the near
future, has proved infructvous. The Commitice consider it to be vet
another instance of complete lack of planning coordination and foresight
on the part «f the Department, which has rcsulted in avoidable loss to

the Government.

1.202 The Committee find that an amovnt of Rs 37.83 lakhs was
recoverable as liquidated damages from swaplices of stores in respect of
92 supply orders placed by the Department during the period 1977-78
to 1980-81.  Of this, an amount of Rs. 1R.78 lakhs involving 44 supply
orders way wuived fully by the Departinent. Out of the balance wnount
of Rs. 19.05 Jakhs, only a sum of Rs. 1.57 lakhg was recovered. The
Committee trust that incorporation of a liquidaied damages clause in
the supply contracts is meant for ensuring timely execution of  the
centracts and  te guard egminst the propensity for delay  Though the
Commiittee agrec that in development-com-production supply orders, the
strict enforcement of this clanse may not to <nme extent he possible but
they feel that the very purpose of this clause is defeated if the suppliers
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know from their past experience that such damages would finally be
waived. Further, the use of frce and uncontrolled discretion by the
concerned cfficers with regard to the waiving of liquidated damages may
lead to its misuse. The Committee recommend that cutrprehensive guide-
lines for the concerned departmental officers should be issued so that this
discretion is very judiciously exercised. The Comumitiee note that $omie
guidelines were issued on 20-9-1985 to kring about uniformity in regard
to the levy of liquidated damages for deluyed supplies and to minimise
areas of discretion. The Committee recommend that the quesiion of
farther revamping these guidelines should be periodically reviewed,

1.203 From the facts mentioned above, the Committec have reached
the firm conclusion that the Deptt. of Defence Supplies, which was
created in 1965 for the purpose of indigenisation, development and pro-
ductivn of imiurted defence items aad to achieve self-reliance in the
procurement of defence equipment and stores required by the Armed
Forces has not been able to achicve what was expected of them. Despite
the fact that the Department has been functioning for the past twenty
years, it dues not appear vet to have succceded in establishing many
reliable producers of defence stores and equipments pari passu with the
industrial devclopment of the countrv. The failure is the more dis-
appointing in as much as Government app=ars to have followed a liberal
policy with regard to development expunses.  The Committee trust that
the Department will examine the various snggestions made in the fore-
going paragraplis designed to improve its working. The Commiitec re-
commend that Government should apooint o High Level Committee to
go into the cntire question of indigenisation und production ef defence
stores in the country.

NEW DELHIL E. AYYAPU REDDY,

April 28, 1986. Chairman,
Vaisaka 5, 1908 (Saka) Public Accounts Commitiee,



APPENDIX 1

Audit Paragraph
Review on the working of the Department of Defence Supplics

Intredusnor

1.1 The Department of Defence Supplies (L'15) was sct up under the
Ministry of Defence in November 1965 to achicve  seif-reliance in the
procurcment of Defence equipment and stoves required by the  Armed
Forces. The MDs deals with indigenisation. development and preduction
of imported items. new items developed by Defence Research and Develop-
ment Organisation and components, sub-assemblies and assembiics required
to sunplement the production in the Defence Production Uniuts. Ten Techni-
cal Committees for various disciplines of stores consisting of representatives
of users. inspectors, Authorities Holding Scaled Particulars (AHSP) and
Finance ideniitv deveicpment of sources for the items for indigenisation. A
Central Technizal Committee headed by the Add-tional Secretarv (Defence
Supilies) review and oversees the work of various Technical Committees.

Targets for placement of orders during the vear are fixed based on the
likely cuantum of work and their capacity ha total number of items pro-
jected for development by the Technical Committees, at the beginning of
each year, aftcr identification and the numbzr of items covered by wnp]y
orders up to 31st March 1981 for ecach of the disciplines are given in the
following table -

Technical Committre (T(‘) Numbsrof  Number of Shortfahl
items project- items for
~dup to . which supply
31-3-1981 orders were
plac:d upto
31-3- 1981
1. TC (A ronautics Stores‘) ) . . 2,778 1 "95 1.483
2. TC(G neral Stores) . ) . 231 208 23
3. TC V.hicles) . . . . 973 695 298
4, TC (Medical Stores) . . . ) 1.033 743 290
£. TC (El-ctronic/Bl-ctrical Stor2s) . C10,414 3.483 6,931
6. TC (Vehicl: Storzs) . . . 41,396 17,104 24,792
7. TV (Armanent Storcs) . . . 6,297 3,491 2,806
R. TC (Engineering Stores) . . . 6.670 2,417 4,083
9. TC (Marine Stores) . . 19,192 17,9%7 1,265
10. TC (Tank Spares) (Data not

made available)

Total . . . . . 88,984 47,363 41,621
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There was an nvecall shortfall of about <46 per cent in the placement
of supply orders. According tc the DDS, a large number of items remained
outstanding for want of proper particulars or samples.  As against supply
ntder for total value of Rs. 241.54 crores placed during 1977-78 to
111980-81’ the actual supplies received were for Rs. 190.60 crores as shown

elow :

Totalamount Total value
of supply of supplizs
orders plac.d  recetved

(Rs. in crores)

1977.78 . . . . . . . . . 67.00 49.93
1978-79 . . . . . . . . . 61.09 47.16
1979-80 . . . ‘ . . . . . 4.56 44 95
1980-81 . . . . . . . . . 73.89 48.56

Total® . . . . . . . 241.54 190.60
A test ~heck of supply order (467 numbers) placed during 1977-78 to
1980-%1 revealed the following :

Indents

1.2 Inderts from users for procurement of stores are received by the
Technical Committees of the respective disciplines. who flcat the tenders
and process them up to finality, Each Technical Committee maintains a
Register of Indents to indicate the date on which cach indent was received,
but it did not indicate . ull cases whether supply order were placed against
all such indents.  Delay ranging from over 12 months to over 36 months in
placing supply orders against indents received from the users was noticed
as shown below :

Numb-rof casssofd-loyof T

Over 17 Ov.r 24 Ov:r 36 Tctal
months months months
TC (Armamant Stores) | 10 8 5 23
TC (Bl ctronic Stores) . N9 42 » 93
TC (G ncral Stor.<) 2 { . 3
TC(V hicles) . 1 - ..
TC (Engin:cring Storcs) b 8 13 73

Total . . . 94 9 40 19

The main reasons for delay ascribed by the DDS were non-availability
of manufacturing particulars like drawings and specificatiens, poor response
from suppiiers and difliculty in Jocating sources and tiine taken in negotia-
tions with the suppliers.

2 LSS/85-10
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The supplicrs aie ailowed b to 8§ weeks for submission ¢of samples and
anvihier 6 montls 1o commence bulk sugplies afier upproval of the samples.
In the case of 36 supply orders of the total value of Rs. 8.97 crores placed
.up to June 1979, the suppliers failed to submit samples or commence supp-
Lies for over 3 years. Against 67 other supply orders (value : Rs. 33.21
crores) placed during 1972 (two), 1973 (two), 1974 (one) and January—
June 1979 (sixty-two) stores worth Rs. (2.10 ceores only had been supplied
till August 1982, According to the DDS (Scptcmber 1983), the process
of indigenisation tubes Jot of time and in the case of duelupment itemns
there is bound to be a gap between the placement of supply order and
materialisation of supplies.

CUuistanding  advances.

1.3 Fmancial assistunce by way of development advances, tooling ad-
vances and ‘cn account’ payments for purchase of raw materials is extended
w indigencus suppliers itrms,  Unadjusted advances reported by the Internal
Audit Authorities were 10 the tune of Rs. 8.36 crores in resgect of 67
supply orders as on 5th Octeber 1981 (5 years -— Rs, 1.52 crores ; 4 years-—
Rs. 2.63 crores © 3 vyears—Rs, .32 crore; 2 years —- Rs. 3.€9 crores)
mainly due to faifure of the firms to develop the prototype or to complete
supplies.  Accordig to the DDS, the amount cutstanding against 28 firms
as on 29th September 1983 was Rs. 1.566 crores.

Faced with bluckade ot lurge public money in tire shape of advances paid
t¢: the suppliers remainvg unrecovered, the DDS decided (December 1982)
not to pay any ‘on account’ pavments er advances in future contracts to bhe
cencluded by the Department save in exceptiona! cases to be approved by
the Raksha Mantri.

4 Fhiom "A7 on whem a supply order was- placed (tanuary 1975) for
26-ton low deck rrailers at a total cost of Ry, 1.27 crores (later reduced to
Rs. 1.05 crores for lesser quantity) failed to suomit the pilot sample within
the scheduled delivery date (31st May 1975) and was granted three exten-
sions up to 15th July 1937. The pilot sample was suvbmited on 13th July
1977 and was found unacceptable.  The modificd pilot -ample submitted
‘March 197R) was also found defective in the user's trials. The DDS asked
(April 1981) the firm to refund Rs. 13.80 lakhs paid (June 1976 und
Februarv 1977 a5 advarce (without anv bank guarantee) for purchase of
raw materisly.  The fiim expressed (November 1982) ity inability ta retund
the advance on the erond that raw materials worth <. 19 lakhs had been
purchased by it and unlese those raw materinls were dispased of, 1efund was
not possible.  Effarie jnade 1o utilise the raw materials clsewhere in similar
other contracts did not cveceed. The supplv order was net vet (September
1983) cancelled and the advance of Rs. 13.80 lakh: ¢-ntinued to remain
unsecured and unrealised without anv delivery of stores. The DDS stated
(September 1923) that it was a case of developmental failure and the con-
tract should have been cancelled without financial rerercussions which was
nnt dong hecause the Srme fafled to refund the on-account navment and that
<ter.< had beep 1aken to recover the amount through the Director General,
Supplies and DAsposale (DGSED)Y.
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Risk and cost purchases

1.5 The general cenditions of the supply ordews piovide that in event
of the contractor delavlting the balance quantity againsi the incomplete con-
tract may be obtained from other sources within 6 months of the date of
such failurc and the resulting loss may be recovered from the defauiting
contractor. Non-zdherence to thesc provisions by the DDS resulted in
extra expenditure of Rs. 1€.91 lakhs to the Staie in the following cases :

1.6 To cover the roquirement of 39,432 numbers of anurunition boxes,
the DDS placed (April 1978) six supply orders o1 six different firms for an
equal quantity of 6,572 numbers of boxes at the rate of Rs. 113 each
(firms ‘C’, ‘D’ and ‘E’) and Rs, 115 cach (firms 'F’ ‘G’ and ‘GG"). Firms
‘F' ‘G’ and ‘GG’ completed the supplies. Two more orders for 6,572 num-
bers cach at the rate of Rs. 113 were placed (anuery;February 1979) on
firms ‘F’ and G, Four firms ("C’, ‘D", "E’ & ‘F’) made part supplies aggregat-
ing 5,925 nurbers while firm 'G" did not make any supplies. Al these tive
firms representnd  (April June 1979)  for mmcrease  in price ranging from
Rs. 4.33 10 Rs. 29 per box on the ground that the price of raw material
bad ircreased by then.  This was not  agreed to by the DDS and supply
orders for the balance quantity of 26,935 boxes were shert-closed cancelled
(December 1979) at *he risk and cost of rhe defavliing firma

Meanwhile, the Technical Committee (Armament Stores) ioated (20th
November 1979) tender enquiry for the procurcinent of balance quantity
The question of recovery of extra expenditei> avising out of risk purchase
was referred to the ega! Adviser (Defenced  whe opined March 1950)
that “in order to place a valid re-purchese, the defatiing firm nocessonly
has to be kept in picture. Where it is effected b oan adsertisemiont terder,
a copv of the tender notice. should be sent to the defaulter inform’ng him
that the enquiry relates to re-purchase of stores ggamst the contiace which
was cancelled at hic sk and cost.”

The DDS pliced “Zvne 1980) «upply »rders on three detnal ing firmy
*C’ (5.000 numbera), "F' (9000 numbers), axd ¢ (0 6%% mpmbe <) tind a
new firm "H' (9.000 numbers) at the rate of Rs. 131 cach. By this time,
the period of £ months reckoned from the Jdute of breach foy re-rurchuse
at the cost of the defaulting firms had alreadv expi-ed.  Recovery of
Rs. 3.08 lakhs on account of risk purchase at evtra cosr could not be effect-
ed from the defaulting firms ‘C’ (R<. 0.96 lakh). ‘F" (Rs. 0.9 Inkh) and
‘G* (Rs. 1.1R Jakhs).  The DDS stated (September 1983 that cve~ thowah
no valid risk purchasé could be made, the department wa< within j's right
1o clafm reneral domnges from the (defaulina) firm: but in view of the
legal advice no further action for determining or claiming eoncral danmages
coukd be purtued,

1.7 On reczipt of an operational indent  ~f November 1975 from the
Director of Ordnance Services (MOSY for ~rocoroment of 177 pimbers of
trailers fire-fighting laree 1.800 1. PM, tender enaniry was flonted (Decarober
1078) to 8 firms. OF the <ix firms which reponded. the lowest offer of
Rs. 37,500 was from  firm ‘7' and the second Tawest of Re 30 €80 wene
fine firm ‘K°. Aher holding » price negotintion mesting in Mav {076, &
sunply arder for 62 fra‘lers was placed (June 1976 nn firm 'T* at (he rrin of
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Rs. 35,500. An additional quantity of 50 traiers at the same rate was
ordered (September (1976) on this firm through an amendment to the suppl
order. The balance quantity of 10 numbers was ordered (September 1976%1
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 acceptance of the sample, bulk production
clearance was accorded (25th June 1977) for completion of suppiy by
May 1978. Firm ‘J° could supply only 11 trailers (including the sample)
by May 1978. In view of the urgency and critical nature of the stores,
the DDS had meanwhile floated (April 1978) a standbv tender for the
procurement of 102 trailers. The tenders received from 6 firms (including
the defaulting firm ‘J') werc opened on 18th June 1978. The prices quoted
by the firms after negotiation ranged from Rs. 41.300 to Rs. 42,300 per
trailer. The DS referred (23rd Scptember 1978) the short-closure of the
order at risk and cost of the defaultmg firm to the Legal Adviser (Defence)
who obscrved (October 1978) that it would not be possible to enforce
the claim for risk purchase since the prescribed procedure was not followed
for calling stand-by tender. The contract with firm ‘J* was cancclled
(February 1979) at its risk and cost.

Five supply orders were placed on five different firms (including firms
J and ‘K') in April 1979 for the balance 102 trailers: order for 22 numbers
was placed on the defaulting firm 'J' at the rate of Rs. 35.000 and the
balanc. quantity of 8 trailers was divided amongst four other firms viz.,
firm ‘K’ ai Rs. 42,500 (30 numbers), firm ‘L’ at Rs. 41,000 (15 numbers),
firm ‘M’ at Rs. 39,250 (20 numbers) and firm ‘N’ at Rs. 36.250 (15
numbers). The order on firm ‘K’ was off-loaded by 17 numbers and was
covered against the order on firm ‘M’. The order on firm 'L’ was also
cancelled without financial repercussion and the quantity of 15 rumbers
was covered on two other firms (S numbers and 10 numbers). Subsequently,
the prices were increased as asked for by the various firms. The supply of
all the 102 trailers was completed at a total cost of Rs. 46.19 lakhs.

Firm ‘J’ whose contract was cancelled (February 1979) at its risk and
cost did not accept the canccllation and pointed out that in view of non-
availability of engines from the manufacturers in time the rcasons for non-
supply of the trailers were bevond its control and it was not responsible
for delav in cupply. The DDS stated (September 19%3) that it might not
be legally possible to hold the firm re<ponsible for the breach of contract
and to claim anv damages from it. Even though the delivery of trailers
was not linked with the supply of engincs, risk purchase was not cnforced
by the DDS. thereby resulting in an extra expenditure of about Rs. 7.83
lakhs to the state.

Acceptance of sub-standard stores and avoidable idle outlav

1.8 Apgainst the Navy's requirements for indigenous development of
high pressure air compressors a supply order for development and 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) was placed by the DDS on firm
‘R’ in September 1977. The firm was required, in the first instance, to
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manufacture .2 prototypes (complete with indigenous components and mate-
rials) for fest and trials; the remaining 23 numbers were to be supplied
after issue of bulk production clearance based on satisfactory performance
of the prototype. On 25th March 1979, the firm submitted the prototypes
which, on inspection, were found to be defective, The defects were rectified
and the prototypes resubmitted by the firm in October 1979: bulk production
clearance was given in November 1979 without the prototype being put
to trials. Later when these prototypes were put to trials, the Directorate of
Production and Inspection (Naval) pointed out (April 1932) that the firm
had uscd 'mported components (retricved out of the old imported compres-
sors lying with it) instcad of indigenous ones and had thereby “cheated the
Government™. As a result, bulk production clearance accorded (November
1979) without proper verification about the use of indigenous components
in consonance with the terms of the contract was withdrawn and the firm
was asked to prepare a detailed set of revised manufacturing designldraw-
ings for approval by the inspection authorities and to produc: two fresh
prototypss using indigenous matcerials’components, The firm submiited two
revised prototypes in March 1982 but the same were not put to usery
trials and bulk, production clearance was, therefore, not given (December
1982) for the remaining 23 numbers. The firm had been paid (October
1977-—January 1980) Rs. 2.16 fakhs as on account payments towards cost
of prototypes &nd purchase of raw materials.

Thus, indigenisation of high pressurc air compressors Sor which firm 'R’
wa. paid Rs. 2.16 lakhs as on aceount paymrents cortd not be achirved
The DDS stated (September 1983) thal against advance on doc ot pas-
ments of Rs. 3.76 lakhs (which included Rs. 1 60 lakhs relating to another
order) bank guaurantees for Rs. 2,75 lakhs were encashed by the Department
leaving o balance of R, 1.01 lakhs.

1.9 A upply order for the procurement of 230 gencrating sets of
2 KVA capacity at the rate of Rs. 11850 cach (total cost @ Rs. 27.25 lakhs)
was pluced by the DDS on firm 'S™ in August 1975, The firm was to submit
the protorype by 15th September 1975 and bulk supply was to commence
thercafter ut the rate of 30 sets per month. The firm. however, supplied
only 192 sete during June 1978—=Sceptember 1980 and failed 10 make fur-
ther supplics thereafier despite grant of extens'ons (up to 30th Scptember
1980). The firm. having become a sick unit, had asked “or «Jenuary 1980)
a price increase which was not agreed to. The DDS short-closed (December
1981) the order after recgipt of 192 sets at the risk and cost of the default-
ing firm. COD "X reported (May 1982) thut out of 192 sets received,
25 sets (cost : Rs. 2.96 lakhs) were Iving in repairable conditions since
June 1980 an-i that the guarantec period of 15 monthy had cxpired. The
firm had not taken any action for repawing them in spitz of repeated 1e-
minders by action for repairing them in spite of repeated reminders by
COD ‘XX’ Onc set which, after having been received from the firm. was
taken by the Controllerate of Tnspection (Flectronies) for class ‘C’ test
had also becnme unserviceable (October 1981).

Thus, ncither 25 numbers of defective generating sets (cosi : Rs. 2.96
lakhs) werc #0i repairedireplaced by firm 'S’ nor was risk anJ cost pur-
chase cffected or the quantity short supplied (38 sets) by it. The DDS
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stated (September 1983) that the amount required to be spent m repair
of defective diese] sets would be got adjusted from the balance of 5 per cent
payment due to the firm still lying with the department, The DDS added
that the question of risk purchase was also examined in consultation with
the users who wanted the remaining sets with the revised specifications
and diesel engines in place of the carlier sets with petrol engines; in the
circumstances the question of any risk purchase d'd not arise.

Avoidable expenditure due 10 acceprance of offers bevond validity period

1.10 Acceptance of offers beyond the validity period resulted in extra
expenditure of Rs. 1.02 crores 'n the {ollowing cases :

A, An educational order for 200 shells of un ammunition ‘ZA" at the
rate of Rs, 370 cach was placed (February 1979) by the Director General,
Ordnance Factories (DGOF) on firm T, The shells suppied (May-June
1979) by the firm were found satisitctory during extensive perfornyance
trials. The Ordnance Factory Board (OFB) regucsted ¢19th June 1979}
the DDS to arrange procuremcnt of [ lakii shells from iirm 17, The DDS
issued (29th June 1979) a single tenler enquiry to fitm 1" for supph
of 1 lakh sheils, indicating that 50 por cent of the shells were to be manu-
factured from the raw materials to be supplicd by the Ordnence TFactory
Firm ‘T quoted (3rd July 1979) the rate of Rs. 498 per sheil for the
entire quant'ty of 1 lakh shells with its own materiais, ©irm T intimatad
(6th July 1979) that if raw materials for S0.000 shell- were ~upplied by
the Ordnance Factony, the cost thereo® could be deducted. No order was,
however, placed on firm T before cxniry of the validy date (31st Jul.
1979) of its offer.

Firm 'T" revised (9th August 19793 its quotation from R~ 498 tc
Rs. 596 per shell on the plea that 1t had erred in caleulating the original
rate and sta'ed that the price of cach shell would be more by 16 per cent
if the quantity to be ordered was less than 1 lakh shells. Tt was decided n
& meeting held in the DDS (17th August 19793 vhat 4 quaatiy of 25,000
shells would be covered (with an option for anctiier 25 000 <hells to be
exercised during the curreney of the contract) at Rs, 530 per shell with
escalation clause. Even after this decis‘'on no supph order was placed on
firm ‘T" tilf 5t November 1979 when it represented that due to increase
in the cost of production in the intervening period. the price agreed to by
it on 17th August 1979 be increascd by about 20 per cunt. Later (27th
November 1979) firm “T'. however, ugrec.d to withdraw the price cscalation
of 20 per cont on the nitial gquantity of 25000 shells but indsied on allow-
‘ng increase on the optional guantity of 25000 shells. The DDS placel
(10th Decemver 1979) a supply order on firm ‘T for 25.000 shells at the
rate of Rs. 540 (without anv option clause for additional quantity of
25.000 numbers).

Meanwhile, the Technical Committee (Armament Store<) had invited
(17th September 1979) quotations from 13 parties (including firm ‘T") for
supply of the rema‘ning quantity of 50,000 shclls, Eight firms responded
and their offers (received between 15th October 1979 anl [7th Novem-
ber 1979) ranged from Rs. 590 to Rs. 735 per shell with varying validity
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periods. Firm ‘U’ which was the lowest, quoted the rates of Rs. 590 (for
56,000 shells) and Rs. 600 (for 25,000 shells) with price variation clause
for steel, fuei and power, Firm ‘T’ which had quoted Rs. 636 was the
3rd lowest tenderer. A consensus was reached in a meeting held on 11th
and 12th Febrvary 1980 wherein the representatives of 3 firms were also
present that a uniform ratec of Rs. 615 per shell would be accepted the
firms. Accordingly. the DDS placed (May and June 1980) four supply
orders on different firms for a total quantity of 75,00Q sheils (quantity in-
creased {rom 50,000 to 75.000 shells duc to exclusion of the option clause
in the supp]y order of December 1979 placed on firm ‘T") as under :

From Month of Quanuty Ratg p.r Tntal valm
placingord.r crder.d shell of order
(Nuntb.rs) R-. (Rs.inlakhs)
‘T . . . . May 1980 25,000 6135 153.75
v’ . . . May 1980 25,000 610+ 152,50
‘v . . . M.y 198¢ 15,000 610 91.50

‘W . . . Jung 1980 100()() 61 61.50

*Th:prics of Re. 615 was reduc.d to Rs. 610 in th ¢ise of fums "Uin d'V ' due
1o proximity of their fuctori s to th staticn having st | plant |

Firm T compleied delivery of 25,000 sholis against the supply ordeg
of December 1979 by March  198] and supplicd 21,682 shells up to
September 1982 against the supply order of May 1480, Firms ‘U7, 'V
and ‘W’ failed to adhere te the delivery schcdulc p.escribed 1n the respec-
tive supply orders placed on them.  Firm U7 supplied 500 shells by July
1982, Firm V" debivered 1,000 shells Ju ing Febreary-March 1982
ang fira "W complatd the supply of 10,000 hells bv August 1982

Thus, failure on the rart of the DDS 1o jaace supply wider on firm ' T
before expiry of the solidity date (31st July 1979) resulicd in an extra

expenditure o7 Rs. 90.25 lakbs in procuring supplics 9 months later.

B. Based on un w2ent indent placed (May 1977) by Central Ammu-
nition Depot ‘XY’ for the procurement of 46370 numbers of tail units
required to put back a.lorge number (93,666 numbers) of an ammuniton
‘ZB' from repairible 1o serviceable condition, the Technical Committee
{(Armament Stores) mvited (September 1977) tenders from 12 firms and
5 firms responded. The Technical Commitice observed (November 1977)
that the firms were inexperienced and lacked capacity te undericke manu-
facture of the stores. The DDS placed (Dacember 1977) wpply orders
for 23,185 tail units cach on firms ‘X' and '\ at the rate of Rs. 6.95 per
unit (vatue nf supplv o:ders : Rs. 3.22 lakiw)

Both the firms (X’ and Y") failed to develop acceptable samples. In
view of poor performance of these firms, the Technical Committee decid-
ed (27th June 1978) to cancel the orders on them and off-load the entire
aoantity to an establishe supplier ie.. firm 7' (on whom an earlier order
for 2.38.0C0 numbers ot the rate of Rs. 8.50 had beer nlicad in Yanuare
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1977 and whose offer of Rs. 8.50 was ignored at the time of placement
of the orders in Deceinber 1977 on the ground that the rates oifered. by
firms ‘X' and 'Y’ were cheaper). Meanwhile, the demancd of Central
Ammunition Depot ‘XY’ increased (January 1978) to 93,370 numbers.

Firm 'Z’ agreed (June 1978) to accept the order for 93,37C numbers
at the rate of Rs. 8.50 and requested the DD3 to issue a letter of intent
immediately to enable it t¢ commence planning and procurcment of raw
materials. No letter of intent was, however, issued to firm ‘Z’. The DDS
stated (September 1983) that the matter regarding status of the earlier
ordsr placed on the .umz firm with provisional price, final price to  be
worked out after cxam nation, had to be considered.  The supply order
for 93,370 tail units was placed on firm ‘Z' only in March 1979. Firm
‘Z’ declined (April 1979) to accept the order on the ground that 1ts offer
had not been accepted within the validity Jate (27th October 1978) and
that prices of raw muterials_had gone wp during the intervening period.
On being persuaded to accept the order, firm ‘Z" agreed (May 1979} to
a price of ‘Rs. 13.25 cach. In Junc 1979, the Technical Committee in-
formed the DDS that firm 2" had also been given an order for 1 lakh
il units by the DGOF direct at the rate of Rs. 11, In October 1979,
ancther demand for 50 000 tail units was placed by the DGOF on  the
DDS. As the DDS deaided to place an order for 1 laklh tail wiits, arm
Z' aurced to reduce the rate further to Rs. 13.05. A supply order was
thereupon iaced (Janeery 1980) on firm 2’ for supply of 1 lakh tail
units at the rate of Rs. *2.05 (total cost : Rs. 12.05 laklis)  The balance
guantity of 43.370 tal units was covered by cnother supply order placed
(February 1980y on firm *AA’ at the rate of Re. 1305,

The DDS stated (Scptember 1983) that the carlier order of May 1978
had becn pliced on firm 70 at a ceiling price of Rs, 850 sabject to cost
examinaticen and placing of another order on -the firm ai a fived price of
Rs. 850 as recommende by the Technical Committee would have pre-
judiced the price fixation in the carlier order, and the matter required
further clarificavion {rem the Technicol Committee. In view  of the
decision taken to canc! the orders on firms ‘X' and ‘Y'. the reactien of
firm ‘Z’ h2d to be watched for somerinic  before ¢ vering the cancelled

quantity

Thus, delay in placing order on the established supplier (firm ‘Z')
resulted 1 extra cxrenditure of Rs. 4.25 lakis besides rendering 93.666
numbers of ammmitien ‘ZB’ (cost : Rs. 1.31 crores) to remain repairable

for want of tail units.

C. In July 1978, the DDS floated tender enquiries to 14 firme for the
procurement of 10 numbers of plant drv air charging scts (engine driven)
arainst indents raised (Tune 1977 and March 1978) bv the BOS No
quotaticns were received till the date of opening ot tender (21<t Oclober
1978Y. On 1 reauest frem firm ‘AB’. the dats of apenine of tender was
exterded and an offer vac received on 3Nth Novemher 107# from this
firm but it was not fonnd accentable to the ASHP ac the firm had not
qunt+d for the comvlete «et conformme to defence specifications. Frech
ennuiries were floated (Februarv 1979) to 4 firms (incheding firm ‘AB").
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As the single quotation received from firm ‘AB’ on retendering was in-
complete, it was decided (18th October 1979) to re-tender. Meanwhile,
the requirement increased to 13 sets. fresh enquiries for 13 sets were
invited (Tanuary 1980) fiom 10 firms and 2 fiums ‘AB’ and "AC’ respond-
ed (February 1980). While firm ‘AC’ quoted Rs. 108 lakhs per sct with
price variation clause for proprietary items, which was increascd to Rs. 1.39
lakhs after taking into account price variation befors opening of teaders,
and kept the offer open up to 25th June 1980, firm ‘AB’ guoted Rs, 322
lakhs per set with the validity period up 1o 27:h May 1989,

The requircment for the equipment was increased (May 1980) to 31
sets, Offers of both the firms (‘AB’ and ‘AC’Y met with all the defence
specifications but no supply order was placed or them before the validity
period. Firm ‘AC’ revised the price of the equ:pment 10 Rs. 1.78 lakhs
ner set by up-dating its price in terms of the riice variation clause and
simultanecusly extending the validity of its offer up to July 19680. After
price negotiaticn mecting with the firm on 5th July 1980, the up-dated
price was brought down tc Rs. 1.52 lakhs per set. A supply cider 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 ot firm ‘AC's offer of Rs. (.39 lakhs (which took
into account the price inctease for proprietarv items) within the validity
period, in spite of the specifications conforming to defence specifications,
resulted 1n an extra expenditure of Rs. 1.68 lakihs on procuranent of 13
(cut of 31) sets.

Delay in supply and avoidable expendirture

1.11 Based on the deliberations of the price negotiation neeing held
in December 1977, the DDS placed (October 1975 twa supplyv erders---
one on a private firm ‘AD’ and the other on a public sector undertaking
‘AF-—for producing a particular type of ammunition ‘ZC" in the Ordnznce
Fnct(mes) at the followmg rates

Quantm' Rar.- Total oast
‘ (in numb-rs) Rs. (R<. in cror <)
Firm ‘AD’ . . . . . . £0,000 3174 1.6°
Undertaking ‘AR’ . . . . N, 000 3s6 1.78

Firm ‘AD' was a'lowed (Februarv 1979 an advance of Rs. 10 lokhs,
bearing interest at 12 per cent per annum for the purchase of raw mate-
rials (mainly steel); uvndentaking ‘AE’ was allowed to claim ‘on uccount’
payment-up to a maximum of 50 per cent of the value of supply order or
90 per cent of the cost of raw materials purchased by it, whichever was

lower.

Firm ‘AD’ was to submit 270 numbers of advance samples for @
roval within 90 days of placement of the order (i.c. by 12th January 19
aid supply of the stores was to commence within 9 days from the date

2 1.8§/86-11
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of approval »f advance sampies at the rate of 1,000 numbers in the first
month, 3,000 numbers in the second month, 4,000 numbers 1in the third
menty and 5,000 numbers from fourth month onwards. The firm was
granted cxtension for submission of samples up to 30th September 1979.
‘The samples submitted (27th September 1979Y) by firni *‘AD’ were not
approved (April 1980) by the Technical Commitlee (Armament Stores).
Firm ‘AD’ was, therefore, asked (April 193)) to submit fresh samples
after getting the delivery date extended. The firm submitted fresh samp-
les on 9th August 1980. The samples were approved and bulk produc-
ticn clearance subject to elimination of certain defects was given on 12th
December 1980. Firm ‘AD’ asked (14th December 1980) for a price
fron: Rs. 324 to 571.87 per shell besides requesting for incerporation of
a price variation clause with regard to steel as also for provisio: of non-
refundable tooling cost of Rs. 1 lakh in the supply order. Alithough in
a meeting held in April 1981 (which was attended by the representiative of
firm ‘AD") the DDS agrced to incorporate the escalation clause, firm ‘AD’
requested (August 19%1) the DDS to allow escalation on fuel and power
also in consideration of which firm ‘AD’ was prepared to fcrege rrofit on
the escalation. Since firm ‘AD" had not delivered a single shel! by that
time, it was lecided by the DDS that its requaest would be considered after
it had supplicd 2.000 shells. In July 1982, firm ‘AD’ again asked for
revision of the price to Rs. 731.52 per shell on the ground that the cost
of production had risen cteeplv. In Februarvy 19&3  the DDS, throueh
an amendment to the suoplv order. decided to increase the rate from
Rs. 324 to 533 per shell. Firm ‘AD" supplied 7.962 shells by March

1943
2

Undertaking ‘AE’ failed to submit acceptable samples for about 2
vears. Bulk production ¢ carance was given to undertaking ‘AE’ on 29th
October 1980. Trdetaking ‘AE’ requested (Februarv 1981) for en-
hancement of the price from Rs. 356 to Rs. 853 per shell en the eround
that th= cust of raw maiesials and consumables had gene up considerably
during the ‘ntervening yeviod. In August 1981, the DDS enhanced the
price from Rs. 356 to R: S65 per shell throuah an amendment to the
supply order Undertakire ‘AE' supplied 29.20% c<hells by March 1983,

The delav in submistion of samples by the suppliers and suhscauent
delav in supply of shells caused an avoidahlz expenditure of Rs 2.08%
crores to the Government.

According to the PDS (September 19831, the department was denline
with the development of stratepic defence stores and a number of uncer-
tain factors come into niav and it mav be vrreaserable 1o ionnre suh fac-
tors and insist on enforcing the contractaal terms which mav vltimarely
discourage the cntrepreneurs and would be a negative step towards  <elf-
reliance in the firld of cCefence.

1.12 On the hacis of o nrioritv indent raised (Auoust 197R) kv the
DOS for nrocurement of 134 numbers of trailers 1 ton 2 wheeled. the DNS
foated (March 1979) tender enamiries to 9 firms for nrecurament of 131
trailers without  papet ffor mountine sene atire <ets) and 100 (railore
with panel for general <ervice. Fight firms responded and the ratee
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quotcd by them ranged from Rs. 13,200 o Rs. 22,500 each for trailers
without pancl. The lowest rate of Rs. 13,200 was that of tirm ‘AF" and
the sccond lowest rate (Ks. 16,500 each) was quoted by firm "AG’". Belore
tinalising the supply oracis on these two firms, the capacity of firm ‘Al
(lowest tenderer) was got ascertained through the Inspectorate of Vehicles
(North Zone) who reporfed that the firm bad only limited capacity witn
regard to manufacture, machinery and financial resources and that the
firm would not be able to give more than 5 trailers per month. Notwith-
standing the z2port of the Inspectorate of Vehicles, 134 trailets (without
panel) were covered through supply orders placed (July 1979) by the
DDS on firm ‘AF’ (34 numbers at the rate of Rs. 31,200) and firm ‘AG’
(100 numbers at the rate of Rs. 16,500).

While firm ‘AF’ was to submit sample within 8 weeks of the daic of
order and to supply trailers at the rate of 8—10 numbers per month com-
mencing within 30 days cf receipt of bulk pcoduction clearance, firm "AG’
was to submit sample within 6 months of the date of order and supply at
the rate of the 25 trailers per month commencing 4 months after approval of
the sample. The supplies were, thus, schedulcd o be delivercd by firs
'‘AF’ and ‘AG’ during November 1979—February 1980 and January—
Septcmber 1980 respectively.  While firm "AG’ completed supplies wilhin
the extended date of dchvery (May 1981), firm ‘AF’ codld supply only
20 trailers, even after grant of 3 extensions, til! Jist Decemhcr 1982.

Another indent for 45 generating sets was raised by the DOS in
August 1979. In order to procure the genecating scts for mounting on
the trailers to be supplied by tirms "AF" and *‘AG’ the DDS placed (Novem-
be: and December 1979) two supply ordeis——one on sirm "AH' for 1435
sets at the rate of Rs, U.9C lakh (1otal cost : Rs. 130.50 lakhs) and the
other on firm ‘AF’ for 50 sets at the rate of Rs. 0.33 lakh (tetal cost :
Rs. 4.15 lJakhs). The delivery of generaung sets mounted on trailers
was to commence after 2 months (by firm "All') and 3 or 4 months (by
firm ‘Al') depending on the receipt of trailery. At the time cf placement
of th order, fnm ‘Al had defaulted in sugply of 75 sets ordered in Gtco-
ocr 1975; against that «ider only 19 sets mounted on the trailers were
supplied till January {v81 and supply of 54 sets had not materialised.
Bath the firms were held responsible for insirumentation of the generating
set; on the trailers to be supplied to them free, althcugh therc was no ade-
quate ready stock of trailers to be fed to firms *AH’ and ‘Al' fer mount-
ing the generating sets,

The supply orders cirtained a price variation clause in respect  of
engines and alicrnators (o be fitted in the generating <ets, which was to
be determined with reference to their base price prevailing as on 1st April
1979. The trailers to Yo supplied to thes: firms were also roquired to
undergo a a.cbility test before mounting of the generating sets on them.

In view of non-adherence of prescribed deliverv schedule by firms
‘AH’ and ‘Al', the DDS decided (January 1981) to relax the mobility test
and to have only limited mobility test on the trailers to be supplied by firm
‘AG’, Firm ‘Al' was asked (May 1981) to defer supplies of 73 generating
sets against their order of October 1975 for which 73 trailers were issued
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to them for mounting the generating sets and utilised 54 (out of 73)
trailers w0 execute the latest order of December 1979. The DDS decided
(May 1981) to utilise 70 trailers (with pancl), covered under the supply
order on firm ‘AG’ after dismounting the panels.

While firm ‘AH’ completed the supplies on 17th July 1982, firm ‘A’
completed the order on 31st October, 1981 i.c. after morc than a r
of the original date of completion due to delay in issuing trailers to tl{:?n
for mounting the generating sets, Both firms (‘AH’ and *AI') claimed price
cscalation to the extent of Rs. 22.24 lakhs (firm ‘AH’ : Rs. 15.43 lakhs
and firm ‘Al' : Rs. 6.81 lakhs) in terms of the price variation clause.

The DDS stated (September 1983) ihat the availability of Jimited
numbers (only 22 numbers) of trailers with the Army Base Workshop
was not known to them and that the generating sets had to be fitted on
the balance trailers, which were from a different source of supply than
those on which mobility test had earlier been carried out,

Thus, placement of (1) supply order for 34 trailers (without panel)
on firm ‘AF’ in s%';e of its very limited capacity as pointed out by the
Inspcctorate of Vehicles and (2) supply orders for generating sets (to be
mounted on the trailers) on firms ‘AH’ and ‘A’ without the availability of
adequate number of trailers causing delay n the execution of latter supply
orders resulted in extra expenditure of Rs. 22.24 lakhs towards escalation,

Avoidcble expenditure due 10 direct procurement of items of common utility

1.13 In Ma:zch 1976, orders were issued ty Government that certain
items of stores which were peculiar to defence use and were meant “cx-
clusively for dcfence” could be procured by defence authorities if the
value of these was less than Rs. 50 lakhs. The DDS, however, procured
once such item of common utility viz. paint RFU which was not “exclusively
for defence” usc and was already being procured by the DGSD through
established indigenous sources on rate contract. Procurement of paint RFU
by the DDS, instead of obtaining it through the DGSD, resulted in an
avoidable extra expenditure of Rs. 18.35 lakhs in the following case:

On the basis of an indent for 4,06,000 litres of paint RFU in 3 different
sizes of packs required during Jime 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 -

From Rat~ (p-r litre) for

20Jitre drums 5 litre packs 1 litre packs

Rs. Rs. Rs.

‘AM’ . . . . . . . 9.50 11.00 12.00
AN’ . . . . . . . 9.50 11.00 13.50
*AO" . . . . . . . 10.38 11,38 13.38
AP . . . . . . 10.49 11.99 13.99
TAQ . . . . . . . 1n.nm 12.7 14.57

‘AR* . . . . . . . 11.00 12.00 13.00
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One of the firms—firm ‘A)’ (which was an established supplier of paint
RFU to Defence under the DGSD rate contract) quoted for paint in
20 litre drums and § litre packs only (due to shortage of raw matcrials 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
rate of 8.90 for 20 litre drums only.

The DDS did not finalise any supply order and passed on (November
1978) the papers to the DOS for procurement of the stores through the
DGSD on the ground that paint RFU was not an item included in the
‘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 defence and
its procurement be arranged by the DDS itself. After negotiations with
the tenderers in a price negotiation meeting held in February 1979, a part
order for 2,50,000 litres of paint (in 3 different packs) was placed (March
1979) on firm ‘AL’ at a total cost of Rs. 24.48 lakhs (although it had
quoted for paint in 20 litrc drums only) as under :—-

Rate per litre

Rs.
1,12,500 litres (in 20 litre drums) . . . . 8.80
1,00,000 litres (in § htre packs) *° . . X . 10.08
37,500 litres (in ! htre packs) : 12,00

The main reasons for not placing orders on established suppliers were
ascribed by the DDS to shortage of raw materials with them and the
apprension that adhcrence of delivery schedule by these suppliers was

doubitful.

Firm ‘AL’ was required to submit acccptable advance samples by 31st
March 1979 and bulk production was to commence from the date of ap-
proved of advancc samples at the rute ©f 35,000 40,000 litres per month.
Firm ‘AL’ failed to submit acceptance samples till February 1980 and the
supply order was cancelled (February 1980) without financial repercussion

on either 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
this quantity by Junec 1980. In order to cover the entire quantity of
12,26,300 litres (4,06,000 litres plus §,20,300 litres). the DDS issued
(August 1979) tender enquiries to 26 firms excluding firm ‘AL’
(which had failed to submit acceptable samples against the supply order
placed on it in March 1979). Sixteen firms responded, most of which
had quoted eatlier (September 1978) but on whom ths DDS had
not pi any orders then. After considering these quotations, 9 supply
orders were placed (January-February 1980) by the DDS on diffsrent
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firms for a total quantity of 12.15 lakh litres of paint in different packs
(total cost : Rs. 1.75 crores) as under

Firm In 20 litre drums In 5 litre packs In 1 litre packs
ty. Rate t. . Rate per ty. Rate
8nylakh litre per 8:: lakh litre pe §i2nylahh litre pet
litres, litres) itres)
Rs. Rs. Rs
‘AY . . . 2.00 13.30 .. . . e
‘AO’ . . . 2.00 13.50 .. .. 1.00 17.00
‘AP’ . . . e . 1.50 15.10 e
*AQ’ . . . .. e 1.50 15.25
‘AN’ . . . .. e 1.00 15.30
‘AS’ . . . 1.00 12.97 .. ..
AT . . . 0,50 13.25 0.75 15.i0
AU . . . 0.40 12.91 . .. .. ..
AV’ . . . .. .. .. .. 0.50 16.75
5.90 4.75

1.50

As per the records of the DDS, the DGSD procured (January 1979)
this paint through these firms at prices ranging from Rs. 9.40 to Rs. 10.25
per litre.

The DDS stated (September 1983) that the orders on any other firms
against the carlier purchases were not placed as most of the reputed firms
refused to offer a firm delivery schedule during the negotiation meeting
held in February 1979 and there was no purpose to cover any quantity
on them. .

Had the DDS placed assorted supply orders by adopting price differen-
tial treatmsnt in the first instance, the procurement of 4,06,000 litres of
pa‘nt indented in Febrnary 1978 would have cost Rs. 40.84 lakhs, as against
the cost of Rs. §4.17 lakhs. under the supply orders placed in January-
February 1980. 1esulting in an avoidable extra expenditure of Rs. 18.33
lakhs and the supplies would have besn reccived ecarlier,

Cther interesting points

1.14 In March 1976 and April 1977, the DDS placed the following
3 supply orders for retreading of 537 numbers of 80X24 tyres (for a cer-
tain imported troctor) which were beyond local repairs (BLR) .

Firm Date of supply order Quan‘? Total cost

on oif

{Numbers)
‘AL , . . . . 30th March 1976 397 5,14,115
“AZ’ ) . . . 23rd April 1977 100 1,09,000

‘BA’ . , . . 27th April 1977 40 43,600
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Reticading of 497 tyres by firm "AZ’ at a total cost of Rs, 6.23 lakhs
was completed during May 1976—October 1977 and the retreaded tyres
were sent COD ‘YY’,

As per the scheduled delivery period, firm "BA’ was required to submit
acceptable advance samples 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 be completed within 4 months thereafter. The supply order
did not, however, provide 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
‘BA’ after having been granted extension up to 5th November, 1977 sub-
mitted the samples in October, 1977. The samples were found suitable
by the Inspectorate of Vehicles (North Zone) for conducting road trials.
No bulk production clearance was, however, given to the firm and instead,
the firm was assured (December 1977) by the DDS that road trials on
the samples would be completed at the earliest and acceptance or other-
wise of the samples would be iniimated on completion of the rrials.

The road trials of the samples were conducted during August 1978—
April 1979. The sumples 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 given.

Meanwhile, the DOS had pointed out (March 1978) that in view of
availability of adzquate stock of new tyres, there was no need of getting
the BLR tyres retreated. The DOS also advised (May 1979) the DDS
that cince there was likelihood of the imported tractors being phased out
in the near future. the order for retreading of tyres on firm ‘BA’ be can-
celled. The cupply order was cancelled (September 1979) by the DDS
without financial repercussion on either side on the ground that the firm
had failed to submit the acceptable samples. Firm ‘BA’ refuted the chargs
of failure on its part to submit the acceptable samples and stated (October
1979) that it had submitted 6 acceptable samples in October 1977 itself
and wa< awaitine bulk production clearance. Tn Aprilt 1982, COD 'YY'
reparted that 34 BI R tyres (cost @ Rs. 0.79 lakh) were lving with the
firm since lone (nearly 6 years) and their condition would have deteriora-
ted under prolongzd storage and adverse weather conditions and that these
would he rendered unfit for retreading'future use and would cause con-
siderable loss to the State. These tvres had not vet heen returned by the
firm (Sentember 1083).

Tt was notced (March 1983) durine local evarvination in COD VY
that ont of 497 retreated tvrec anlv 76 had heen iscied ta user unite, 370
hnd heen trancferred to two other ordnance denots and 101 held in stock,

Thus, the expenditure of Rs, 5.90 lakhs on retreading of 471 (out of
{497) BLR tvres ex-trade when adequate stock of  serviceable tvres was
alrsady available and the tractors for which the retreaded tvres were to be
uscd were beine phased out in the near future, proved infructucus. Fur-
ther 34 BLR tyres (cost : Rs. 0.79 Iakh) issued to firm ‘BA’ without ob-
taining any ind=mnity bond or any other safeguard in the absence of a
suitable provision in the supply order had not been returned (September
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1983) for over 6 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
at tie ratc ot Rs. 4,150 and Rs. 4,000 each respectively, As per dclivery
schedule advance sample was to be submitted within 4 weeks of rceeipt
of order and bulk supply was to commence 2 months after the date of
clearance of sample at the rate of 30 numbers per month. The quantities
on order were increased (December 1978) to 450 numbears each. While
sight bore 105-A continued to be supplied by firm ‘BB’ at regular intervals,
there was no prugress in the supply of sight bore 104-A. The firm reques-
ted (February 1980) for extension in delivery date up to 20th September,
1982. The DDS, however, granted (May 1980) extension up to June 1981
only and notified the firm that in the event of its declining the extension
granted or failure to deliver. the stores within the extended period, the
contract would stand cancelled and the outstanding quantity would be
rurchased at its risk and cost.

Meanwhile, a further requirement ot 669 numbers of sight bore 104-A
was projected (August 1979) bv the DOS. On receipt of quotations in
response to n fresh tender enquirv in March 1980, a meeting was held
in August 1980 for precuring the additional requirement.  In the mecting
the DO clarified that there was an error in projecting the requirenient
carlier ard their requirement for sight bore 10.5-A was 228 numbers only
as aeain~t 659 projected carlier.

As the dtem dsight Lore 104-A) was roegquired wgently v the users
and Grm ‘B3 hoad supplied only 6 numbers of this item. the DDS en-
guired (9th Sentember 1980) from the firm if -off-Joading of 300 numbers
of this item would be acceptable to it. Firm ‘BB’ agreed (20th September
1980) to the off-landing of 150 numbers only. The supply order on the
firm ‘BB’ was amended (November 1980) accordingly and another order
for 150 numbcrs of this item was placed simultaneously on another firm
‘BC" at the higher rate of Rs. 5.550 each. By this time, firm ‘BB’ had sup-
plied enlv 28 numbers of this item und was granted (July 1981) further
extension up to 15th August 1983 for completing supplv of the remaining
quantity (252 numnbers). Firm ‘BC” completed supply of the entire quantity
of the item (sight bore 104-A) by Mav 1981,

The DDS -tated (September 1983) that cancellation of the contract at
risk and expense of firm ‘BB’ was not considersd us (1) the delivery perind
against the contract was «till valid. (i) *he cancellation could not bave
been done for the part quantity and (iii) firm ‘BB’ wa: a company under
gosernment management and was under nationalisation.

Notwithstanding the unsatisfactory delivery of supplies by firm ‘BB’
for which extension was granted first up to June 1931 and later 15th August,
1933, of-loading of 150 numbers of the item (sight bore 104-A) from firm
‘BB’ and ordering them on firm ‘BC" at hicher cost. instead of short-closing
the order at the risk and expense of the former, rgsulted in an  extra
expenditure of Rs, 2.10 lakhs.
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Walver[non-recovery of liquidated damages

1.16 The total amount of liquidated damages recoverable from suppliers
on account of delayed supplies of stores in respect of 92 supply 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 consideraticns on winch liquidated damages
were waived by the DDS were :

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

(¢) the consignees concerned had certifiad that the delay in mate-
rialisation of stores from the firms had not caused anv loss
real or potential to the State.

Significantly, the consignees were merely the store holding depots and
had given the certificate twithout consuliiny the indentorslusers whether anv
loss was sustained or not.

According to the DDS (September 1983), wirere there is no demons-
trablc/actual loss on account of delay in supplies, hquidated damages are
ordinarily limited to 10 per cent of the total amount of liquidated damage-
leviable at the rate of 2 per cent per month (for the period of Jelay).
and were determined in consultation with the Intcgrated Finance and
despitc lack of any report on losses by the consignee,

The fact remains that the liquidated damages were either waived in
full or token amount was levied on the basis of the certificates furnichod by
the consignees who are only stock holders and without ascertaining the
extent of loss involved from the indentors'users.

1.17 Summing up :—The important points thet emerge are as under -

During last 16 years 88,984 items had bexn projected for develop-
men*t and procurement through indigenous sources and <upply
orders for 47,363 iternos only cou'q be placed by the DDS,

In 193 cases the DDS took 12 to 36 months in placipg supply orders
from the date of receipt of indents.

While against 36 supply orders (total value : Rs. 897 crores) plac-
ed upto June 1979, the supplicrs had failed (August 1082)
to submit samples or commence supplies for over 2 years:
against 67 other supply orders (total value : Ps. 23.21 crores)
placed during 1972 to June 1979 stores worth Rs. 12,10 crores
only had becn supplied till August 10%2,

Based on a report rendered by the internal audit on Sth October.
1981, advances amounting to Rs. 2234 crores remained un-
adjusted in respect of 67 supply orders for periods ranging

2 198/86---12
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trom 2 to 5 years: the amount outstanding against 28 firms
as on 29th September, 1983 was Rs. 1.566 crores.

Failure on the part of the DDS to comply with the contract condi-
tions regarding cancellation of contract and to effect risk and
cost purchase within 6 months of the date of breach of con-
tract resulted in an extra expenditure of Rs. 10.91 lakhs.

Air compressors (cost: Rs. 2.16 lakhs) and generating sets (cost:
Rs. 2.98 lakhs) were procurcd atthough they did not conform
to specifications.

Non-acceptance of offers within the validity period in 3 cases result-
ed in extra expenditure of Rs. 1.02 crores.

Delays in supplies in 2 cases resulted in avoidablz expenditure of
Rs. 2.30 crores.

Procurement of an item of common utility (paint RFU) ignoring
the established source of supply resulted in extra cxpenditure
of Rs. 18.33 lakhs.

An expenditure of Rs. 5.90 lakhs on retreading of BLR tyres ex-
trade proved infructuous besides non-return of 34 BLR tyres
cost: Rs. 0.79 lakh) by the repair agencv for nearly 6 years.

Cut of liquidated damages amounting to Rs. 37.83 lakhs
lcnable in 92 cases, a sum of Rs, 18.7% lakhs (44 cascs) was
fully waived.

[Paragraph S of the Report of the Compiroller and Auditor General
of India for the vear 1982-83, Union Government (Defence
Services) ]



APPENDIX 11

Conclusions and Recommendations

Sl Para

Ministry/ Conclusion/Recommendation
No. No. Department
concerned
1 2 3 4

1. 1.174 Dcfence
(Deptt. of
Defence
Production
and
Supplics)

2. 1.175 Detence
(Deptt, of
Defence

The Department of Defence Supplies under
the Ministry of Defence was set up in 1965
essentially  to achieve self-reliance in the
procuicment of Defence equipment and stores
required by the Armed Forces. The Committee
find that out of items numbering 88,984
projected for development and procurement
through indigenous sources, upto 31 March,
1981 supply orders for only 47,363 items only
were placed by the Department on indigenous
suppliers. According to the Department, a
large number of items remained outstanding
for want of proper particulars or samples.
The Committee are unhappy to note that the
pereentage of the number of items remaining
uncovered for want of proper particulars or
samples in respect of three Technical Committees
viz., TC {Aeronautics), TC (Vehicles) and TC
(Engineering Storcs) was as high as 5349,
309 and 18.17] respectively, The Committee
recommend thut the Government should ideatify
the Dottlenecks 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.

The Commnittee note that concrete efforts
for indigenisation on the defence side sto:rted

only during the closing yeais of ‘sixties’, wliuch

O
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long time. The Committee are not convinced

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 be the other reasons for the slow pace
of indigenisation. While fully appreciating
these constraints, the Committee are not satis-
fied that everything possible has been done to
accelerate the pace of indigenisation.
According to the test check carried out by
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 orders against indents received
from the users. According to the Ministry 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 these 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
Supgplies has now been in existence for more
than 20 ycars, 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 indents
are finalised within the shortest possible time.

Another disquieting feature of the working cf
the Department of Defence Supplies is the
lack of effective monitoring of supply orders.
In as many as 36 supply orders of the total
value of Rs. 8.97 crores placed upto June 1979,
the suppliers failed to submit samples or
commence supplies for over 3 years, In some
casts, where samples were received within three
years, trials and approval had taken quite a
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by the argument of the Department thatall
the items were complex items which were
being developed for the first time. Due
to such abnormal delays and developmental
failutes, orders for as many as 8 out of 36 items
had to be cancelled.

The Committee recommend that the existing
monitoring procedurc should be adequately
streamlined so as to make it more effective.
Planning of requirements particularly in re:pect
of hard ore items should be done sufliciuntly
in advance. Steps should also be taken to
reduce the time taken for users’ inspection;test
to the minimum extent possible. The Commi-
ttee note that several mecasures for improving
the working of the Supplies Division have been
formulated after a actailed review of the working
of the Supplies Wing in a meeting held with all
the Chairmen of Technical Committees on
31-} -1985. Prior to 31-3-1985 no compre-
hensive internal review of the working of the
Supplies Division had been conducted by the
Department.  The Committee recommend that
in future periodic reviews of the Supplies
Division should be conducted by the Depart-
ment with a view to steeamlining the purchasc
procedure .o that unnecessary delays at all
stages cc uld be obviated.

The Committee note that tll December
1982, financicl assistance by way ot development
advances, tooling advances ana ‘on account’
payments for purchase of raw materials, was
extended to indigenous suppliers/firms, ana in
this manner the Government was sharing with
the manufacturers the cost of development.
The Committee note that as oun Sth October,
1981, unadjusted advances amounting to
Rs. 8.36 crores in respect of 67 supply orders had

accumulated owing to failure of the firms to
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develop the prototypes or to complete the
supplies. According to the DDS the amount
outstanding against 28 firms as con 29th
September, 1983 was Rs. 1.566 crores. Faced
with such a large amount remaining un-
recovered, the DD3 decided in  December
1982 not to pay any ‘on account’ payments or
advances in its future contracts save in eXcep-
vonal cases .0 be approved by the Raksha
Muntri,

The Committec feel that effective acvelop-
ment of tocal industry is essential for meeting
the requirements of the Dcfence Forces and
tor that reason all possible assistance is very
necessary for creating skills and quality con-
sciousness.  The Committee consider that the
virtual stopping of the practice of granting ‘on
account” payments or advances in December
1982, Government have virtually discontinued
for all practical purposes the principle of sharing
with the manufacturer the cost of development.
It 15 not unlikely that manufecturers may not
show much interest in effectively cxecuting
Jevelopmental order.. The Sccictary cof the
Department assured the Comumittee  during
cvidence that they were examining various pros
and cons in this regard.  The Committee desires
that suitable mechanism which may be helptul
for effective and ciily execution of the develop-
mental supg v orders, should be evolved without
delays.

Thie Committee find that out of the advances;
on Account Payment of Rs. 1.566 crores
outstanding against 28 firms as on 29 September,
19863, a sum of Rs. 47.57 lakhs was not covercd
by Bank Guarantee and recovery of such
advances became difficult in the absence of any
safeguards. The Committee trust that while
working out the mechanism for sharing the
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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 31-5-1975, actually submitted it on
13-7-1977 and this was later found to be un-
acceptable. Even the modified sample sub-
mitted in March 1978 was found to be not free
from defects of scrious nature. The Committec
are concerned to note that inspite of the repeated
failure of the firm to develop a satisfactory
sample cven within a period of more than 3
years. the Dcpartment failed to cancel the
contract at the risk and cost of the firm
immediately after March. 1978, when the
modified sample was found to be defective.
While the Committee entirely supports the
policy of giving every assistance. encourage-
ment and support to those who undertake to
produce defence cquipment. the Committee
are of the view that the reasons advanced by
the Department for not taking a stricter action
in not actually cancelling the order after the
unsuccessful user trials because of the subse-
quent interest shown by the firm to execute
the order. are not wholly convincing.

In 1980 the matter regarding cancellation of
the order by the Department was examined
in consultation with the Legal Adviser (De-
fence) who opined that since the contract had
been kept alive afler the delivery period, it
would not be possible to cancel the contract
at that stage without giving further notice-cum-
extension for submission 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.

171. 1.184  Defence A disquieting feature of the aforesaid supply
(Deptt. of order on firm ‘A’ is that a sum of Rs. 13.80
Defence lakhs paid to the firm in June 1976 and
Production  February 1977, for purchase of raw materials,
and without any bank guarantee has not been
Supplies). recovered so far. It is surprising that the last

instalment of advance of Rs. 3,35,684/- was
paid to the firm in February, 1977, 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
29.6-1984. It has been stated that the Ministry
of Railways have withheld an amount of Rs.
13.80 lakhs, 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.

12, 1.185 Defence The Committee note that in two cases
(Deptt. of failure on the part of the Department of Defence
Defence Supplies to enforce the contract conditions
Production  regarding cancellation of contract and to
and effect risk and cost purchase within 6 months
Supplies). of the date 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
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ammunition baxes, the tegal sdvice was that
.because.of the-abnormal increase in the cost of

raw ‘material by:Governmeat .action, impossi-
bility.of perfemmiag the contract had occurred
under the Contract Act and as such no valid

tisk purehase could be made. Similarly in the
case of Trailer fice fighting, non-availability of

engine from. the single approved source, due to
lock out in their premises, was accepted as a
casc of impossibility of performance by the
Legal Adviser. However, when a second
legal opinion was obtained in the case for the
purchase of -traiter fire fighting. the Legal
Adviser (Deéfemce) advised on 7-8-1984 that
geacral damages should be claimed from the
defaulting. fitm» on the basis of the market rate
on or about the date of the breach. Conse-
guently. a claim. of Rs. 4,57.329.60 was raised
agatnst the defaulting firm. 1t would appear
the first legal advice was given without a
judicious appeaisal of all the connected facts.
The Commitee would like to know the latest
position about .the realisation of the claim for
general damages. amounting of Rs. 4.57,329.60.

The Department of Defence Supplies. which
1s mamly concerned with development of items
i the private scetor claims that they arc tuced
with many difficultics 1n cliecting vahd risk
purchase. The Department has set up a
Committee under -the Chairmanship of the
Legal Adviser (Defence) to review the procedure
in regard to the risk purchase. If this
Committee has snbmitted its recommendations
the Public Accounts Committee would advise
that if these recommendations arc acceptable,

‘they should be made generally known in the

Department.

The Committee gote that aguimst the Navy's
requicements for indigenous development of
high pressure air compressors, supply order

5 e
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Production  for development and manufacture of 25 number

and of portable air compressors at a total cost of

Supplies). Rs. 26.25 lakhs was placed by the Department
of Defence Supplies on firm 'R’ in September
1977. The firm was required. in the lirst
instance. to manufacture 2 prototype complete
with indigenous components and materials for
test and trials. The remaining 23 numbers
were to be supplied after issue of bulk produc-
tion clearane based on satisfactory performance
of the prototype. On 25th March, 1979.
the firm submitted the prototypes. They were
found on inspection to be defective. After
rectifying the defects the prototypes were re-
submitted by the firm in October, 1979. The
bulk producticn clearance was given in Novem-
ber, 1979, without testing the rectified proto-
types. The Department have admitted that
the grant of Bulk Production clearance cven
before carrying Sut the users trials were curried
out was not prudent on the part of the concerned
officers of the Ditectorate of Preduction and
Inspection (Navy). Latcr when these proto-
types were put to trials. the Directoratc of
Production and Inspection (Naval) pointed
out in April, 1980 that the firn had used
imported components (retrieved out of the
old imported compressors lying with it) instead
of indigenous ones. Consequently the bulk
production clearance accorded in November.
1979 without proper verification was withdrawn
and the firm was asked to prepare a detailed
sct of revised manufacturing desigi, drawings
for approval by the inspection authorities and
to produce two fresh prototypes using indi-
genous Materials/components.

15. 1.188 Defence The Commitice are constrained 10 observe
(Deptt. of  that the inspection staff had no execuse for
Defence not complying with the obvious norms of

i —— -
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inspection and accepting the equipment only
on visual inspection in respect of am order
which related to developmental prcducticn.
This is a serious failure and the Ministry should
take appropriate disciplinary action agains«
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

stern 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 KVA capacity at the total cost of Rs. 27.25
lakhs, placed on firms ‘S”in August, 1975, the
firm supplied only 192 sets during June, 1978
September 1980 and failed to make further
supplies thereaflier despite grant of extension
upto 30 September. 1981. In December, 1981,
the Department short-closed the order at the
risk and cost of the defaulting firm. The risk
purchase could net be effected as the users
wanted the remaining sets with the revise
specificition. The Comunittee further note that
25 sets costing Rs. 2.96 lakhs out of the 192
generating sets, were found to be defective, though
in repairable condition. It is a matter of
serious concern that these 25 generating sets
received early in 1980 should not have been
put to any use as they could not be got repaired
till September, 1983. The Committee can only
record their dissatisfaction and displeasure.

The Committee note that the Department
of Defence Supplies issued on 29 June 1979 a
single tender enquiry to firm ‘T’ for supply ot
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one lakh shells of an ammunition ‘ZA’. The
firm ‘T’ quoted on 3 July 1977 therate of
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 the cost thereof could 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 the offer of the firm of
Rs. 498 per shell appeared to be on the high
side compared to the developmental order of
Rs. 370 per shell placed on 28 February 1979.
Besides this, certain conditions like demand for
10 per cent advance etc. needed to be thrashed
out.

Firm ‘T’ revised on Y August 1979 its quota-
tion from Rs. 498 to Rs. 596 per shell on the plea
that it had erred in calculating the original rate.
At the meeting held in DDS on 17 August 1979,
it was decideq 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 Junc 1980 on four firms
‘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° completed 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 1980, 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 placed on 10 December, 1979
at the rate of Rs. 540 per shell, quite a lat of

infructuous expenditure would have  been
saved.

Similarly in another case, delay in placing
order for the procurcment of 46,370 tail units
required to put a large amount of ammunition
‘ZB’ from repairable to serviccable condition,
on the established supplier firm ‘Z’ resulted in an
avoidable additional expcnditure of Rs. 4.25
lakhs. Initially, the Department placed in
December, 1977 supply order for 23,185 tail
units each on firms ‘X’ and *Y’ inspite of the
observation made by the Technical Committec
(Armament Stores) that the firms were inex-
pericnced and lacked the capacity to undertake
manufacture of the stores. According to the
Department the orders on thase firms were
placed since the firms had shown confidence to

develop and manufacture these items and had
also quoted the lowest price of Rs. 6.95 cach.
As the firms ‘X’ and ‘Y’ failed to develop
acceptable samples, it was decided to cancel the
orders on them. Mere price advantage offered
by the concerned firms when there was doubt
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about in theit owr competence ought not to
have been accepted as sufficient justification
for placing order on the firms in the face of
Technical Committees’ clearly expressed opinion
about their in-compctence.

On cancellation of the orders for tail units
on firms ‘X" and 'Y', the Technical Committee
decided in June 1978 to place an order for entire
quantity on an established firm *Z°. The firm
had agreed in June, 1978 to accept the order
for 93,370 numbers at the rate of R:.8.50 and
requested the Department to issue a letter of
intent immediately to enable it to commence
planning and procurement of raw materials.
According to the Department no letter of intent
could then be issued as there was & considerable
quantity on order on the firm and there was  also
a dehiberate decision to develop an alternative
source.  The former argument is on the face of
it unjustifiable as no attempt had been made o
ascertain the firm’s capacity while the latter
argument would have had force if they had
already discovered any suitable firm willing to
undertake the task.  The delay in placing order
for the full quantity only  resulted mn a higher
price having to be paid.  The Committee take
a very serious view of the entire transaction.

The Commuttee observe that for development
of additional sources of supply of railway
cquipment the Ministry of Transport (Depart-
ment of Railways—Railway Board) follow the
system of placement of educational, develop-
mental orders at a preferential price on new
entreprencurs bestdes  placing order for the
major portion of supplics on established  sup-
plicrs. The Committee commend the system
followed by the Ministry of Transport (Depart-
ment of Railways) for acceptance by the
Department of Defence Supplies.
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22.' '1.195  Defence In yet another-case, forthe procurement  of
(Deptt. of  plant dry air charging sets, the non-acceptance
Defence of firm “AC’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. The DDS failed to place
supply order on the firm before the validity
period. Firm “AC” revised the price of the
equipment to Rs. 1.78 lakhs per setand also
extended the validity o f its ¢ fler upto July 19%0.
Finally a supply order for 31 sets was placed on
the firm on 4 September 1980 at the rate of
Rs.1.52 lakhs.

23. 1.196 Defence The Committee ncte that the Department of
(Deptt. of  Defence Supplics placed in Octeber, 1978 afte:
Defence the question of price negotiaticn was discussed
Production  in a meeting in December 1977, two supply
and Supplie ) orders one on a private firm ‘AD’ and the othe?
on a public sector undertaking *AE’ for develop-
ment and supply of 50,000 shells each at the
rate of Rs. 324 and Rs. 356 per shell, respecti-
vely. These shells were requircd for producing
a particular type of ammunition ‘ZC' in the
Ordnance Factories.  According to the Depart-
ment although a meeting for price negc tiaticn
was held in December 1977 to place an order
on firm ‘D’ the ordetr cculd not be placed
immediately on them in view of thelr critical

financial position.
24. 1.197 Defence Both the firms ‘AD’ and *AE’ were requirea
(Deptt. of to complete delivery of the shells by the middle
Defence of 1980. Both the firms failed to submit
Production  defect-free samples in time— firm ‘AD’ submitted
and the samples in time— firm ‘AD’ submitted the
‘Supplies) samg les ut the end of one year and eeven months.

while firm *AE’ did so by about 2 years. Bulk

2 LSS/86—15
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production clearance was granted cnly on 12
Deccrnber, 1980 to firms ‘AD’ and om 29
October, 1980 to fum *AE’. There was abnor-
mal delay on the part of firms ‘AD" and ‘AE’
in making the supply of shells in as much as
firm ‘AD’ supplied only 20,186 out of 50,000
shells so far and firm ‘AE’ could supply 38,208
shells by March 1983, It is surprising that
inspite of such an inordins.e declay on the part
of these firms, enhancement of price per shell
was sanctioned for both the firms, ‘AD’ trom
Rs. 324 10 Rs.5333 and ‘AE’ from Rs.365 to
Rs. 565, Tik Commitice do not find any

justification for agreeing to such a generous

mcrease in both the cases.

In yet another case the Commitiee find that
two supply orders for 134 trailers (without
panels) were placed by the Department in July,
1979 on two firms ‘AF" and ‘AG’ for 34 and 100
trailers, respectively. These trailers were re-
quired for mounting generating sets. The
Inspectorate of Vehicles (North-Zone) from
whom the capacity of firm ‘AF’ was ascertained
had reported that the firm had only limited
capacity with regard to manufacture, and its
financial resources were also  limited. The
Ingpectorate had further stated that the firm
“AF" would not be able to give more than §
trailers per month. The Committee are there-
forc surprised to find that an order for 34
trailers was placed on the firm for delivery at
the rate of §-10 numbers per month, The firm
could supply only 20 trailers after grant
of 3 extension till 31st December, 1982. Firm
‘AC" completed the supply order placed on it
within the extended date of May 1981. Simi-
larly, in order to procure generating sets for
mounting on the trailers to be supplied by the
firms *AF and *AG’. the Department placed the
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supply orders in November and December
1979—one on firm ‘AH’ for 145 generating scts
and the other on firm Al for 50 sets. The
trailers were to be supplied to these firms by the
Department. The delivery of generating sets
mounted on trailers was to commence after two
months by firm ‘AH’ and after 3 or 4 months
by firm ‘AI" depending on the receipt of trailers.
As there were not suflicient trailers. there was
some delay in supplying them to the firms AH
and Al with the result that they could not
complete the supplics.  The delav in issuing the
trailers resulted in a delay of more than u year
tn completing the orders. Conscquently both
these firms claimed price escalation to  the
extent of Rs. 22.24 lakhs in terms of the price
variation elause. It is obvious that the Depart-
ment should have taken care to ensure that the
availability of generating sets on the cne hand
and of trailers on the other coincided as it iy
this one failure which resulted 10 o lurpe
avoidable expenditure.

The Committee note that an indent was
placed by Director of Ordnance Senvices on the
Department of Defence Supphies in February,
1978 for procurement of 406,000 litres of paint
RFU in 3 ditferent packing viz. 20 litre drums,
3 litre packs and | litre packs. Although the
paint was urgently required by the DOS during
June 1978 to December 1978, a part order for
2,50,000 litres of paint in 3 different packs was
placed by the Departinent in March, 1979 on
firm "AL’ at the rates of Rs. 820 per litre for 20
litre drums. Rs.10.08 per litre for 8 hitre packs
and Rs. 12.00 for | litre pach.  Strangely encugh
no orders were placed on firm “AJ, which had
quoted the lowest rute of Rs. X 80 per litre for 20
litre diums and Rs. 10 per litre for S litre packs.
Firm ‘AL’ was required to submit acceptable

advance samples by 31st March, 1979, The
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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
Ordnance Services placed on DDS another
indent for §,20,300 litres of paint requiring
immediate procurcment of this quantity by
Junc 1980. As a result of the fresh tender
enquirics-floated in August 1979, the Depart-
ment of Defence Supplies placed 9 supply
orders in January-February 1980, on different
firms for a total quantity of Rs.12.15 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.15.10
to Rs. 15.30 perlitre for 5 litre packsand Rs.16.75
to Rs.17.00 for 1 litre pack. According to the
Department, the paint in question was procured
by DGS&D for Defence Department at the
rates of Rs. 9.40 1o Rs. 9.80 per litre in 20
litre packing against the orders placed on
25-1-1979. The Committee are not satisfied
with the explanation of the Department that
there was some confusion as to who should
deal with the purchase, being the first purchase
after it was made ancxclusive defence item.  The
Committee regret that failure of the Defence
Department to hold consultation with DGS&D
before placing the order led to avoidable loss
to the Department. If 4,06,000 litres of paint
indented in February 1978 had been procured
through the establiched source of supply, it
would have cost Rs. 40.84 lukhs, as apgainst the
cost of Rs. 59.17 lakhs, under the supply orders
placed in January-February 1980. The Com-
mittce desire that the responsibility for the
lapses be fixed and action taken against the

defaulters. The Committee also recommend
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that procurement action in respect of common
utility items should in future as far as possible,
if not invariably be taken in‘consultation and
ooordination with the DGS&D and other

congerned agencies.
28, 1201 Defence The Committee note that 497 number of
(Deptt. of tyres BLR (for imported tractors) beyond local
Defence repair were got retreaded by a firm ‘AZ’ during
Production  May 1976—October, 1977 at a total cost of
and Rs. 6.23 lakhs. These tyres were got retreaded
Supplies) in spite of the fact that an adequate stock of new

tyres was already available and the imported
tractors in question were likely to be phased
out in the near future. The Committce note
with surprise that retreading of 497 tyres was
completed during May 1976-October 1977 and
the Ordnance Dte. was not aware of the phasing
out of the tracter at thot tims. Tt was only n
April 1984 that the decision to Joclure e
tractors in question obsolcte was taken, The
incorrectness of the decision to get these tyres
retreaded is further corroborated by the fact that
till March, 1983, out of the 497 retreaded tyres,
only 26 had been issued to user units, 370 had
been transferred to two other ordnance depots
and 10] held instock. Evenatpresent, asmany
as 113 of these retreaded tyres are held in stock
at Central Ordnance Depot. The Committee
arc distressed to note that an expenditure of
Rs. 5.90 lakhs on retreading of 471 out of 497
tyres when adcequate stock of serviceable tyres
was already available and the tractors for which
the retreaded tyres werc 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 complete lack of plan-
ning coordination and foresight on the part of

the Department, which has resulted in avoidable
Tossto the‘Government.
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29. 1.202 Defence The Committee find that an amount of
(Deptt. of Rs. 37.83 lakhs was recoverable as liquidated
Defence damages from suppliers of stores in 1espect
Production  of 92 supply orders placed by the Department
and during the period 1977-78 to 1980-81. Of this,

Supplies) anamount of Rs.18.78 lakhs involving 44 supply
orders was waived fully by the Department,
Out of the balance amount of Rs. 19.05 lakhs,
only a sum of Rs. 1.57 lakh: was recovered. The
Committee trust that incorporation of a liquida-
ted damages cluuse in the supply contructs is
meant for ensuring timely cxecution of the
contracts and to guard apainst the propensity
for delay. Thouzh the Committee agree that in
development-cem-production  supply orders.
the strict enforcement of this clause may not to
some extent be possible but they feel that the
very purpose of this clause is defeated if the
suppliers know from thcir past experience that
such damages would finally be waived. Further,
the use of frec and uncontrolled discretion by the
concerned officers with regard te the waiving of
liquidated damages muv lead to its misuse,
The Committee recommend that comprehensive
guidelines for the  concerned departmental
officers should be issued so that this discretion
is very judiciously dxercised. The Committee
note that some guideline. were issued on
20-9-1985 to bring about uniformity in regard
to the levy of liquiduted damages for delayed
suppliecs and to minimise ureas of discretion.
The Committee recommend that the question
of further revamping these guidelines shculd
be periodically reviewed.

30. 1.203 Defence From the facts mentioned above, the Com-
(Deptt. of mittee have reached the firm conclusion that the
Defence Deptt. of Defence Supplies, which was creatd
Production  in 1965 for the purpose of indigenisation, deve-
and lopment and production of imported defence

items and to achieve self-rcliance 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 passu with the industrial develop-
ment of the country. The failure is the more
disappointing in as much as Government
appears 1o have followed a liberal policy with
regard to development expenses. The Commit-
tec trust that the Department will examine the
various suggestions made in the foregoing para-
graphs designed to improve its working. The
Committee recommend that Government
should appoint 2 High Level Committee to go
into the cntire question of indigenisation and
production of defence stores in the country.
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