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INTRODUCTION 

I, tho Chairman of the Public Accounts Committee as authorised by the 
Committee, do present on their behalf this 29th Report on action talcen by 
Government on the recommendations of the Public Accounts Committee 
contained in their I5 1st Report (7th Lok Sabha) on manufacture of defective 
components for vehiclm and procurement of defective equipment from 
abroad. 

2. In  their earlier report, the Committee had pointed out a aumber of 
acts of omission!commission in regard to purchase of 6 units of an equipment 
from abroad in 1978 to meet the urgent requirements of the defence forces 
for mobile communication and had recommended a thorough investigation by 
a high powered team of officials drawn from the MinistrylArmy Headquarters. 
From the perusal of the Enquiry Committee Report, the Committee have 
o b r v e d  that there were lapses on the part of Technical Evaluation Committee, 
Negotiatinq Committee, the second team of Government officials, the resident 
Inspector who cleared the item before preshipment and of officers who did not 
initiate legal action against the firm as early as in July!August 1979. the 
Enquiry Committee has unfortunately not pinpointed responsibility f~~ tho 
various irregularities, the Committee are compelled to reiterate their earlier 
recommendation for fixation of responsibility for lapses at various stages 

3. Committoe had also stated in their earlier report that this was 
not a solitary instance and there were 9 other cases of imports of defective 
equipments involving large amounts of foreign excbange during the period June 
1976 to June 198 1 .  The Committee have desired to know whether the 
pointcd out by them have been examined and if so, the outcome thereof. 

4. The Rcport was considered and adopled by thc Public Accounts 
Committee at their sitting held on 27 February, 1986. Minutes of the sitting 
form Part 11 of the Report. 

5. For facility of refercnce and conwnicnce, !he recornmcndations and 
conclusions of the Committee have bcen printed in thick type in the body of 
the Report and have also been rcproduccd in a conwlidatcd form in the 
Appendix t o  tbe Report. 



6. 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. 

E. AYYAPU REDDY, 

March 4. 1986 - 
Phalguna 13,1907 (Snka) 

Chairman, 
Public Accounts Commltter. 



REPORT 

CHAPTER I 

1.1 This Report of the Committee deals with the action taken by 
Oovernment on the Committee's Recommendations and observations contained 
in their 151st Report 17th Lok Szbha) on Paragraphs 15 and 30 of the Reports 
of the Comptroller and Auditor Gencral of India for the years 1980-81 and 
1979-80, Union Governmmt (Defence Services) regarding manufacture 
of defective c~mponents for vehicles and procurement of defective equipment 
from abroad respectively. 

1.2 The Committee's 1 Slst Report presented to Lok Sabha on 29 April, 
19 83 contained 19 recommendations and observations According to the time 
scheduled. the notes indicating the action taken b) Government in pursuance 
of the recomn~endations and observationi contained in the 151st Report, duly 
vetted by Audit, were required to be furnished to the Committee latest by 
28 Oztobsr, 1983. However, the Miniitry of Defence submitted advance 
copies of thcir action taken notes on the recommendations No. 1 to 12 on 
13th January, 1981 and the Enquiry Cummittee Report on 21 January, 
1985 Action t iken nXcs n r~gard to o t h x  recornm:odations wtre furnished 
by the Ministry on 20th September, 1985. 

1.3 The Action taken notes received from the Ministry have broadly 
been cetegorised as under : 

( i )  Recommendations and Observations that have been accepted by 
Government : 

Sl. Nos. 4, 8, 9, 10, 13, 14, 15, 16, and 17. 

(ii) Recommendations and Observations which the Committee do not 
desire to pursu: in the light of the replies received from the 
Government : 
S1. Nos. 3, 6 and 11. 

(iii) Rccornmenchtions and Observations replies to which have not been 
accepted by the Committee and which require reiteration ; 

SI. Nos. 1, 2 and 5.  



(iv) Recommendations and Observations in respect of which Government 
have furnished 1inter;m rcplies : 

S1. Nos. 7, 12, 18 and 19. 

1.4. The Committee expect that final replies to those recommendations 
and observations in respect of which only interim replies have so for been 
hrnished will be made available expeditiously affter getting them vetted by 

. A  ndit. 

Failure to achieve the tnstalled capncity of vehicles in u fuctory 
(Paragraphs 1.61 and 1.62-Sf. No. 1 and 2)  

1'5. Expressing their shock over the failure of the vehicle factory 'B' in 
achieving their installed capacity, the Committee had, in paragraphs 1'61 and 
1'62 of their Report stated : 

"The Committee note that the production of Shaktiman vehicles in the 
country started in 1959 after collaboration agreement was concluded with 
MIS. MAN in September 1958 fianufecture of N~ssan Vehicles started 
in 1961-62 after a separate collaboration was concluded for the,e vehicles 
with Mls. Nissan Motors, Japan. The production of various components 
of these vehicles was undertaken in a number of factories whlch 
individually or jointly contr~buted to the manfactuw of component which 
were finally assembled at factory 'A'. Aftcr 1962 confl~ct, the require- 
ments of Army in armaments stores ~ncrcased manifold necess~tating a 
review of production of armaments stores and vehicles for meeting' 
increased requirements of army in thc then  existing fxtories. A decision 
was taken to se: up a separate lntegrafed factory for manufacture of 
vehicles The Government accordingly sanctioned a project in November, 
1965 at a cost Rs. 46'84 crores for mznufacture of Shakt~man, Nissan-1 
ton and Nisssn Patrol vehicles. Thc installed capacity of thc factory 'B' 
as per Detailed Project Report, was 13200 in a mix of 6000 Shaktiman 
and 7200 Nissan vehicles. However, the total production of the vehicles 
during 1970-71 to 1981-82 (12 years) has been 70534 numbcrs and the 
profjuction in 198 1-82 was only 7970 vchicles (consisting of 3670 
Shaktiman vehicles, 3100 Nissan carrier and 1200 Nissan Patrol). A 
project to augment the capacitics of the factory to 10,000 vehicles per 
annnm has been sanctioned in Junuary, 1982 by provis~oning of balanoing 
plant and equipment and ciwl works at an estimated tost of Rs. 8 48 
qnres " 



"Thc Colnmittec are shocked th r t  ?\though original installed capacity of 
the vehiclz Fastory wac 13,200 th? actual prdduction in the factory has 
been much less. The maximum production achieved in any year was 
8,576 vehicles in 1976-77. The factory has a huge outstanding demand 
of 45,985 from the army consisting of 22,022 Shaktiman, 10677 Nissan 
1-ton and 13,236 Nissan Jonga vehicles. Clearly all is not well with the 
setting up of this factory and its operation. The Committee recommend 
that Government should look into the deficiencies in this regard and 
take necessary corrective measures so that at least after the provisioning 
of balancing plant and equipment at an estimated cost of Rs 8 48 crores, 
the factory is able to achieve the production target envisaged." 

1'6. In  their action takcn no!c dated 13 January, 1984 the Ministry of 
Defence have statcd as under : 

"It is true that according to the dela~lcd project Report, the installed 
capacity of factory 'B' WiiS for production of 13,201.i vehicles pzr annum 
in a mix of 6,000 Lhktirnan and 7,200 Nissan v:hicles. The 'actual 
achievable cilpacity a* Factory 'B' was, however, not more than 8,000 
vehicles per annum, mainly due to the followmg rzasons : - 

( i )  Lower productivity of indigenous machines actually procured in lieu 
of imported machines provided i n  the detailed Project Report. 

(ii) Extra maching time required as compared to the tlme provided in 
the Project Report, due to inferior quality of ind~genous forging/ 
castings etc., which restricted the maching capacity at Factory 'B'. 

iiii) Chnnges made in the Production-mix, as certain items which were 
planncd to be "bought out" items, according to the Project Report, 
are being manufitcturcd at Factory 'B' and lPice-rerw. 

2 ,  Some of thc other constraints in the capacity of Factory 'B' are as 
under : 

( a )  Sl,ortag? of Powcr : 

The shortage of power is one of th: constraints in increasing the vehicle 
production at Factory 'B'. Further, frequent load shedding and power 
interruptions have adversely affected the Factory 'B'. It  may be 
mentioned that during the p:riod September, 1982 to February 1983, 
there wcra 44 cases of power intcrruprions rcsuliing in about 10 hours 
loss of production and 15 cases of load shedding!voltage fluctustions 
resulting in loss of about 155 man hours. 



(b) Inadequate supply of components by Indigenous Suppliers etc. 

The supply of con~ponentslforgings from the indigenous supplir rs have 
not becn adequate due to adverse 1 bour situation in Trade firms. For 
example, in 1982.83, there were strikes and lock outs at the Suppliers 
Works viz. ISR Thnna (approximately 3 weeks in April, 1982). M/s. 
Sankey Wheels, Durgapur (From 10-2.1982 to 19-7- 1982) and Mls. 
Korula Rubber Co., Aurangabad (For about three months) as a result of 
which supply of critical components were adversely affected. 

The question regarding actual achievable capacity at Factory 'B' was 
inve~t i~ated by au independent Technical Commi.tee appointed by Government 
of India, which corroborated that the ach~evable capacity Has not more than 
8,000 vthicles per annum at Factory 'B'. 

On a technical assessment of the plailt and equipment it WAS found that 
if certain balancing plant and ~quipmcnt in certain scctors were provided, the 
pr0ductio.l levcl at Factory 'B' could be increased to 9,0W10,000 veh~cles per 
annuln Govcrnmzllt haw smctioned in January 1952, balancing plant a .  d 
equipment anci connxted civil works at a cost of Ks. 8 48 crores. 'I his Project, 
after completion will cnabl: the Factory 'B' to give on output of 9,000-10,000 
vehicles pcr ann;:m from 86-87 onwards." 

"The reasons for actual prod~lction at Factory 'B' bcing lower than the 
installed capacity have been cxpinincd in the Action Taken Note ......( above). 
Government have also sanctioned in January 1982 a Project to augment the 
achievable capacitics of Factory 'B' from the prescnt achievable level of 8,C00 
per annum to 9000-10,000 vehicles per annum. 

On the basis of the  recommendations made by the Rajyadhyaksha 
Committee, thc  powers of thc Gcncral Manager of Factory 'B' have bcen 
enhanced and also the powers have becn delegated down the line up to the 
level of Deputy -Manager in ordcr to enable the Factory to ensure rzgular flow 
of comyonantj/in~tcriali c tz  to oplim sc th:: production in  the Factory. A 
"vendor-rating'' systcm has been introduced in the Factory 'B' to improve the 
procurement system. 

With the above steps and with the augmentation project I;aving bcen 
sanctioned, it would be possible for the Factory 'B' to achicvc the production 
targets e a v : ~ ?  =d Th: au :rn:ata tioa pr2j:ct is proxcding according t o  
schedule and will be completed by 86-87." 

1'7. The Committee note that the iostvlled cirprcity of t:r: factory 'Do 
as per detailed project Report was 13200 in a mix of 6000 Sbaktimaa and 



7200 Niesan vehiclea and the total prodaction of the vehicles daring 19704 1 
t o  1981 82 (12 years) had been 70534 vehicles Against this installed capacity 
of 13200 vehicles p:r annum the maximum production achieved was 8576 
vehicles in 1976-77. According to Ministry of Defence the question regarding 
actual achievable capacity a t  factory '0' was investigated by an inde pendent 
technical Committee appointed by Government of India, and its finding was 
that  the achievable capacity was not more than 8000 vehicles per aunum a t  
Factory 'B'. The Committee were informed that  a project tu augment the 

- achievable capacities of the factory to 10000 vehicles per snnum was sanctioned 
in January 1982 by providing balancing plant and equipment and civil works a t  
an  estimated cost of Rs 8-48 crores. I rom the reply of thc Ministry of Defence 
now furnished, the Committee find to their surprise that the capacity is  expected 
to  be augmented from the present level of 8000 to  between 9000 and 10000 
vehicles per annum only. The Committee consider that this is a serious 
discrepancy and calls for a detailed explanation : i t  cannot be treatcd a s  
a minor matter that after incurring an expenditure of over Rs, eight crores 
expressly for the purpose of increasing the production by two tbonsand 
vehicles, one should accept with3ut question that the increase will be some figure 
between a thousand and two thousand. 

Import of transmis.rion assemblies for Nissan Pel rol Vehicles 

i Parugraplt 1'65- S. h'o . 5 )  

1 8. As transm'ssion assemblies for Nissail Pctrol worth Rs. 111'66 lakhs 
were imported during August 1974 to February 1980 without utitising fully the 
installed capacity i n  rhe country, the Committec had, in paragraph 1'65 of the 
Report desired. 

''Tho Comrnlttee notc that while there were rejections of  the assemblies 
produced in  the Ordnance Factories, import of 170 sets of the assemblies 
for N~ssan  1 ton vehicles in Septembcr 1974 and 3,110 sets for Nissan 
Pctrol vehicles (1660 during Augdst 1974-December I975 and 1450 
during February 1979 -February 1980) at a total cost of Rs. 1l?'t6 lakhs 
(free on board) were arranged. Thus the factories could not supply the 
assemblies fully although the requirement was much less. considermg the 
fact that the actual production of the vehicles during 1973-73 t o  1979-80 
ranged from 1550 to 4,170 for Nissan I-ton and from 550 t o  914 numbers 
for N~ssnn Pctrol per annum, as against the initidled wpacity of 4200 
number of Nissan 1-ton and 3,000 numbers for N~ssan Petrol vehicles per 
annum. The Comm~ttee would await an explanation for the failure t o  
meet even the grossly rcduced demand for the asscrnblies." 



1.9. In their reply dated 13 January, 1984 the.Ministry of Defence have 
stated : 

"The requirement of Shakt iman Transmission Assemblies has been fully 
met indigenously by Factory 'N' and Factory 'B'. In the case of Nissan 
1-Ton vehicles, except for a one-time assistance ex-import in the year 
1974-75, the rzquirenient of Transmission Asscn~blies has bccn mit fully 
from indigenous production by Factorics 'N'  and 'B'. Limited import of 
Transmiss'on Assemblies fur Nisslrn I-Ton Vehicles was done to create a - buffer stock and to provide production cushion to cmer  any conti~gency 
of failure by the suppl~ing  firms of input materials, like forgings, 
cos~iqgs, ctc. The development/manufacture of '  Transmission Assemblies 
for Nissan Petrol Vehicles was undertaken by Factory 'B' for the first 
time, after the establishment of production of Transmission Assemblies 
for Nissan I-ton Vehiclcs because the production line of hrissan I-Ton 
and Nissan Putr~7l Vehicles is common. In order to supplement the 
indigenous production ;rnll to mcct ;~icrcased rcquircmcnts, a certain 
qua ?tit!! of transmission .4ssmblies for N~ssau Patrol had to be imported. 
The Import of  'I'ransmission Assemblies of Nisssn Patrol Vehicles was 
reduced gradually over the period and finally stoppcd in the year, 1980." 

1.10 The Committee are not satisfied with the rcpiy of the Ministry 
that 'li~nited import of tra srnission assemblies for Nissan 1-ion vchicle was 
done to create a buffer stock and to provide production cushion t o  cover any 
contingency of failure by the suppliers of inputs like forgings, castings ctc.' 
The actual production of the vehicles during 1974.75 to  1979-80 raKged from 
1550 t o  4170 for Sissan l . t on  and from 550 to  914 for Nissan Patrol per 
annnm against the installed capacity of 4200 and 3000 vehicles per annum 
respectively. In thc opinion of tbe Committee a rate of production which falls 
so far short of installed capacity should be a matter of serious concern In any 
event there cannot be clearly any justification for importing transmission 
assemblies in a situation in which there was already idle capacity in the plant 
for their production. The Committee are not averse t o  bridging imports to 
meet the urgent needs of the Defence, but they cannot view with equanimity the 
imports of items, the demands for which could be met by Defence Prodaction 
Unlts themselves. 

Holdlng an enquiry in procurenrent oJ defective equipment 
from abroad 

(Paragraph 2 .37 -4 .  No. 1 7 )  

1.1 I .  As the Army had imported six defective units for meeting their 
urgent requirements for mobile communications and the entire deal had 



resulted in not only financial 193s to th: Gomnin:at involving heavy amount 
of foreign exchange but also proved infructuous as arm-d forces were denied a 
much needed facilities, the Committze had, i n  plragraph 2 37 of their Report, 
recommended - 

"From the above facts, it is quite clew that the entire deal has resulted in 
not only financial loss to thc G o w n m e n t  involving heavy amount of 
foreign exchange but also proved infructuom as the srmed force have 
been denied a much needed facility for improved co:nmunicotion system. 
Tho Committee consider that the following acts of ornission~commission 
in resptct of thc deal need to Ix thoroughly investigated by a high-powered 
team of oficials drawn from the Ministry/Arrny Headquarters : 

Whether it was really nxessary to go in for import of the equipment 
and what efforts were mad: bstwzen 1971 and 1976 to get the e q u i p  
ment developed indigenously by M/s. BEL ? 

Was the s:icction of firm mzdz juclicioujly and after taking into 
accoullt its capability, past pzrformmx, technicd expsrtise etc. ? 
How did the terms of the contract comDare with the offers made by 
other firms in the field ? 

Considering that a number of defccts were observed in the four 
equipments offered by the firm for pre-slipment inspection, why the 
remaining two equipmcnts were not inspected any why the firm's 
inspection certificate kas  considered sufficient ? 

How the equipmcnt developed further defects when the defects 
noticed dur'ng inspection were stated to have been rectified and 
modified by the firm ? Was the pre-shipment inspection adequate 
and whethx thcrz was any failure,'connivance on the part of our 
inspectors with the foreign firm ? 

Since the d d i y  in del:very was not du.: to delay on the part of the 
inspectors in carrying out pre sh:pment inspection, why did the 
Ministry agree to reduce the amount of liquidated demages from the 
firm by US$ 45.076 ? 

What precautionary steps should be taken in order to ensure tha 
such situations nre obviated ? 

1.12 In their reply dated 21st January, 1985, the Xfinistry of Defence had 
intimated the Ccmmittre that an inquiry Committee headed by the Joint 
Secretary ( G )  of the Ministry of Llefence, Shri K. A. Nambiar and comprising 



Director of Staff Duties, Army Hqs., Lt. Gcn. I. J. Khanna, Additional 
Financial Adviser, Shri B. S. Ramaswamy (now Director General, Employees 
State Insurance Corporation) and Director (Planning) Ministry of Defence, 
Shri A. N. Tiwari, examined the whole matter in considerable detail and 
submitted the Report. In evaluating the technical aspects of the subject, the 
Inquiry Committee was advised by Brig. B. N. Kapoor, Director, DEL, R & D 
Organisation The Government have acceptcd the findings of the Report and 
taken the following decisions :- 

(a) To constitute 8 broad based committee of experts to advise on the 
whole procedure for import or equiprnents including their evaluation 
ar d inspections; and 

(b) To obtain legal advice on further actioo against the supplier 
firm. 

1.13. The acts of Omission and Commission pointed out by the Committee 
and the finding of the Inquiry Committee appointed by Government are given 
below seriatim : 

"(i) Whether it was really necessary to go in for import of the equipment 
and what efforts werz made between 1971 and 1976 to get the equip- 
ment developed indigenously by M,'s. BEL." 

Action Taken 

The Government agree with report of the Inquiry Committee that the 
decision to go in for limited import of the tropscatter equipment 
simultaneously with its indigenous development through Bharat 
Electronics Ltd. was a sound decision in the circumstances in which it was 
taken. 

(ii) Was the selection of firm made judiciously and after taking into 
account irs capability, past performance, technical expertise etc. ? 
How did the terms of the contract compare with the offers made by 
other firms in the field ? 

Action Taken 

Government is of the view, that adequate precaution was taken to assess 
and ascertain the financial viability of  the Aydin Energy Systems, before the 
orders for the import of the tmpescatter equipment were placed on it. 

We, however, feel that little more detailed enquiry by the Technical 
Bvalution Committee and the Negotiating Commit tee reearding the veracity of 



the claim of Aydin Energy Systems to be in possession of tried and tested 
system even at the atage of theoretical examination of the documents as pro- 
duced by the various firms would have reva~led that the claim was not 
sustainable. 

As regards the terms of contract as offered by th: various firms, it needs 
to be mentioned that neither the Technical Evaluation Comm~ttet nor the 
Negotiating Committee examined the 'Contracts as offered by the firms. Whit 
were examined, in face. were the quotations as given by each firm. As a 
detailed contract was already prepared and vetted in 1972, before it was 
concluded (with REL Reeves), it was perhaps decided that whichever firm 
finally received the approval would he made to agr.e to the t a m s  of the 
contract. The Technical Evaluation Committee and Negotiating Committee, 
therecore, examined mostly the technical parameters of the equipment offered 
and negotiated the price. 

As the contract negotiations were conducted only with Aydin Energy 
Systems and the oth:r firm3 did not off:r draft contracts, it has not been 
possible to complre the olfers m ~ d e  oy the other firms. 

It needs to be mentioned here that since all other firms except Aydin 
Energy Systems were found not to Possess the required equipment, the choice 
was confined only to one firm i.e. Aydm Energy Systems Following negotia- 
tions with Aydin Encrgy Systems, the value of the equipment was finally 
settled at US$ 1,947,655,28. 

(iii) Considering that a number of defe:ts were observed i n  the four 
equipmcnts offered by the firm for prz-shipment inspection, why 
the remaining two equipments were not inspected and why the firm's 
inspection certificate was considered sufficient ? 

Action Taken 

Two equipments were accepted on firm's c;rtifioate becaws the stay of 
Resident Inspector deputed for inspection could not be extended. The two 
equipments accepted on the firm's certificate were no w m e  or no better than 
t h m  inspected and cleared by the Resident Inspectors. In actual fact, the first 
shelter, which was one of those cleared for acceptance by the Resident 
Inspectors, @d much higher perceqtage of defects than the rest including the 
two aooepted on the Firm's certification. 

(iv) How the equipment developed further defects when the defects 
noticed during i.' pection were stated to have been rwt@ed and 



modified by the firm ? Was the prz-shipment inspection adequatc 
and whether there was any failure/conniv~nce on the part of our 
inspectors with the foreign firm ? 

Action Taken 

The Government agree with the view of the Enquiry Committee which 
are as follows : 

"As is seen from the history of the import of this aquipm.nt, even in 
the course of transit, it developed several defccts. Such a thing happen 
only to an equipment which had not been manufactured according 
to the highest reliability standards. This fact also proved the correctness 
of the view of  the Resident Inspectors, Col. Katkar and Mr. Rao who 
had raised serious doubts about the reliability of the equipment at the 
factory itself. 

It  is a190 our vicw that the Board of Officers who assembled to per- 
form acceptance inspection on the equipment would not have been within 
their right to recommend for transfer to the field, equipment whose per- 
formance was derated although the contract was for a far higher level of 
performance. 

We are, therefor, not prepared to go with the view that mere transfer 
of the equipment to the field would have ensured i t 3  serviceability. This 
view suffers from the defect of extreme optimum which is not saustained 
either by the history of the case or by the later events. 

The Public Accounts Committee have asked us to examine how the 
equipment developed further defects when they were tried during specifi- 
cation trials in USA by the Governmmt of India officers and the Govern- 
ment of India Inspectors. 

Different views have been expressed on this issue. The AES (Aydin 
Energy Systems) has been taking the stand that they had delivered the 
equipment in fully fuctionsl state a t  USA to the Government of India 
Inspectors and that the defects developed during the transhipment of the 
terminals. They have also said that some defects were not actually 
defects as the paramaters applicable to them were totally subjective. 
They have even been blamed thc mishandling by users for the defects in 
the equipment. They have also panted out the non-availability of the 
test equipment to perform any satisfactory repair works even for minor 
dcfoets. The Board of Officers assembkd at COD Agra to examine the 



equipment found one equipment in unserviceable state and five others 
having minor defects but serviceable. 

As is clear by now the further defects in the equipment developed 
when Mr. Callins, the AES Engineer mishandledt hem." 

(v) Since the delay in delivery was not due to delay on the part of the 
inspectors in carrying out pre-shipment hupection, why did the 
Ministry agree to reduce the amount of liquidated damages from the 
firm by US $ 45,076 ? 

Action 'Taken 

The Government agrees with the views of the Inquiry Committee which 
are as follows : 

"It is obvious that the reduction in the amount of liquidated damages 
was agreed to as a con~promise. By this time, the cquipment had arrived 
at COD Agr:: and several defects were noticed in them. The Government 
of India werc keen that the ASD must continue to depute their mgineers 
to repair the cquipment which were to meet opertionally pressing require- 
ments of Army. A cornprowise on the amount of liquidated damages 
was, therefore. considered a preferable alternatke to long drawn out and 
expensive legal proceedings to establish the respective contractual obliga- 
tions and claims." 

(vi) What precautionary steps should be taken in order to ensure that 
such situation are obviated ? 

Action Taken 

The Government endorsed the views of the Inquiry Committee which are 
as follows : 

"(a) The technical and user evaluation report of the US Defence Force 
along with the data should have been examined by us before place- 
ment of contract. 

(b) Since a large portim of the equipment was ab-initio development, 
the Technical Evaluation of the equipment through an inspection 
Evaluation of the cquipment through an inspection agency on behalf 
of the Services should have been carried out after the equipment was 
successfully developed by the firm. A uscr trial should also have 
been done ae it is done in case of indigenously daveloped equipment. 



The technical evaluation rcport aod the user trial report then should 
have been examined by tcchn'cal people in order-to ensure that the 
equipment not only mcets the user's requirements as laid down in 
the QR/ASR but also to ensure thal the equipment is reliable and 
worthy of introduction into the Indian Army which operates in 
extremely varied environments. 

It would have been prudent to  obtain a second opinion on the reli- 
ability aspect of the equipment. If this was done, probably the 
situation could heve been mended in time. 

The continuity of the members who had done as part of the Govern- 
ment of I i~dia High Powered Team for the firs; time should have 
been maintained and the same team should have been sent the second 
time as well i n  order to ensure that the cxpe~iencc gaincd by the 
complete team during the first visit was fruitfuIIy applied during 
their second visit. If i t  was 'done ,  the situstion would have bcen 
d~fferent, 

Since this equipm:.nt was being purchased as a one time buy and a 
major sub.assembly was developed for the first time for the Indian 
Army, it would have been prudent to obtain not only the know how 
about the equipment but also about the design kfiow how so that 
even ~f we had run into difficu1:y aftcr receipt inspection we could 
have carried out thc necessary repairs in the equipment so that the 
equipment could function satisfa~torily and users could get a useable 
equipment. 

In  all cases where the import of equipment is resorted to, it will be 
in our interest to  obtain the design know why in addition to obtain- 
ing know how so that the equipment could be improvcd and future 
generation could be developed within the country. In addition, it 
will also help in trouble shooting, maintenance, defective investiga- 
tion, etc. Although this cannot bc done as a rule of thumb, yet in 
adopting negotiating strategies, this aspect could be kept in  mind." 

1 .la. In tbeir earlier Report, the Commitlee had found that 6 units pur- 
chased from abroad in 1978 to meet the urgeat requirements of thc Defer ce 
Forces for mobile communication equipment by spending scarce foreign exchange 
bad not been put to use all these yenrs. The equipment could not be used 
because on its r e d ,  t when it was inspected by a nonrd of Ofttcers, it was 
fomd to be defective and tbtsc defectr could not be rectified. The Committee 



had pointed out a number of acts of omission~commission in respect of the &a\ 
and had recommended a thorough investigation by a high-powered team of 
omcials drawn from the Ministry/Army Headquarters. 

1 15. 4 perusal of the Report of the Inquiry Committee reveals that thcre 
were lapses on the part of the Technical Evaluation Committee, Negotiating 
Committee, the second team of Government oficinls, the Resident Inspector 
who cleared the i tem before pre-shipment and of officers who did not initiate 
legal action against the firm as early as in July/ August 1979. The hquiry 
Committee ~ e p o r t  has unfortunately ]lot pinpointed responsibility for the 
various irregularities. The Committee is therefore, compelled to reiterate 
their earlier recommendation that responsibility should be fixed for lapses a t  
various stages. 

1.16. The Committee are also concerned to note that  the files in which 
the decisim to withdraw 'the Resident Inspectors were taken and the circum- 
stances under which two mobile equi Pments were accepted oil satisfactory 
demonstration given by the firm, were not supplied to the Inquiry Committee. 
The reasons for not supplying the files to the Inquiry Committee need to be 
explained. 

1.17. The Committee note that the Inquiry Committee which investi- 
gated the whole deal havc suggested that precautionary steps be taken to 
obviate such recurrences in future and that legal advice be taken in order to 
initiate suitable legal proceedings promptly against the supplier firm, for their 
acts of omission and commission in supply and malfunctioning of cqnipments 
sold to the Army. The Ministry of Defence have informed the Corn mittee 
that Government hale accepted the findings of the Report and have taken 
the following decisions : 

(a) To constitute a broad based committee of experts to advise on the 
whole procedure for import of equipments i ncludiag their evaluatiov 
and inspection ; and 

(b) to obtain legal advice on further action against the supplier firm. 

The Committee would like to know if action on both the counts men- 
tioned above has been initiated, and what is the latest position in thisr egard. 

1.18 The Commit tee had also stated in their earlier Report that this 
was not a solitary instance and there we;e 9 other cases of imports of defective 
equipment8 involving large amounts of foreign exchange during the period 
June 1976 to June 1981. The Committee would like to know whether tbe 
c a m  pointed out by them have been examined and if so, the outcome thereof. 



RECOMMENDATIONS/OBSERVATIONS WHICH HAVE BEEN 
ACCEPTED BY GOVERNMENT 

Recommendation 

Though prior to 1974, reports regarding defects in the transmission 
assemblies were received from the user only occasionally, aftcr 1974 reports 
were received from the users that a large number of transfer cases and gear 
boxes manufactured at these factories and fitted to the vehicles were noisy 
and suffered from other defects such as hard shifting, gear sl:pping etc. 
Simultaneously, these defects were also notice in inspection in 1974 during 
road test of these vehicles aftcr assembly at Factory 'B' and the assemblies 
were rejected fc.r rectification. According to Audit the rejection of 
assemblies during road test at Factory 'B' varied from 24 to 57% for-  
Shaktilnan ; 39 to 47% for Nissan 1-ton and 35 to 51% for Nissan Patrol 
vehicles during 1974 to 1979. Tbe member. Ordnance Factory Board stated 
before the Committee that the total amount that had been spent for rerti- 
fication of these rejected assemblies in both these factories was Rs. 17-27 
lakhs upto the year 1981-82 and it was only 0.39% of the total value of sub. 
assemblies which had been manufactured. The fact however remains that 
the failure of the factories to rnanufacturz these component to the rcquisite 
standard and quality hns resulted not only in an infructuous expenditure of 
Rs. 17.27 lakh but has also resulted in the delay in the vehicles being put to 
use and considerable time bad to be spent on rcctificarion of these defects. 

[S. No. 4, Appendix 11-Para 1.61 of 151at Report of PAC (7th 
Lok Sabha).] 

Action Taken 

As has already been intimated to the Lok .Cabha Secretariat out 
of a total pupulation of about 50,000 vehicles in operation with the users, 
only 276 gear boxes and 371 transfer cases were reported as having fa i l~d  
prematurely since 74. ' The data furnished by the Audit regarding rejection 
of the Assemblies was based on the Stage inspection Reports, where the 
incidence of the defects of this nature could be high. The defects/deficien- 
cies are corrected in cent percent cases by carrying out necessary readjust- 



ments/recycling before issue of the vehicles to the user and the cost of 
re-work is comparatively smaller than the cost of the components. Such re- 
adjustmentlre-cycling work is enescapable in the process of vehicle assembly 
and final issue to the Users. The defects were investigated and remedial 
measures were taken in the area of heat treatment. A tighter control on the 
manufacturing processes has also been introduced to improve the quality 
of production and also to reduce the incidence of re-work to cut down the 
time in putting the vehicle to use. 

[Deptt. of Defence Production 0 .M. No. l3(4)/8l  /D(Projects) 
dated 13-1- 19841 

Recommendation 

The Ministry of Defence (Department of Defence Production) has stated 
that the defects reported by the users after 1974 were cnalysed thoroughly 
and a team of ofiicers from Military College of El~ctronics and Me chani-l 
Engineering Secundcr~bad was asked to investigate and submit their report. 
The gear boxes and the transfer c a m  produced at  factory 'B' were also sent 
to the collaborators in West Germany and Japan for their expert opinion and 
su~gcstions to improve the quality. The D~partment had also studied the 
quality control and systems adopted in the automobile manufacturing con- 
cerns in the country such as Tzlco, Janishedpur, Mi's. Ashok Leyhnd, 
Madras and also obtained expcrt opinion of acknowledged Indian metallurgi- 
cal experts. The Committee would like to know the details of reports 
received and measures taken for improvement in quality of production of the 
transfer cases and gear boxes and the effectiveness thereof. 

[s. No. 8, Appendix 11 of Para 1.68 of 151st Report of PAC (7th 
Lok Sabha)] 

Action Taken 

The details of reportirxo-nmend~tioas mnde by various teams are 
broadly enumerated below :- 

1, Study Rtyort of team of oficers from Military College of EME, 
Secender abad. 

The study team from the College of Military Engineering (Electronics & 
Mechanical Engg.) has gone into the system of quality control prevailing a t  
Factory (B) in 1974 and made a number of recommendations with a view to 
bringing about totaljimproved quality control ayscem at Factory 'B', 



some of the major relevant recommendations are : 

A. Defect Analysis & Investigation. 

Defeats pertaining to design, materials or process will be investigated by 

Factory 'B' and others will be investigated by I Of V (CZ). 

B. Re.organisation of Inspection Department. 

The inspection department of Factory 'B' will be re-organised to perform 
all functions of toal quality control, Scientific methods like suitable sampling, 
Plan, Control charts, Vendor rating, SQC technique should be adopted in 
different areas of inspection of bought outlin process components. 

C. Training of Personnel 

Both in plant and specialised training on total quality control should be 
given to all levels of management and viewers/operators both belonging to 
Factory 'B' and I of V (CZ). The recommendations have been inplementad. 

2. Deputation of VFJ teams of Oficers and staf to w r i m s  gear manu- 
,factwe in India namely Bharat Gears, Ramon & Demn. Hinduston 
Motors, Mahindra & Mahindra, Teleo & Premier Automobiles. 

The teams had broadly opined that the performance of the furnance and 
non-availability of certain machines without which components could not 
be manufactured as per the drawing tolerance were the main caus:s for noisy 
gear boxes. The types of Furnance used by various gear manufactures, as 
reported by the teams are given below :- 

"MIS. Mahindra & Mahindra-Sealed quench Gus carburising Furnance. 

M 1s. Raman & Demn -Sealed quench Gas carburising Furnace. 

MIS. Premier-Sealed quench Gar carburising furnace Automobiles. 

M:s. Bharat Gears-Scaled quench Gas carburising furnance. 
Action to procure the suggested machines/furnance is in hand. 

111. Sending (Fmtory 'B' )  GBITC to collaborators :- 

This was done for collaborators' study to find out the causer of noise, 
the result of which was further discussed in details by the technical team 
during its visit to their works. Broadly following werc the results ~f inspec- 
tion of the assemblies. 



Sample I Satisfactory. 

Sample 11-Unsatisfactory due to hitting noise on reverse gear. 

DETAILS OF DEFEC f S 

(i) Gear tooch characteristics, roundness and finish or inner diameters 
of gear not found satisfactory. 

(ii) Accuracy of synchro parts-not satisfactory. 

(iii) Flatness and ciquereness of fixing surfaces of the cases not sstis- 
factory. 

(iv) Backlash found too low. 

(v) Tightening torque of some components found too low. 

(vi) Shifting powers for shifting 'in and 'Out' found too low. 

Shaktiman TC 

All the transfer cases (3 nos.) were found within acceptable Limits, 
though they were near the border line. 

Shaktiman GD 

a e a r  Boxes were found to be noisy and causes for the some were mainly 
due to bad profile and helix. 

The defects based on the inspection results of these samples wem 
thoroughly studied by the technical team who finally recommended pro- 
visioning of certain machines and furnaces. Actlon is in hand to procure 
the same. The team had recommended additional control on half wrougbts 
specially in regard to Techenical composition, micro structure, grain flow, 
inclusion rating, grain size, hardennbility, tensile strength, impact strength 
etc. These have been implemented to the extent possible and will be fully 
implemented after completion of the project on Total quality control facili- 
tie#, which is under execution. 

[Deptt. of Defence Production 0. M. No. 13 (4)/81/D Projects) 
dsb# 13-1-1984) 



Recommendations 

The Committee note that after the technical appreciation, factory 'B1 
proposed in January and February, 1975 augmentation of the heat treatment 
capacity and other facilities in th2 factory a t  a cost of Rs. 202.49 lakhe. 
However, before taking the final decision the Government sent a deputation 
o f a  technics1 team in June 1976 for a detailed study of the production 
process and inspection methods of the assemblies at the works of the colla- 
borator at arr estimated cost of Rs. 0.80 lakh. After protracted correspon- 
dence the Government sanctioned the procurement of additional machinery 
and equipment to replace the existing furnaces only in February 1980 at a 
cost of Rs. 292.85 lakhs including Rs. 125.81 lakhs in foreign exchange. 
Faaory 'N' had also initiated action to provide additional plant and machi- 
nery at an estimated cost of Rs. 74.66 lakhs.fpr the same purpose. 

The Committee are surprised to find that it took more than 3 years for 
the proposal to be finally sanctioned as it continued to be shuttled from one 
Department of another. The result is that the work is now expected to be 
completed in 1984 only. The Committee cannot but conclude that a project 
to  remove defects from such a vital equipment like heat treatment plant was 
not pursued by the authorities with the requisite promptness. The Committee 
would like such delays to be avoided in future. 

[ S. Nos. 9 and 10, Appendix II Para 1.69 and 1.70 of 151st Report 
of PAC (9th Lok Sabha ] 

Action Taken 

The recommendations of the Committee have been noted. Itmay be 
mentioned that the project could not be sanctioned earlier as sufficient funds 
were not available in the plan 1974-79 and the project was sanctioned after 
adequate funds had been provided for this project in plan 1979-84. 

2. It may be mentioned that all project proposals of the Ordnance 
Factories are now discussed in the High Level Committee Meeting and 
delays in sanctioning the projects are avoided. 

[ Deptt. of Defence Production O.M. No. 13 (4118 1 /D (Projectr) 
dated 13-1-1984 ] 

Recommendation 

In ordsr to meet urgent requirements for mobile communication equip 
moat, tbe Army and Air Force initiated a proporal in 1971 for the purchre 
of 34 unitr of such equipment. It war decided to import 14 unite and for 



the balance, orders were to be given to Bharat Electronics Ltd , to undertake 
indigenous manufacture. Of the equipment to be imported, 6 were for Army 
and 8 for the Air Force. Subsequently however, the Air Force did not go 
in for import but placed orders with Bharat Electronics Ltd. For procuring 
6 units required for Army, a contract was concluded with a foreign firm in 
September, 1976. Although the equipment was scheduled for delivery 
within 10-12 months from the date of signing the contract, the equipment (6 
units) was actually delivered by the firm during March-May 1978 i.e. after a 
delay of about 6-8 months. The equipment on receipt was inspected by a 
Board of Officers and was found to be defective and has not been repaired so 
far. The result is that the equipment which was purchased in 1978 by epending 
scaree foreign exchange to meet the urgent need of Defence Services has not 
been put to use all these years. 

[S. N. 13 : (Para No. 2.33) of the Appendix to the 15Isr Report 
7th Lok Sabh)]  

Action Taken 

Please see action taken against recommendation No. 17 

Para 2.37 (i)  to (vi), since this is a background note to the issues which 
ware referred to an Inquiry Committae as per recommendations of the PAC. 

[Ministry of Defence O.M.NO.6 (10) 7GlDs(Systems) dated 20-9-19851 

Recommendation 

The Committee regret to note that the entire deal has been handled by 
the concerned authorities in a very sordid manner. The initial requirement 
of the Defence forces was for 36 units (which was subsequently reduced to 
34) out of which it was decided to import 6 units for tho Army and for the 
baiancce an order was placed with the public sector undertaking, Bbarat 
Electronics Ltd., The Ministry have failed to advance any reason as to why 
the order for the equipment for the Army d s o  could not be placed with the 
public sector undertaking except that the equipment was required on an 
urgent basis. However, subsequent events have proved that this urgent 
requirement of the Army has not been met so far as the equipment is atill 
not in a working condition. The contention that the Army has not in any 
way suffered in the absence of this equipment, raises doubt in the mind of 
the Committee if the requirement of the Army for this equipment was ruUy 



88 urgent as to necessitate its immediate import rather than wait for its 
development by indigenous sourccs, as in fact decided by the Air Force. 

[Serial No. 14 : (Para No., 2.34) of Appendix to the 1Slst Report 
7th Lok Sabha] 

Action Takem 

Please see action taken against recommendation No. 17 

Para 2.37 (i) to (vi) since this is a background note to the issue which 
were referred to an Inquiry Committee i i s  per recommendations of the PAC. 

As a result of lessons learnt during 1965 and 1971 operations, it was felt 
that our strike Corps headquarters were seriously handicapped due to our 
lack of capability to provide reliable and adequate communication linkages 
to higher headquarters. The requirements were, therefore, projected to 
procure troposcattcr terminals to provide capability to link strike Corps 
headquarters to national communications network. As a result the necessity 
for import of 6 terminals was approved and orders for import were placed 
accordingly. The terminals were received late and were found defective. 
Since there were no active operation during the intervening period, there 
were no apparent adverse effects on oui operational communication systems 
due to non-availability of these tropo terminals Nevertheless, the urgency, 
for early procurement was an operational necessity to ensure our operational 
readiness. 

[Ministry of Defence O.M. No. 6 (10)/76/DS (Systems) dated 20-9-1985)] 

Recommendations 

As per the terms of the contract entered into with the foreign firm, the 
delny in delivery attracted liquidated damage of $ 1,05,076 but the firm was 
willing to accept damages only to the extent of $ 40,000 since according to 
them the delsy was largely due to delay on the part of Indian authorities in 
carrying out inspection of the equipment. It was subsequently decided to 
reduce the amount of damages to $ 60,000 as an acceptable compromise. The 
Committee find that the inspectors deputed by the Army Headquarters 
stayed in USA for more than 10 months during which period only 4 units 
out of six were offered to them for inspection. In view of this, it is beyond 
comprehension how the contention of the firm that the d c l ~ y  in delivery 
warr due to delay in carrying out inspection by tho purchaser war accepted 



and the amount of damages reduced. The Committee are also not a t  all 
convinced with the argument that the remaining two units could not be 
inspected as the period of deputation of the inspectors could not be 
extended. 

[Serial No. I S  (Para No. 2.35) of Appendix to the l5ls t  Report 
7th b k  Sabho] 

Action Taken 

Please see action taken against recommendation No. 17 Para 2.37 
(i) to (vi) since this is a bxkground note to the issues which were referred 
to an Inquiry Committee as per recommendations of the PAC. 

Out of six tropo terminals, two have already been repaired by M,s BEL, 
Ghaziabad They are now undertaking the rsplirs of the remaining four. 

[Ministry of Defence 0 . M .  No. 6 ( 1 0 ) / 7 ~ 1 D ~  (Systems) dated 20.9.1985)] 

Recommendation 

The equipment was received during November 17, 1978-February 1979. 
o n  inspection by a Board of Otiicers, all the 6 units were found to be 
having deficiencies which the firm undertook to rectify. However, the equ:p 
ment was dalnagcd by the representative of the firm in such a manner that 
it has not been usable thereafter. Since then a number of representatives of 
the firm have visited the country and some of the sub.assemblies hava been 
sent to the USA for repairs, but the equipment is still not in a working con- 
dition. In the mean time, the balance payment of $ 1,29,099 due to the firm 
has been withheld. The firm has refused to associate itself with any repairs 
unless the balance payment is made to them. Thus a stalemate has developed. 
In the meantime, repair of the equipment has been entrusted to M/s Bharat 
Electronics Ltd., Who are stated to  be confident of doing the job. 

[Seriul No. 16 (Para No. 2.36) of Appendix to the 15Ist Report 
7th Lok Sabha.] 

Action Taken 

Please see action taken against recommendation No. I7 Para 2.37 (i) to 
(vi) since this is a background note to the issues which were referred to an 
Inquiry Committee as per recommendations of the PAC. 



[Ministry of Defence O.M. No. 6 (10)/75/DS (Systems) daied 20.9.19851 

Recommendation 
I 

From the above facts, it is quite clear that entire deal has resulted in 
not financial loss to the Government involving heavy amount of foreign 
exchange but also proved infructuous as the armed forces have been denied a 
much needed facility for improved communication system. The Committee 
consider that the following acts of omission/commission in respect of the deal 
need to be thoroughly investigated by a high-powered team of officials drawn 
from the Ministry/Army Headquarters : 

[serial No. I7 (Para No. 2.37) of the Appendix ro the l5 l s t  Report 
7th-Lok Sabha.] 

Para 2.37 (i) Whether it was really necessary to go in for import of 
the equipment and what efforts were made between 
1971 and I9 6 to get the equipment developed indige- 
nously by M/s BEL. - 

Action Taken 

"The Government agree with the report of the Inquiry Committee that 
the decision to go in for limited import of the troposcatter equipment simul- 
taneously with its indigenous developmrnt through Bharat Electronics Ltd. 
a a sound decision in the circumstances in which it was taken." 

Para 2.37 ( i i )  Was the selection of firm made judiciourly and after 
taking into account its capability, past performance, 
technical expertise etc. ? How did the terms of the con- 
tract compare with the offers made by other firms in 
the field ? 

Action Taken 

Government is of the view, that adequate precaution was taken to aseess 
and ascertain the financial viability of the Aydin Energy Systems, before the 
orders for the import of the troposcatter equipment were placed on it. 

We, however, feel that little more detailed enquiry by the Technical 
Evaluation Committee and the Negotiating Committee regarding the veracity 
of the claim of Aydin Energy Systems to be in possession of tried and teetod 
system even at the stage of theoreticel examination of the docurasntr as 



produoed by the various firms would have revealed that the daim war not 
sustainable. 

As reprds  the terms of contract as offered by the various fil~t.I6, it needs 
to be mentioned that neither the Technical Evaluation Committee nor the 
Negotiating Committee examined the 'Contracts as offered by the firms. 
What were examined, in fact, were the quotations as given by each firm. 
As a detailed contract was a l r~ady p r ~ p ~ r e d  and vatted in 1972, b:fore it 
was concluded (with REL Reeves), it was perhaps decided that whichever 
firm finally received the approval would be made to agree to the terms of 
the contract. The Technical Evaluation Committee and Negotiating 
Committee, therefore. examined mostly the technical parameters of the 
equipment offered and negotiated the price. 

A8 the contract negotiations were conducted only with Aydin Energy 
Systems and the other firms did not offer draft contracts, it has not been 
possible to compare the offers made by the other firms. 

It needs to be mentioned here that since all other firms except Aydin 
Energy Systems were found not to possess the required equipment, the choice 
was confined only to one firm i.e. Aydin Energy Systems. Following nego- 
tiations with Aydin Energy Systems, the value of the equipment was finally 
settled at  US S 2,947,655.28. 

Para 2.37 ( i i i )  : Considering that a number of defects were observed in 
the four equipments offered by the firm for pre-ship- 
ment inspection why the remaining two equipment 
were not inspected and why the firm's inspection 
certificate was considered sufficient ? 

Action Taken 

Two equipments were accepted on firm's certificate because the stay of 
Resident inspector deputed for inspection could not be extended. The two 
equipments accepted on the firm's certificate were no worse or no better 
than those inspected and cleared by the Resident Inspectors. In actual fact 
the first shelter, which was one of those cleared for acceptance by the 
Resident Inspectors, had much higher percentage of defects than the rest 
including the two accepted on the Firms' certification. 

Para 2.37 ( iv)  : How the equipment developed further defects when 
the defects noticed during inspection were stated to 
have been rectified and modified by the firm ? Was the 
pre-shipment inspection adequate and whether there 
was any failure/connivance on the part of o w  inspectors 
with tho foreign 6.m ? 



Actbn Taken : The Government agree with the views of the Enquiry 
Committee which are as follows : 

"As is seen from the history of the import of this equipment, 
even in the course of transit, it developed several defects. Such a thing 
could happen only to an equipment which had not been manufactured 
according to the highest reliability standards. This fact also proved the 
correctness of the view of the Resident Inspectors, Col. Katkar and 
Mr. Rao who had raised serious doubts about the reliability of the equip- 
ment at the factory itself. 

It is also our view that the Board of O5cers who assembled to per- 
form acceptance inspection on the equipment would not have been within 
their right to recommmd for transfer to the field, equipment whose 
perfonnance was derated although the contract was for a far higher 
level of performance. 

We are, therefore, not prepared to go with the view that mere 
transfer of the equipment to the field would have ensured its service- 
ability. This view suffers from the defect of extreme optimism which 
is not sustained either by the history of the case or by the later events. 

The Public Accounts Committee have asked us to examine how the 
equipment developed further defects when they were tried during specifi- 
cation trials in USA by the Government of India offic:rs and the 
Government of India Inspectors. 

Different views have been expressed on this issue. The AES (Aydm 
Energy Systems) has been taking the stand that they had delivered the 
equipment in fully functional state at USA to the Government of 
India inspectors and that the defects developed during the transhipment 
of the terminals. They have also claid that some defects were not 
actually defects as the pardmeters applicable to them were to tally 
subjective. They have even been blamed the mishandl~ng by users for 
defects in the equiprnmt. T h ~ y  have also pointed out the non-availa- 
bility of the test equip-ntnt to perform any satisfactory repair works 
even for minor defects. The Board of Officers assembled at COD Agra 
to examine the equipment found onc equipment in unserriceable state 
and five others having minor defects but serviceable. 

As is clear by now the further defects in the equipment developed 
when Mr. Callins, the AES Engineer mishandled them". 

Para. 2.37 ( v )  Since the delay in deliverylwas not due to delay on the 
part of the inspectors in carrying out pre-shipment 



inspection, why did the Ministry agree to reduce the 
amount of liquidated damagas from the firm by US 
$ 45,076. 

Action Token : The Government agrees with the views of the Inquiry 
Committee which are as follows :- 

"It is obvious that the reduction in the amount of liquidated 
damages was agreed to as a compromise. By this time, the equipment 
had arrived at  COD Agra and several defects were noticed in them. The 
Government of India were keep that the ASD must continue to depute 
their engineers to repair the equipment which were t 3  meet operation- 
ally pressing requirements of Army. A compromise on the amount of 
liquidated damages was, therefore, considered a preferable alternative to 
long drawn out and expensive legal procezdingp to establish the 
respective contractual obligations and claims". 

Para 2.37 (vi) What precautionary steps should be taken in order to 
ensure that such situation are obviated ? 

Action Token : The Ciovernrncnt endorsed the views ofthe Inquiry 
Committee which are as follows : 

"(a) The technical and user evaluation report of the US Defence 
Force along with the data should have becn examined by us before 
placement of contract. 

(b) Since a large portion of the equipment was ah initio develo- 
pment, the Technical Evaluation of the equipment through an inspection 
agency on behalf of the Services should have bsan carried out after the 
equipment was successfully developed by the firm, A user trial shmld 
also have becn done as it is done in case of indigenously developed 
equipment. The technical evaluation report and the user trial report then 
should have been examined by technical people in order to ensure that 
the equipment not only meets the user's requiremsnts as laid down in the 
QR/ASR but slso to ensure that the equipment is reliable and worthy of 
introduction into the Indian Army which operates in extremely veried 
environments. 

(c) It would have been prudent to obtain a second opinion on the 
reliability aspect of the equipment. If this was done, probably the 
situation could have been mended in time. 

(d) The continuity of the members who had gone as part of the 
Government of India High Powered Team for the first time should have 
been maintanied and the same team should have been sent the second 
time as well ia order to ensure that the experience gained by the oom- 



plete team during the first visit was fruitfully applied during their 
second visit. If it was done, the situation would have been different. 

(e) Since this equipment was being purcha sed as a one time buy 
and a major sub-assembly was developed for the first time for the Indian 
Army, it would have been prudent to obtain not only the knowhow 
about the equipment but also about the design know how so that even 
if we had run into dificulty after receipt inspection, when could have 
carried out the necessary repairs in the equipment so that the eauipment 
could function satisfactorily and users could get a useable equipment. 

(f) In all cases where the import of equipment is resorted to, it will 
be in our interest to obtain the design know why in addition to  obtain- 
ing know how so that the equipment could be improved and future 
generation could be developed within the country. In addition, it will 
also help in trouble shooting, maintenance, defect investigation, etc. 
Although this cannot be done as a rule of thumb, yet in adopting 
negotiating strategies, this aspect could be kept in mind." 

[Ministry of Defence O.N. No. 6 (10) 761Ds (systems) dated 20.9. 19853. 



CHAPTER 11 I 

RECOMMENDA? IONSIOBSERVATIONS WHICH THE COMMITTEE 
DO NOT DESIRE TO. PURSUE IN THE LIGHT OF THE 

REPLIES RECEIVED FROM GOVERNMENT 

Recommendations 

The Collaboration Agreement with MIS. MAN, West Germany and 
M/s. Nissan Motors, Japan were fur the transfer of technical know-how and 
supply of components etc. The Committee note that the Factory 'N' estab- 
l ished the manufacture of transmisslon assemblies (consisting of gear 
boxes and transfer cases) for Shaktiman and Nissan-Lton vehicles during 
1959-63 and 1970-73 respectively and Factory 'B' established their manu- 
facture of Shaktiman in 1969 ; for Nissan I-ton in 1973 and Nissan Patrol in 
1975. Had the Governmer,t established only one factory for manufacturing 
the transmission assemblies, necessary experties would have been devc  
loped and the factory could have enjoy the benefit of economics of scal. 
The Committee would like to know the reasons for setting up facilities in two 
factories for production of transmission assemblies. 

[S. No. 3, Appendix 11-Para 1.63 of 151st Report of PAC (7th 
Lok Sabha)] 

Action Taken 

As already explained to the PAC in the oral evidence, before the esta- 
blishment of an  integrated Factory 'B' for production of vehicles, the produc- 
tion of various components was undertaken in a number of Factories. The 
Transmission Assembly was being produced at Factory 'N'. Thus the manu- 

facture of Transmission Assemblies at Factory 'N' started much earlier than 
the establishment of Factory 'B'. According to the original planning, it was 
envisaged that the facilities created at Factory 'N' would be transferred to 
Factory 'B'. However, since manufacture of these assemblies for vehicles a t  
Factory 'N' would form a steady base of work and transfer to Factory 'B' 
would have created attendant probkms it was decided subsequently to con- 
tinue the manufacture of the transmission assemblies at Fsctory 'N' and 
balance facilities were created at Factory 'B'. 

[Deptt. of Defence Production 0. M. No. 13 (4)/81/D (Projects) 
dated 13-1- 19841 



Recommendation 

The Committee note form the Audit Paragraph that the Director of Ins- 
pection (vehicles) stated in November, 1374 that the main reasons for heavy 
rejections of the transmission assembiies wcre inadequxte heat treatment of 
the components and bad manufacturing tcchniques of factory 'B'. He also 
stated that the lapping of gears envisaged in' the drawings was not being 
done, liowcver, the Department of Defence Production have stated that 
'lapping is not provided by the collaborators and this process is not being 
adopted in their production lines'. As both of the above statements are 
inconsistent, the Committee desire to know the factual position in this 
regard. 

[S. No. 6 ,  Appendix 11, Para I .66 of ISlst Report of PAC 
(7th Lok Sabha).] 

Action Taken 
I n  order to resolve the problem of noise in Gear Boxes 3s reported by 

the usrra, the DIV suggested that introduction of lappnig operation for 
finishing of Gcors might improve the quality. Initially Factory 'B' also 
shared this view. Howaver, this was nzi~her specified i:i the Drawing, nor 
was the conclusion based on any technical analysis of the main problem of 
noise i n  Gear Boxes. 

2. The problem was subseqclently studied in depth and following 
points were revealed : 

(i) Lead and profile of Gears were getting distorted during hcat treat- 
ment due to inconsistent performance of the furnaces. 

(ii) Gear lapping process is the operation where hardencd gears are 
meshed with lappzr gear and then run by adding lapping paste or 
powder (210-280 grit of Carborandum lapping compound). This 
operation polishes and rcmoves high sports and thus improves the 
surface finish of the gear teeth. This essentially a process to polish 
the gears and cannot remove any materials to corrcct the distortion, 
if my,  in  lead and profile occurring due to defict in heat treat- 
ment. This aspect was subjected to laboratory tests and it was 
found that Gcaq suffercd distortion in hcat treatment, before lapp- 
ing operation and after lapping opcration rcspectivcly. This result 
confirmed that the distortions cannot be overcome by lapping 
operation. 

($1 It was reported by an officer who was deputcd to the works of the 
Collaborator for Nissan Vehicles that no geal lapping is carricd out 
by them. 



(iv) In regard to Shaktiman Vehicles, a team of officers which visited 
the! works of MAN, stated as under :- 

"Even in ZF where a high degree of accuracy in shaving and consis- 
tent heat treatment process is adopted, about 10 to 20% of gears are 
found noisy due to distortion or other reasons, such are corrected by 
~r inding the gears in 'Reishauer' gear grinding machine and 'Churchil' 
gear grinding machines for shafts" 

3. In view of the above, i t  was finally concluded that improvement had 
to be done in the process/facilit~es for heat treatment for which sealed 
quench furnace is being procured. 

[Deptt. of Defence Production, 0. M. No. 13 (4)/81/D (Projects) 
dated 13-1-1984] 

Recommendation 

Thc Committee note tint Factxy 'K '  supplicd about 6,704 sets and 
5,578 sets of load springs for Nissan I.tc;n and Nissan patrol vehicles res- 
pcctively tc  factory 'A' during 1961 to 1971 and about 227 scts of the former 
and 893 of thc lattcr to factory 'D' durir~g 1970 a ~ i d  1971. No complainls 
were received t i l l  Dcctmber 1973 from th.: uscrs regarding quality of road 
springs supplied by factory 'K' although the factory was n~mufacturing these 
sets through general engineering method. The Committee are surprised to 
know that whereas factory 'A' had used all the road springs except 596 sets 
for Nissan patrol vehicles, factory 'B' informed factory 'K' in January 1974 
of rcjection of the road springs in inspection at the stage of fin31 passing of 
vehicles due to high camber and shorter span. Later in June 1975 factory 
'B' apprised that DGOF that their rectification was not possible. Appre- 
hending that further supplies would b: rcjec!cd by factory 'B' no further 
supplies were madc by factory 'K' after 1974 and therefore factory 'B* 
suggested short closure of the pending orders on factory K'. The Ministry 
has explained that these road springs were not of the requisite staudard as 
factory 'K' did not have the requisite facility. Now the requirements of 
road springs are being fully met ex-trade. The Committee would like to 
know as to why propcr facilities were not provided in factory 'K' for pro- 
ducing the road springs before earnlarking the production. The Committee 
also desire to know whether switchover from factory 'K' to private trade 
was examined in depth from tbe point of comparative cost. 

[S. No. 11, Appendix 11, Para 1.71 of 151st Report of PAC 
(7th Lok Sabha)] 



Action Taken 

Initially Factory 'A' undertook vehicle assembly with the support of 
various Ordnance Factories for supplying different components to be manu- 
factured by utilising their spare capacity only. Accordingly, Factory 'W 
commenced manufacture of road spring by utilising spare capacity as avai- 
lable with them at  that timc without going in for any additional capacity for 
provisioning of requisite facilities exclusively for manufacture of road 
springs expect one testing M!C. Later on, it was felt that manufacture of 
road spring at Factory 'K' would no longer be necessary due to the f~llowing 
reasons :- 

(a) The factory manufacture was on general engineering method. 

(b) Trade cost was cheaper than the Factory cost. 

(c) Adequate trade sources had come up. 

2. The switch over from Factory 'K' to private trade was resorted to 
since the trade cost was cheaper, as would be found from the fo l lo~ ing  parti- 
culars :- 

Item Factory cost in Trade cost in 
1973-74 1973 1975 

1. N C. Spring 2372.74 
(Vehicle set) 

2. N.P. Spring 2291.16 
(Vehicle set) 

3. I t  will be seen that the switchover f ron  Factory 'K' to civil trade 
was made on the basis of cornparatwe costs. Setting up new facilities for 
the springs i n  Factory 'B' or any  other Factory wou!d have entailed heavy 
capital investment, which was not called for, because indigineous .sources in 
the trade had come up and were in a position to supply the item at com- 
paratively cheaper rates. 

[Deptt of Defence Production, O.M. No. 13 (4).'8l/D (Projects) 
dated 13-1-1984] 



CHAPTER I V  

RECOM.,IENDATIONS/OBSERVATIONS THE REPLIES TO 
WHICH HAVE NOT BEEN ACCEPTED BY THE COMMITTEE 

AND WHICH REQUIRE REITERATION. 

Recommendation 

The Committee note that the production of Shaktiman vehicles in the 
country started in 1959 after collaboratiotl agreement was concluded with 
M,'a. MAN in September 1958. Manufacture of Nissan vehicles started in 
1961-62 after a separate collaboration was concluded for these vehicles with 
M/s, Nissan Motors, Japan. The production of various components of these 
vehicles was undertaken in a numbx of factories with individually or jointly 
contributed to the manufacture of component which were finally assembled 
at factory 'A'. After 1962 conflict, the requirements of Army in armaments 
stores increased manifold neceesitating a review of production of armaments 
stores and vehicles for meeting increased requirements of army in the then 
existing factories. A decision was taken to set up a separate integrated 
factory for manufacture of vehicles. The Government accordingly sanctioned 
a project in November, 1965 at a cost of Rs. 46.84 crores for manufacture 
of Shaktiman, Nissan-1 ton and Nissan Patrol vehicles. The installed 
capacity of the factory 'B' as par Detailed Project Report, was 13200 in a mix 
of 6000 Shaktiman and 7200 Nissan vehicles. However, the total production 
of the vehicles during 1970-71 to 1981-82 (12 years) has been 70534 numbers 
and the production in 1981-82 was only 7,970 vebicles (consisting of 3,670 
Shaktiman vehicles, 3100 Nissan carrier and 1200 Nissan Patrol). A projects 
to augment the capacities of the factory to 10,000 vehicles per annum has 
been sanctioned in January, 1982 by provisioning of balancing plant and 
equipment and civil works at an estimated cost of Rs. 8.48 crores. 

[S. No. 1 of Appendix 11, Para 1.61 of 15lst Report of PAC 
(7th Lok Sabha)]. 

Action Taken 

It is true that according to the detailed Project Report, the installed 
capacity of Factory 'B' was for production of 13,200 vehicles per annum in a 
mix of 6,000 Shhktiman and 7,200 Nissan Vehicles. The actual achievable 



capacity at  Factory 'B' was, however, not more than 8,000 vehicles per 
annum, mainly due to the following reasons :- 

(i) Lower productivity of indigenous machines actually procured in lieu 
of imported machines provided in the detailed Project Repart. 

(ii) Extra machining time required as compared to the time provided in 
the Project Report, due to inferior quality of indigenous forgings/ 
castings etc., which restricted the maching capacity at Factory 'B'. 

(iii) Changes made in the Pi.oduction-mix, as certain items which were 
planned to be "bought out" items, according to the Project Report 
are being manufactured at Factory 'B' and vice-versa.. 

2. Some of the other constr~ints in the capacity of Factory 'B' are as 
under :- 

(a) Shortage of Power : 

The shortage of power is one of the constraints in increasing the vehicle 
production at Factory 'B'. Further, frequent load shedding and power inter- 
ruptions have adversely affcctcd the Factory 'B'. It may be mentioned that 
during thc period September, 82 to February 83, there were 44 cases of 
power interruptions resultiq in about 10 hours loss of production and 15 
cases of load seddlinglvoltage hctuations resulting in loss of about 155 man 
hours. 

(b) Inadequate supply of components by Indigenous Suppliers etc : 

The supply of components/forgings from the indigenous suppliers have 
not been adequate due to adverse labour situation in Trade firms. )lor 
example, in 1982-83, there were strikcs and lock outs at the Suppliers Works 
viz. ISR Thana (approximately 3 weeks i n  April, 82), M/s. Sankey Wheels, 
Durgapur (From 10.2 8? to 19.7.82) and MIS. Corula Rubbcr Co., 
Aurangabad for about 3 months, as a result of which supply of critical 
components were adversely affected. 

3. The question regarding actual achievable capacity a t  Factory 'B' was 
bvestigated by an independent Technical Committee appointed by Govt, of 
India, which corroborated that the achievable capacity was not more than 
8,000 vehicles per annum at  Foctory 'B'. 

4. On a technical assessment of the plant & equipment i t  was found 
that if certain balancing plant and equipment in certain sectors were provid- 
ed, the production level at  Factory 'B' could be increased to 9,000-10,000 
vehicles pea annum. Government have sacctioned in January 1982, babnc- 
ing Plant and Equipment and connected civil works a t  a cost ~f Rea 8A8 



crores, This project, after completion will enable the Factory 'B* to give an 
out put of 9,000-10,000 vehicles per annum from 86-87 onwards. 

[Deptt. of Defence Production O.M. No. 13(4)/81/D (Projects) dated 
13.1.19841 

Recommendation 

The Committee are shocked that although original installed capacity of 
the vehicle Factory was 13,200 the actual production in the Factory has been 
much less. The maximum production ach'ieved in any year was 8,576 
vehicles in 1976-77. The Factory has a huge outstanding demand of 45,985 
from the army consisting of 22,022 Shaktiman, 10677 Nissan 1-ton and 13,286 
Nissan Jonga vehicles. Clearly all is not well with the setting up of this 
factory and its operation. The Committee recommend that Government 
sbou!d look into the deficiencies in this regard and take necessary corrective 
measures so that at least after the provisioning of balancing plant and equip 
meat at an estimated cost of Ra. 8.48 crores, the factory is able to achieve 
the production target envisaged. 

[Sl. No. 2 ,  Annexure 11-Para 1/62 of 151st Report of PAC (7th Lok 
Sabha)] 

Action Taken 

The reasons for actual production at Factory 'B' being lower than the 
installed capacity have been explained in the Action Taken Note against 
S1. No. 1. Government have also sanctioned in January 1982 a Project to 
augment the capacities of Factory 'B' from the present achievable level of 
8,000 per annum to 9,000-10,000 vehicles per annum. 

2. On the basis of the recommendstions made by the Rajvadhyaksha 
Committee, the powers of the General Manager of Factory 'B* have been 
enhanced and also the powers have been delegated down the line up to the 
level of Deputy Manager in order to enable the Factory to ensure regular flow 
of components/materials etc. to optimise the production in the Factory. A 
"vendor-rating" system has been introduced in the Factory 'B' to improve 
the procurement system. 

3. With the above steps and with the augmentation project having 
been sanctioned, it would be possible for the Factory 'B' to achieve to 
production targets envisaged. The augmentation project is proceeding accord- 
ing to schedule and will be completed by 86-87. 

[Dcptt. of Defence Productioo 0 . M  . No. l3(4)/8l /D (Projects) dated 
13.1.1984) 



Recommendation 

The Committee note that while there wore rejections of the assemblies 
produced in the Ordinance Factories, import of 420 sets of the assemblieo for 
Nissan 1-ton vehicles in September 1974 and 3,110 sets for Nissan Patrol 
vehicles (1660 during August 1974-December, 1975 and 1450 during February 
1979-February 1980).at a total cost of Rs. 11266 lakhs (free on board) were 
arranged. Thus the factories could not supply tbe assemblies fully although 
the requirement was much less, considering the fact that the actual produc- 
tion of the vehicles during 1974-75 to 19 :9-80 ranged from 1550 to 4,170 for 
Nissan I-ton and from 550 to 914 numbers for Nissan patrol par annum, as 
against the installed capacity of 4200 numbers of Nissan 1-ton and 3,000 . 
numbers for Nissan patrol vehicles per annum. The Committee would await 
an explanation for the failure to meet even the grossly reduced demand for 
the assemblies. 

[SI. No. 5, Appendix 11-Para 1.65 of 151st Report of PAC (7th Lok 
Sabha).] 

Action Taken 

The requirement of Shaktiman Transmission Assemblies has been fully 
met indigenously by Factory 'N' and Factory 'B'. In the case of Nissan 1 
Ton Vehicle, except for a one-time assistance ex-import in the year 1974-55, 
the requirement of Transmission Assemblies has been met fully from indi- 
genous production by Factories 'N' and 'B'. Limited import os Transmission 
Assemblies for Nissan 1 Ton Vehicle was done to create a buffer stock and 
to provide production cushion to c o k  any contingency of failure by the 
supplying firms of input materials, like forgings, castings etc. The develop- 
ment/manufacture of Transmission Assemblies for Nissan Patrol Vehicles was 
undartaken by Eactory 'B' for the first time, after the establishment of 
prcduction of Transmission Assemblies for Nissan 1 Ton Vehicles because 
the production line of Nissan 1 Ton and Nissan Petrol Vehicles is common. 
In order to supplement the indigenous production and to meet increased 
requirements, a certain quantity of Transmission Assemblies for Nissan 
Patrol had to be imported. The import of Transmission A~semblies of 
Nissan Patrol Vehicles was reduced gradually over the period and finally 
stopped in the year, 1980. 

[Deptt. of Defence Prcducticn O.M. KO. l3(4)/8J ID (Projects) dated 
13- 1-1 9841 



CHAPTER V 

RECOMMENDATIONS/OBSERVATIONS IN RESPECT 
OF WHICH GOVERNMENT HAVE FURNISHED 

INTERIM REPLIES 

Recommendatton 

After a technical appreciation of the problems, factory 'B' also inti- 
mated the Director General, Ordinance Factories in January 1975 that tho 
defects werc duc to defective equipments in the heat treatment plant, Don- 
availability of lapping michines and inadequ~te inspection facilities in the 
factory. The Committee are concerned to nole that indigenous furnaces were 
installed in 1971 without fully ensuring their suitability. The Committee would 
like to know what rcmedinl action was taken to improve the performance of 
the heat treatrnant plant '1 he Committee are in favour of use of indigenous 
machin;ry. They however feel that quality of production particularly in a 
field like Defence should have been ensured. The Committee would therefore 
like to know how the defective furnaces were accepted, what action was taken 
against the firm for supplying defective furnaces and whether liquidated 
damages were recovered from the firm. The Committee would also like to 
know whether the reasons for the failure of DGTD in this case have been fully 
gone into and if so, what the findings are. 

[S. No. 7, Appendix 11 of Para 1.67 of 151st Report of PAC (7th Lok 
Sa bha) .] 

Action Taken 

In the Detailed Project Report for setting up Factory 'B', it was 
saged that the furnaccs would be imported. However, the DGTD did not clear 
the i m ~ o r t  proposal and advised that the offer of MIS. Therelek Furnaces 
ehould be considered. The furnaces available with this company were evalua 
ted but were found to be not meeting the requirements. Subsequently in Dee. 
67, DGTD advised that M/s. AEI (GEC) and couple of other firms should be 
approached as these firms were the leading manufacturers of furnaces and had 
experie&e of supplying Gas Carburising furnaces to the specifications required. 
On the basis of technical evaluation of the various offers, it was decided to pur- 
chase the furnaces from MIS. AEI (GEC) which was considcred the best of the 
lot. 



2. All possible steps were taken to ensure that furnaces to the required 
specifications were supplicd by the indigenous suppliers. Most of the furnaces 
in the country are made under collaboration with foreign suppliers but still the 
quality of the furnaces indigenously manufactured is not consistent. DGTD 
advised procurement of the furnaces from indigenous sources and as such 
there was no failur; on the part of DGTD However, DGTD has been 
advised to furnish a complete report on this aspect, which will be sent to PAC, 
as soon as received. After these indigenouq furnaces were put into operation 
for heat treatment of critical components, Factory 'B' held a number of meet- 
ings with the Supplier and certain decisions wcre taken to carry out rectifica- 
tion to the extent possible. Meanwhil:, Factory 'B' had to continue production 
with the existing furnaces. There WAS no question of charging l~quidatcd 
damages from the sspplier, as the machines supplied by them were not defec- 
tive but did not give consistency in heat treatment, due to basic design para- 
meters. A Technical Team was appointed to investigate and make recommen- 
dations. Based on the recommendations of the Technical Team, it has bean 
decided to introduce Sealed Quench Furnace which are expected to resolve the 
problem of heat treatment. Necessary procurement action is in hand by 
Factory 'B'. 

[Deptt. of Defence Production O.M. No. l3(4)/8l /D (Projects) dated 
13 1.19841 

Recommendation 

Out of the supplies of fdctory 'K' (1489 sets for Nissan Patrol and 227 
sets for Nissen I-Ton vehicles) including the 596 sets transferred from factory 'A', 
I180 numbers of front springs and 1286 numbers of rear springs the total cost 
of which was 5.91 lakhs were lying rejected at Factory 'B' Out of these road 
springs 786 numbers of the former and 1083 numbers of the latter cost of which 
is Rs. 4.37 lakhs were returned to factory 'K' in November, 1976 and 
February, 1977 a part of which (628 numbers of front springs and 638 numbers 
of rear springs) was melted in March, 1978 as scrap. The totai loss due to 
rejection and short closure of pending orders at Factory 'K' was Rs. 8.51 l ~ k h s .  
The Departmnt of Defence Production has stated that the final amount of losl 
to be regularised by the competent financial authority would be arrived at a f t e ~  
the value of scrap recovered was known. The Committee cannot but express 
their unhappiness at this heavy loss due to defective planning of the depart- 
ment. They would like to be apprised of the total amount of loss incurred 
on this account. 

[Serial No. 12, Appendix 11, para 1.72 of 15 l st Report of PAC (7th 
Lok Sabbq[ 



Action Taken 

A reply will follow. 

[Deptt. of Defence Production O.M. No. l3(4)/8 1/D (Projects) dated 
13.1.19841 

Recommendation 
- The Committee desire that the enquiry shoilld be completed expeditiously 
and responsibility fixad for lapses at various stages. The results of enquiry as 
well as details of the action taken on the same shouid be intimated to the 
Committee within six months. The Committee would also like to be apprised 
of the outcome of the claim for Rs. 3.37 lakhs preferred against the shipping 
agent for bhort landingldamages found in certain packages. 

[Serial No. 18 (Para No. 2. 38) of Appzndix to the IJublic Accounts 
Committee 151st Report 1982-83 (7th Lok Sabha] 

Action Taken 

As suggested by the Inquiry Committee, action has been initiated to take 
legal advise to see whether there is scope for suitable legal proceedings against 
the supplier Arm for their acts of omissions and commissions in supplying mal- 
functioning equipment to the Army. Further action would be taken on the 
advice of the Legal Adviser. 

The names and designations of the members of the Technical Evaluation 
Committee, Negotiating Committee and the second Government of India team 
arc given in the Annexure. 

The Inquiry Committee appointed for the purpose was of the view that 
it was difficult to fix responsibility on any one individual or a group of 
individual as acc~rding to it, the very process of importing the equipment had 
built-in defects because it did not have adequate safeguards for the customer's 
interest. It  also observed that there was conspicuous haste in  clearing the 
requirements for imports. It also opined that the subjective judgement of the 
people taking decision on an earlier point of time could not be adequately 
assessed at a later date. It has, therefore, recommended that procedures for 
import of equipment should be gone into and sufficient safeguards built to 
obviate import of mal-functioning or non-functional equipments. The Govern- 
ment have taken aotioa and 8 Committee is being appointed to sug~e~t neces- 
nary wayti and rn- in this regard. 



As regards the point of not sending Wg. Cdr S.C. Basu who gave a note 
of diwtnt in the first Govt. of India team, with the second COI tezm, it may be 
mentioned that a proposal of sending a three-member GO1 team comprising 
of DG, Telecommunication, DPIL and representative of DRDO was processed 
but the Screening Committee while approving the deputation abroad had 
approved a team of only first two members LC. Brig B.S. Paintal (later Maj 
Gen) who retired on 8 10.83 and Brig. B. Bhasin, DPIL who retired from 
service on 31.5.80. 

The Committee also desired to be apprised of outcome of the claims for 
Rs. 3.37 lakhs preferred against the shipping agent for short landing and 
damages found in certain packages. The Embarkation HQrs. have preferred a 
claim for Rs. 3.369 lakhs against Bombay Port Trust. I'he Bombay Port 
Trust has agreed to accept 60% liability of the total amount. The case is, 
however, under negotiation for increased c \mpensation. 

[Ministry of Defence O.M. No. 6 (10)/76/DS (Systems) dated 20,9.1985] 

ANNEXURE 

LIST OF THE MEMBERS OF THE NEGOTIATING COMMITTEE 

D (Teis) - Brig. B.S. Paintal 
CCR&D (El - Maj. Gen. K K. Mehta 
Dir (Tech) DOE - Dr. N.W. Nerwkar 
JS (A) - Shri K.R. Baliga 

Addl. FA (J) - Shri Amar Nath Joshi 

DDRCPO - AVM C.L Mehta 
ADAS (SYSTEMS) - AVM Sabarwal 
GM. BEL (GADi - 

CSE, RCPO - Air Cdre. S. Chandramowlc 

Project Director - Brig. A. Basu 

Plan AREN 
Rep Air HQrs. - Wg. Cdr. K. Ramakumaran 

DD ( A W E S )  
Rep Army HQrs. - Maj. B.K. Kataria 
Rep DRDO DD(R) - Wg Cdr. V J. Carve 



.ID, DOE 
Rep BBL (GAD) 

- Shri R.K. Srivastava 
- Shri S. Krishna Rao 

Second Go i Team 

Rep. of D (Tale) - Brig, B.S. Paintal 
Rep. of DPIL - Brig. B. Bhasin 

The Committee note with concern that this is not a solitary instance-9 
other cases of imports of defective equipment involving large amounts of 
foreign exchange during the period June 19 16 to June 1981 have been reported 
to the Committee. The Committee would like the Ministry of Defence to 
examine in depth the rzasonb for defective supply in  each case and take appro- 
priate measures to streamline the procedure for procuiement and inspection of 
equipment and stores from abroad. 

[Serial No. 19 (Para No. 2.39) of the Appendix to the Public Aocounts 
Committee 151st Report 1982-83 (7th Lok Sabha)] 

Action Taken 

To effect improvement in proceciures for procurements to avoid any 
lapses in future, a Committee of experts to advise on the whole procedure 
for imports of equip- ments including their evaluation and inspection is being 
formulated. 

[Ministry of Defence O.M. No. 6(10)/76/DS(Systems) dated 20.9.19851 

E. AYYAPU REDDY, 

March 4, 1906 
~ha l~una -13 ;  1 9 3  7 (Sak a)  

Chairman, 
Public Accounts Committee. 



PART I1 

MINUTES OF THE 47TH SITTING OF THE COMMITTEE 
ON PUBLIC ACCOUNTS HELD ON 27 FEBRUARY, 

1986 (AN) 

The Committee sat from 15.30 hours to 16.45 hours. 

PRESENT 

Shri E. Ayyapu Raddy-Chairman 

2. Shri J. Chokka Rao 

3. Shri Amal Datta 

4. Shri Ranjit Siogh Gaekwad 

5. Shri Vilas Muttemwar 

6. Shri G. Devaraya Naik 
7. Shri Rajmangal Pande 

8. Shri H.M. Patel 

9. Shrimati Jayanti Patnaik 

10. Shri Simon Tigga 

1 1. Shri Girdhari La1 Vyas 

Rajya Sabha 

12. Shri K.L.N. Prasad 

1. Shr i K. H. Chhaya - Chief Financial Committee Oflcer 

2. Shri Krishnapal Sjngh-Senfor Financial Committee O&er 

3. Shri Brahmanand-Senior Financial Committee O&cer 

4. Shri O.P. Bghl-Senior Plnanc!al Commi#tee o$E.gy 



1. Shri T.M. George-Addl. Dy. C& AG of India 

2. Shri D.K. Chakrabarty-Dirertor of Audit (Central Rcl.enue) 

. 3 .  Shri M. Parthasarathy -Director of Audrt (Defence Services) 

4 .  Shri V.  Sundaresan-Dircctor of Receipt Audit-I 

5. Shri Gopal Singh-Joint Director of Audit 

6. Shri B.S. Gill-Joint Di rc t  ror of :fudit (Dejenx  Serli'cs) 
7. Shri P.N Misra-Joint Dirc, . for  (Rnihuaps) 

2. Thc Committee con\idercd the following draft Action 1 akcn Reports 
and adopted them with certain mf.difications as shown in Annexure ... VI 
mspcctively. 

* ** *** * 
( 6 )  Draft Report on Action 'l'nken on the recomn~endations cont:~ined 

in 151st Report (Scvcnth Lok Sabhs) rcgarding m:rnuf:~c:urc or 
defective components for vehiclcs and procurement of defective 
equipment from abroad. 

The Committee authoriscd thc Chairman to final~se the drdft Reports in 
the light of the above modifications and other verbal and conscqucnti:~l ch:rnges 
arising out of factual verification by Audit and present them to thc Parliament. 

The Committre then adjourned. 

ANNEXURE VI 
Modificalions'Amendmcnts made by the Pub1.c Accounts Committce 
in the draft Report on Action Taken on the recommendations contain. 
ed in l5lst Report of PAC (Scventh Lok Sabha) regarding manufac- 
ture of defective Components for' vehicles and Procurement of 
defective equipment from Abroad. 

1 2 3 4 
- -- --- 

6 1 7  8 Delete 'in any year' 

6 1 7  8-10 For 'in this connection, the Ministry 
of Defence have informed that' 



--.. 

I 2 3 4 
.---- 

Rend 'According to Ministry of 
Defence' 

6 1.7 13 For 'which corroborated' 
Read 'and its finding was' 

6 1.7 16 Delete 'however' 

6 1.7 19 For 'provisioning' 

Read 'providing' 
6 1.7 2 1-26 For 'From the reply, ......... in this 

regard' 

Read 'From the reply of the Ministry 
of Defence now furnished, the 
Committee find to their surprise that 
the capacity is expected to be augment- 
ed from the present level of 8000 to 
between 9000 ar,d 1 M O O  vehicles per 
annum only. I'hc Committee consider 
that this is a serious discrepancy and 
calls for a dcta iled explanation : it 
cannot be treated as a minor matter 
that after incurring a n  expenditure of 
over Rs. eight crores expressly for the 
purpose of increasing the production 

' by two thousand vehicles, one should 
accept without question that the 
increase will be some figure between 
a thousand and two thousand'. 
Delete Paras 1.8 and 1.9 and renum- 
ber the remaining paras and pages. 

For 'As the actual' 

Read 'The actual' 

For 'rcspcctively,' 

Read 'rcspcctivcly.' 



4 

For 'th: Committee feel . 550 to 91 4' 
Read 'In the opinion of the 
Committee a rate of production which 
falls so far short of installed capacity 
should be a matter of serious concern. 
In any event there cannot be clearly 
any justification for importing trans- 
mission assemblies in a situation in 
which there was already idle capacity 
in thc plant for their production ' 
For 'or by other indigenous manu. 
facturers' 
Read 'themselves. ' 
Delete 'The Committee hope that ...... 
unnecessary imports .' 
Delete 'on import of these units' 

For 'lacks focus and fails t o  pinpoint 
any centres or individuals responsible' 
Read 'has unfortunately not pin- 
pointed rasponsibility' 

For 'The Committee, therefore, 
reiterate' 
Read 'The Committee is, therefore 
wmpoUod to reiterate* 
For 'The Committee hope.. . . . .in this 
mgud.' 
R e d  'the Committee would like to 
know if action on both the counts 
mentioned above bas been init iated, 
and what is the lateet position in this 
regasd. ' 
For 'expressed their w n a r n '  ::hr 
Read ' 
&fete 'bk intimated.' 



APPENDIX 

Statement of Conclusions & Recommendations 

S. NO. Para No. ~ i u i s t r ~  ibeptt. concerned Conclusion :Recommendation - - -- - 

I. 1.4 M/Q Defence and Deptt. of Defence Production The Committee expect that final 
P replies to those recommendations and a 

observations in respect of which only 
interim replies have so far been furni- 
shed will be made available expediti- 
ously after getting them vetted by 
Audit. 

Deptt. of Defence Production The Committee note that the 
installed capacity of the factory 'B' as 

per detailed project Report was 13200 
in a mix of 6000 Shaktiman and 7200 
Nissan vehicles and the total pro- 
duction of the vehicles during 1970-71 
to 1981-82 (12 years) had been 70534 



vehicls. Against this installed c a p -  
city of 13200 vehicles per annum the 
maximum production achieved was 
8576 vehicles in 1976-77. According 
to Ministry of D2fence the question 
regardrng actual achievable capacity at  
factory '0' was investigated by an 
independent technical Committee 
appointed by Government of India, 
and its finding was that the achievable 
capacity was not more than 8000 
vehicles per annum at Factary 'B'. The 
Committee werc informed that a pro- 
jcct to auyment the achievable capaci- & u 
ties of the factory to 10000 vehicles 
per annum was sanctioned in January 
1982 by providing balancing plant and 
equipment and civil works at an 
estimated cost of Rs. 8.48 crores. 
From the reply of the Ministry of 
Dcfence now furnished, the Committee 
find td their surprise that the capacity 
is expected to be augmented from the 
present level of 8000 to between 9000 

and 10000 vehicles per annum only. 
The Committee consider that this is a 



serious discrepancy and calls for a 
detailed explanation : it cannot be 
treated as a minor matter that after 
incurring an expenditure of over Rs. 
eight crores expressly for the purpose 
of inxeasing the production by two 
thousand vehicles, one should accept 
without question that the increase will 
be some figure between a thousand 
and two thousand. r 

0 

Deptt. of Defence Production The Committee are not satisfied 
with the reply of the Ministry that 
'limited import of transmission 

assemblies -for N k a n  I -ton vehicle 
was done to create il buffer stock and 
to provide production cushion to 
cover any contingency of failure by 
the suppliers of inputs like forgings, 
castings etc.'. The actual production 
of the vehicles during 1974-75 to 
1979-80 ranged from 1550 to 4170 for 
Nissan 1-ton and from 550 to 914 for 



4. 1.14 Ministry of Deferoc t- 

Nissan Patrol per annum against the 
installed capacity of 4200 and 3000 
vehicles per annum respectively. In 
the opinion of the Committee a rate 
of production which falls so far short 
of installed capacity should be a matter 
of serious concern. In any event there 
cannot be clearly any justification for 
importing transmission assemblies in 
a situation in which tbere was already 
idle capacity in the plant for their pro- 
duction. The Committee are not 
averse to bridging imports to meet the 
urgent needs of the Defence, but they 2 
cannot view with equanimity the 
imports of items. the demands for 
which could be met by Defence Pro- 
duction Units themselves. 

In their earlier Report, the 
Committee had found that 6 units 
purchased from abroad in 1978 to . 
meet the urgent requirements of the 
Defence Forces for mobile communi- 
cation equipment by sending scarce 
foreign exchange had not been put 



to use all tbese years. The equipment 
could not bc used because on its 
recelpt when it was inspected by a 
Board ol Officers. it was found to be 
defecriv,: and these defects could not 
be rectified. The Committee had 
pointed out a number of acts of 
om~swn/comrni~sioo in respect . f 
the deal 2nd had recommended a 
thorough investiga!ion by a high- 
powered team of officials drawn from 
the MinistryiArmv Headquarters: 

Ministry of Defence A pcrnsal of the Report of the 
lnquiry Committee reveals that there 
were lapses on the part of the Tachni- 
cal Evalut ion Committee Negotiating 
Committee, the second team of 
Government officials, the Resident 
Inspector who cleared the item before 
pre-shipment and of ofEcers who did 
not initiate leral action against the 
firm as early as in Jaly!Augwa 1979. 



Ministry of Defence 

The Inquiry Committee Report ha8 
unfortunately not pinpointed raspon- 
sibility for the various irreg\lhuitibs. 
The comittee is therefore, compelled 
to reiterate their earlier recammen- 
dation that responsibility should be 
fixed for lapses at various stages. 

The Committee are also conmmed 
to note that the files in which the deck 
sion to withdraw the Resident Inspec- 
tors were taken and the circumstm~s 
under which two mobile equipmenta - 
were accepted on satisfactory demons- -.& 

0 
tration given by the firm, were not 
supplied to the Inquiry Committee. 
The reasons for not suppling the files 
to the Inquiry Committee need to be 
explained. 

The Committee not that the 
Inquiry Committee which investigated 
the whole deal I have suggested tbat 
precautionery steps be taken to obviate 
such recurrences in future and that 
legal advise be taken in order to 

-/- -. - 



initiate suitable legal proceedings 
promptly against the supplier firm, 
for their acts of omission and commis- 
sion in supply and malfunctioning of 
quipments sold to the Army. The 
Ministry of Defence have informed 
the Committee that the Government 
have accepted the findings of the 
Report and have taken the following 
decisions : 

(a) To constitute a broad based 
committee of experts to advise 
on the whole procedure for import 
of equipments including their 
evalution and inspection ; and 

(b) to obtain legal advice on further 
action against the suqplier firm. 

The Committee would like to 
know if action on both 'the counts 
mentioned above has been initiated, 
and wbat is the latest position in this 
regard. 



Ministry of Defence The Committee had also stated in 
their earlier Report that this was not 
a solitary instance and there {were 9 
other cases of imports of defective 
equipments involving large amounts of 
foreign exchange during the period 
June 1976 to June 1981. The 
Committee would like to know 
whether the cases pointed out by them 
have been examined and if so, the 
outcome thereof. 




