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INTRODUCTION . 
& authorked by the Public Accounts Committee, I hereby pre- 

sent this Eleventh Report on the case referred to in Para 57 of the 
Audit Report (Defence Services)* 1960, and the action &ken by 
Government on the recommandations of the Committee contained 
in their 17th (VoLs. I and II), 28th, 29th, 35th and 43rd Reports 
(Second Lok Sabha) relating to the Defence Services Accounts. 

2. The case referred to in para 57 of the Audit Report (Defence 
Services) 1960 regarding contract with a Japanese firm for the 
purchase and manufacture of tractors was considered by the Public 
Accounts Committee (1960-61) at  their sitting held on the 8th 

4 December, 1960, who appointed a sub-committee to examine the 
matter. The sub-Committee examined the representatives of the 
Ministries of Defence and Rehabilitation at their sitting held on the 
17th December, 1960 and desired to be furnished with further infor- 
mation on certain points. The sub-committee were furnished with 
a copy each of the two Reports of the TCM Expert who held en- 
quiries into the working of the tractors in the Dandakaranya Pro- 
ject. But the note desired by the sub-committee (duly vetted by 
Audit) was not furnished to them by the Ministries of Defence and 
Rehabilitation. The Committee could not, therefore, then report on the 
matter. The information called for by the sub-Committee in Decem- 
ber 1%0 and further information desired by the Committee in July 
1962 was submitted by the Ministry of Works, Housing and Supply 
(Rehabilitation Department) in September 1962 and by the Minis- 
try of Defence in October-November 1962. The Committee examined 
the re-presentatives of the Ministries of Defence and Works, Housing 
and Rehabilitation (Department of Rehabilitation) at their sitting 
held on the 18th January, 1963. Certain further information called 
for by the Committee at this sitting was received from the Ministries 
of Defence and Works, Housing and Rehabilitation (Department of 
Rehabilitation) in February, 1963. 

A brief record of the sittings of the Committee and subcommit- 
tee forms Part 11' of this Report. 

3. The statements showing action taken on the outstanding re- 
m t m h t i o n s  of the Committee were considered by the working 
Group (Defence Services) at their sittings held m! the 24th and 

- - 
*Not printed (One cyclostyled copy laid on the Table and Ave W e 3  

placed in the Parliament Library) 
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2$t.h August, 1962 and 27th and 28th March, 1963. The statements 
with the comments of the Committee have been included in Part 111* 
of the Report. A few important cases have been dealt with in the 
body of the Report. 

4. The Committee considered and approved this Report at their 
sitting h e y  on the 15th April, 1963. 

5. A statement showing the summary of the principal conclusions/ 
recommendations of the Committee is given in Appendix 111. For 
facility of reference, these have been printed in thick type in the 
body of the Report. 

6. The Committee place on record their appreciation of the assist- 
ance rendered to them in their examination of these statements of 
outstanding recommendations and the case referred to above by 
the Comptroller and Auditor General of India. 

The Committee would also Like to expres  their thanks to the 
officers of the Ministry of Defence and Ministry of Works, Housing 
and Rehabilitation ior the coqxration extended by them in giving 
information to the Committee during the course of evidence. 

NEW Dmrr 
April 16, 19631 
Chaitra 26, 1885 (Saka). 

MA.HAVIR TYAGI, 
Chaitman, 

Public Accounts Committee. 

'Not printed. (One cycbtyled copy lnid on the Table and five cop~ea 
placed in the Parliament LLbrary). 



CONTRACT WITH A JAPANESE FIRM 
0 

[Para 57 of Audit Report (Defence Services) 19601 

In March 1958, Government invited limited tenders for the s u p  
ply of three types of tractors. Of the five tenders received, that of 
a firm 'A' (a major American manufacturing firm) was the cheapest 
in two items and higher in the third. A contract was concluded 
with this firm for supply of two types of tractors and an agreement 
was also made that they would assist the Government in the manu- 
facture of these tractors in India. The contract for manufacture was 
contigent upon the conclusion of a satisfactory agreement within thirty 
days of the signing of the contract, for the manufacture of the third 
type (size 1) also in India. But there was some difficulty in getting 
the consent of their principals in U.S.A. to the manufacture of the 
third t lpe  in India. The contract, therefore, fell through. Of the 
other tenderers, firm 'B' (a British firm) were the second lowest 
and cheaper than firm 'A' for the third type. They were not con- 
sidered. as they did not manufacture the heavy tractor (size l j  of 
the requisite horse power. 

The Committee were informed during evidence that it was not 
possible to enter into a manufacturing agreement with two other 
,her ican  manufacturers; one of them had categorically declined 
to collaborate and the other had already a contract with a private 
firm. Another firm (European) were understood to be in the pro- 
cess of going out of market. 

On 9th September 1958, the Ministry of Defence concluded an 
agreement with a Japanese !inn (M/s. Komatsu Manufacturing Co.), 
who were not one of the original tenderers, without going out to 
tender again. Their tractors had not been imported earlier and 
the performance even in the civil use was not known. A technical 
team consisting of the Director General, Ordnance Factories 
(D.G.O.F), and another officer was sent to  Japan to investigate the 

performance of tractors, but after the contract had been concluded. 
The Committee asked the jusMcation for concluding the agreement 
before investigating the p e r f m a n c e  of the tractors. The repre- 
sentative of the Ministry of Defence stated that the specifications 



of tractors had been examined by technical authorities and found 
satisfactory before signing the contract. Negotiations with the 
Japanese Firm had been started after studying the data available 
with t)lc Ministry of Comnerce and Industry. The Arm were a major 
supplier of tractors in Japan and had also supplied equipment to the 
Japanese Defence Forces. The Committee understand from a 
note sutfmitted by the Ministry of Defence that the t e r n  offered 
by the Japanese firm were more favourable as compared with those 
offered by the American firm in their tender accepted earlier. The 
Committee were informed that the interests of Government with 
regard to  performance of tractors were safeguarded by including 
in the agreement a provision under which the licensor guaranteed 
proper performance of tractors to be purchased from him and was 
responsible for their efficient working under tropical conditions. 
Under the agreement the licensor was required to incorporate any 
modifications found n m r y  as a result of the tests and trials to 
bring the equipment upto ~gecifications for its successf ul perform- 
ance u n d e ~  tropical conditims without further cost to Government 
within a reasonable time. The agreement however did not contain 
any warranty clause in respect of the tractors manufactured by 
the Ordnance Factories. 

The Committee were informed that the purpose of the visit by 
the technical team to Japan subsequently was to satisfy themselves 
about the production capacity of the finn, quality control and other 
related matters. The tests of tractors were held in India at Kirkee 
in December, 1958. 

DSficulties in the working of tlw t~crctms supplied to the Dan&- 
i,c.:-n,i ya L)ecc!L~pment Project: 

2. In  1959-60, 58 of thwc tractors (16 of D-80 Type and 42 of D-120 
Type), assembled in the Ordnance Factories were puxhased hy the 
Ministry of Rehabilitation for use in the Dnndakaranya Develop- 
ment Project. Tha;e were put into operation in the middle of 
December. 1959. Dandakaranya Project Authoritim complained in 
January, 1960 of certain defects in them, like excessive oil consump- 
tion etc, and the tractors were grounded in February, 1960. 19 en- 
gines of D-120 tractors and 8 engines of D-80 tractors were removed 
by the Director GencrA, Ordnance Factories, for overhauling and 
remndi tioning in the Ordnance Factories. 

In June 1960, the Ministry of Rehabilitation instituted an enquiry 
into the ddective working of the Komatsu tractors, by the Construe- 
tlon and Equipmmt Advisw, Contrnl Water and Power Commlasia~ 



((a TCM Expert). The expert came to the conclusion that 'primarily 
.the difacultiw concerned the engines in use. The major diftlculty 
is high oil consumption and low of power. The werall design of 
the tractor is very similar to  that of Caterpillar and as such is satis- 
factory.' Referrmg to the c a w s  for defeota in the tractors, the ex- 
gert observed:- 

0 

"Most of these difRculties may be attributed to 'groping pains'. 
The Komatsu tractor was a new and strange piece of 
equipment to the project authorities. Owing to the in- 
experience with 'Indian conditions and this type of pro- 
ject, the manufacturers and the D.G.O.F. did not have 
the requisite experience or advice to fit these tractors 
out properly. The type of lubrication oil recommended 
for these engines in these conditions was incorrect. No 
complete and proper preventive maintenance system 
has as yet been worked out by the D.G.O.F. and project 
authorities." 

Tht* Expert suggested certain modifications to  be made in the 
tractors. : ,+; 1 

In his evidence, before the Committee in December 1960, the 
Controller General, Defence Production stated that the defects in 
D-80 tractors had developed due to the provision of a single air- 
cleaner instead of two. The tractors were attended to by the repre- 
sentative of the D.G.O.F. and put back into operation after fitting 
them with double aircleaners It was admitted that there was an 
error of judgment in providing a single air-cleaner in these tractom, 
which were required for use in the severe operational conditions 
prevailing in Dandakaranya. As regards D-120 tractors, the Con- 
troller General, Defence Production expressed the view that the 
wear in engines was due to  'deliberate' mishandling of the machines. 

At the instance of the Ministry of Rehabilitation, another en- 
Cquiry was made in February 1961 by the TCM Expert, who was a h  
assist4 this time by an Indian ofacer of the Central Water and 
Power Commission, to investigate into the maintenance of the trac- 
tors by the Dandakar~nya Project. Ln their report, the experts 
'found no evidence of 'deliberate abuse or mishandling of these 
machines'. They attributed the wear in engines of tractors to the 
practice of stopping the machine by using the decompmsion lever, 
which was considered a 'very bad practice and amounted to abuse 
a r  mishandling'. This practice was actually a result of m i s i n t q r e -  
'tation of the Manuals or rnis-instruction by the Japanese mechanics. 



Referring to the rnaintearance of the tractors, the quoted am 
instance where the water taken from the radiatom of Komatsu trac- 
tors wm found to be muddy and had been taken Bwn tanlPtp, etc. 
while the water in Caterpillar tractors was found to  9m clean haw 
ing been obtiiined from hand-pumps. The experts expremed the 
view that the people working with the Caterpillar Units seemed. 
to be more experienced. The Secretary, Ministry of Works, Housing 
and Rehab@ tation (Department of Rehabilitation) did not subscribe 
to the view that the staff put on Komatsu tractors was not experi- 
enced, and added that the staff put on the Komatsu and other types 
of tractors were equally experienced and had been working since 
1946. 

Referring to the difficulties in the use of the tractors, the experts 
stated that it had happened several times in the past that when a 
new make or new design of machine was introduced into the coun- 
try, considerable difficulty was encountered in getting the machines 
adopted. The difficulties which had been encountered with Komatsu 
tractors could not be considered to be nearly as serious as difficulties 
encountered in the Hirakud Dam Project in the use of Caterpillars, 
Allis Chalmei-s and Le Tourneau C Roadesters. Primarily, the diiii- 
culties with Komatsu .tractors wcre unsatisfactory air-cleaners, lack 
of prefuel filters and a possible marginal radiator design in the D-80. 
All these difficulties could have been readily corrected if the D.G.0.F: 
had a proper after-sale senece organisation to assist the purchasers 
of tractors. In their note submitted to the Committee, the Ministry 
of Defence stated that a servicing organisation had been set u p  under 
a chief engineer with nucleus staff which was to be strengthened 
by additional staff. During evidence before the Committee the 
representative of the Ministry of Defence stated that the working 
of the servicing organisation was not satisfactov and some proposals 
in this behalf were under mnsideration. 

The Committee were informed during evidence, bv the Secreta- 
ries of the Ministries of Defence and W.H. & R. that th rw was a 
general agreement between them that the difficulties exeprienced in 
the working of the Komatsu tractors in the Dandakaranya Project 
constituted 'teething troubles' with the machines, which were usual 
in the use of equipments of new manufacture, and that the ofllcem 
of the Dandakaranya Project were apprehensive ahaut thc perfor- 
mance of these tractors being unfamiliar in this country. The Con- 
troller General, Defence Production stated that the difilculties were 
due to putting out of the tractors for extremely severe cmtditions in 
Dandakaranya. The witness admitted that the working conditions 



in Dandakaranya were not foreseen at the t h e  of placing the order. 
The Committee were given to understand that no serious complaints 
hnd been received about the working of Komatsu tractors from other 
w a r s  tauch as Army, Border Roads Organisation, Rajasthan Canal 
Board etc. . 

The Committee note that the terms negotiated with the Japanese 
firm were more favourable as compared with those offe* by the 
American firm which was the lowest tenderer, but the agreement 
with which had fallen through. 

While the Committee were assured by the Secretaries of the 
Ministries of Defence and Works, Housing and Rehabilitation that the I 
difficulties experienced in the use of Komatsa traviors in the Danda- I 
karanya Project were of the nnture of teething troubles, they feel that 1 
these could have been largely avoided with better planning and fore- I 
thought. They also feel that these 'teething t roubld  hare lasted a / 
little too long. The Controller General, Defence Production admitted 
that the operating conditions in Dandakaranyn wore not foreseen a t  
the time of placing the order for tractors. The Committee are there- ~ 

fore of the view that the tests of tractors conducted at Kirkee in 
December 1958 were not quite adequate. As these types of tractors 
were not used in this country before. it weuld have been advisable 
to put them to intensive tests in the various parts of the country1 
having different soil conditions, where these were actually required 1 
to bc oprrntcd, before entering into this agreement. The Ministry of 
Dcfe~we coulc' 11;c~c :d>o h-.wfited themselves from the experience 
of the operations of tractors of various makes and types used on land 
reclamation work by other organisations like the Central Tracto*' 
Orgnnimtfolr, Yirnkud IJam Prcject, etc. i 

i The Committee are surprised that even the type of lr~bricatiou oil 1 
I rerommended for the tractor engine in the conditions in Danda-, 

karmya was unsnitahle a ~ i d  that no preventive maintr?nuco system ; 
was worked out by the D.G.O.F. and the Project Authorities. I 

The Committee are glad that controversy over the alleged mis- 
handling of Komatsu tractors in the Dandakaranya Project is now a 
closed chapter. The experts who investigated into this. came to a 
definite conclusioa that there was 'no evidence of deliber~te abuse or 
mishandlhg of these machines'. The Committee hopo that with the 
effecting of the modifications in the tractors and preventive mainte- 
nance scheme, as suggested by the experts, initial dfdIieulties which 
occumd in the Dandakaranya Project would be wereome. 

3. The Cmmitt- will now deal with certain other aspects con- 
cesning the performance of the Komatsu tractors in the Danda- 
karanya Project. 



Tailure of Mitsubishi engines: 
The Committee were informed that the diP8culties had been 

experienced mainly with the tractors fitted with Mitsubbhi engines, 
and that those Atted with Komatsu engines had shown better per- 
formance. The Controller General, Defence Production, however, 
stated that both the engines were satisfactory. The principal M e -  
rence in the two engines was that the Komatsu engines were fitted 
with a bsch type of fuel pump which was familiar to most people 
in India; the adjustment of the Mitsubishi fuel pump required more 
experience. The Committee are, however, not quite convinced of 
this argument in view of the fact that all the 19 engines of D-120 
tractors which had broken down during operations and had to be 
sent to the D.G.O.F. for overhaul were of Mitsubishi make. More- 
over, out of these 19 engines which had been overhauled by the EME 
Workshop, Kankinara, 12 engines had prematurely given way after 
a short m due to unsatisfactory repairs. The Director General, 
Ordnance Factories had accepted the responsibility for the failure 
of 2 engines and had agreed to supply spare parts free of cost for 
their overhaul. As regards the remaining 10 engines, the matter was 
still under correspondence with the D.G.O.F. 

The Committee feel concerned over the failure of the overhauled 
engines. They desire that or~rly steps should be taken to repair these 
engines and the reasoas for their failure should be investigated into. 
The Committee note with sutisftlction that the D.G.O.F. has switched 
over to the use of Komatsu engines. 

Loss of Tractor Hours: 

4. In their note, the Department of Rehabilitation infonned the 
Committee that on the Arst lot of 68 Komatsu tractors, which had 
been received in December, 1959, a tdal of 3850 tractor hours were 
lost during the operational s e a m  upto 31st May, 1960 due to manu- 
facturing defects. (This does not include working hours lost due 
to delay in supply of equipment). During the seasons 1960-61 and 
1961-62, the tractor hours lost on the first lot of the tractors were 
30,000 and 18,000 respectively. The reasons for loss of tractor hours 
are stated to be higher percentage of breakdowns and non-availabf- 
lity of spare parts. (During 196041 the loss of working hours was 
also partly due to delay in carrying out modffications suggested by 
the T.C.M. Expert before putting tractors in operation). 

A second lot of 75 Komatsu tractors was received by the Danda- 
karanya Project in 1960-61. Of these only 10 tractors could be put 
into operation during the season 1960-61 by a b u t  the middle of May 
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1961, wen though 58 machines had been rcceived upto the end of 
May 1981. The remaining machines could not be put into use, as 
these were incomplete in one respect or the other and even fast mov- 
ing items of spare parts like lub.41 Alter etc. had not been supplied 
by the D.G.O.F. &ing the season 1981-62, 2750 tractor hqurs were 
lost due to defects in these tractors. The Department of Hehabfli- 
tation have attributed less lass of tractor hours on the second lot of 
tractors to the fact that most of the engines provided on them were 
of Komatsu make as against 36 Mitsubishl engines fitted on 36 out of 
58 tractors of the Arst lot. 

The Committee view with concern loss of considerable tractor 
hours on the Arst lot of tractors during the year 1960-61. They how- 
ever note that there was a remarkable decrease in the loss of work- 
ing hours on these tractors during the year 1961-62 They hope that 
the position would further improve in the future years. 

Dificulties in supply of spare parts: 

5. In evidence, the Secretary of the Ministry of W.H. & R. (Depart- 
ment of Rehabilitation) stated that the Dandakaranya Project were 
experiencing great difficulty due to non-supply of spare parts by the 
Director General, Ordnance Factories, on demand. In June 1962, 
due to non-availability of spares 11 tractors had to be grounded. 
The Ministry of W.H. & R. (Department of Rehabilitation) stated in 
their note that supplies of spare parts for the tractors and equipment 
ordered with the first lot of 58 tractors in August 1959 were com- 
pleted by the D.G.O.F. after a period of over one year, after the 
receipt of tractors in the Project in 1959. Similarly in the case of 
the second lot of 75 tractors, fust consignment of spare parts crdered 
in August 1960 was received only during the second week  of June 
1961, i.e. after a period of 10 months. (Even in this consig...nmt there 
was a serious discrepancy; instead of lubricatin,o oil fi!tr.l.:s--non- 
availability of which was one of the reasons f a r  non-commissioning of 
most of the tractors-the package contained screws and uTnshers.) 
Further, out of 81 items of spare parts which were intended to be 
supplied fram indigenous sources, only 39 items wore received till 
November 1961 and 25 items yet remain to be supplied 

The representative of the Ministry of Defence (Production) 
admitted that the DCOF had not been able to hold spares enough 
in stock to meet the customers' urgent demands but added that a 
bank of imported tractor spare parts had been created since. -4s 
regards the delay in supply of spare parts initially, tht? Ministrs of 
Defence informed the Committe~ that this was unavoidable under 



the Japanese Yen Credit and Export Regulations. The demand of the 
DDA for spare parts against their first and second orders was small. 

The Committee are unhappy over the delays in supply of spare 
puts, for want of which considerable tractor hours were lost in the 
Dandakdranya Project. The Committee hope that with the sotting 
up of a Bank of spare parts, ditficulties in the supply position of 
spares wowld be overcome. The Dandakaranya Project authorities 
should also, on their part, intimate their full requirements of spares 
reasonably in advance. 

The Con~mittee understand that indigenous production of "40 per 
cent. of parts had been achieved. In a year's time further increase of 
15 per cent. of the components is expected to be secured from trade. 
The Committee desire that priority should be given to the manufac- 
ture of fast moving parts in order to obviate difficulties in meeting 
the requirements of users and to save more foreign exchange. 

6 .  At their instance, the Committee were furnished ~ v i i h  cornpi- 
rative details of the potential working hours and worltiug hours lost 
due to break-downs of tractors and equipment for the various makes 
and types of tractors used by the Dandakaranya Project. The fol- 
lowing tab!e shows the percentages of break-downs and a~.ailability 
with respect to potential hours during the working seasons 1960-61 
and i961-62. 
P --- - ---- - 
Si. Make dnd Model Year of Sedsoii Percentage I'crcentage Rem'trks 
No. of tractor purchase u f  break-do* 11 o f  svaildblhty 

on tractor and with mpect 
equipment to potential 
wrth respect houra 
to potential 
hours 

I 2 3 4 5 6 7 - - --- - -- --  

I. Cat. Old D-8 I950 1960-61 30.7 69.3 Tractor8 worked 
in double ahiD. 

1961-62 6 . 4  93.6 Tractors worked 
in single ahifi. 

2. Cat. Old D-8 1953 I 960-6 I 20. r 79 9 Tractors worked 
in double ahin. 

1961-62 10.2 89.8 Tractors worked 
in single ahin. 

3. Int .  T.D. 24 I 950 1960-61 37 4 62.6 Tmctora w o + d  
in double rhlft. 

1961-62 17 .8  82.2 Tractors worked 
in single shift. 

4. New D-8 1961 1960-61 I .  88.1 T W o r a  worked 
in doubk 8hM. 

I 96 I -62 4.0 96.0 Trocton w&d 
in dngk mhin. 

*Aamrdh to Audit is about 14 per cent. 



5. Old Komatau 1959-60 1960-61 29.6 70 .4  Tracrors \vorked 
in ringli shifi, 

1961-62 27.9 72. I Tractors worked 
in  single shift. 

6. N e w  Kornateu 1960-61 I 960-6 I 8.6 91.4 Only 10 trac!orr 
worked for a few 
days at the fag 
end of The 
season. 

1961-62 18.9 XI. I Tractors worked 
in single ahifr. 

While working out the availability for Komatsu tractors both of 
first and second lot for the seasons 1960-61 and 1961-62, the DDA have 
not taken into consideration, the tractors which required major over- 
haul and were not put into commission during the seasons at all. Xf 
the hours lost on this account were also taken into a m t ,  the per- 
centages of nwilability would further come down. According to the 
Department of Rehabilitation in the case of new tractors percentage 
of availability which could be normally expected for the f i s t  three 
years should be 85 to 90. As against this the percentages of availabi- 
lity of the first lot of Komatsu tractors were 70.4 and 72.1 during the 
seasons 1!%&61 and 1961-62 respectively, even though most of the 
tractors were either new or very little used and some of the modi- 
fications recommended by the TCM Expert had been carried out on 
them As regards the second lot of tractors, the 91 -4 per cent avail- 
ability attained during the season 196&61 was stated to be due to 
the fact that only 10 machines were used for a very short period in 
the season. Moreover apart h r n  these machines being provided 
with Komatsu make of engines instead of Mitsubishi make, some of 
the modifications recommended by the TCM Expert had also been 
carried out on them, which had somewhat increased their efficiency. 
The availability for the second lot of Komatsu tractors, however, 
came down to 81.1 per cent during the season 1961-62. One of the 
major reasons for the drop in the percentage availability was stated 
to be due to the premature failure of some of the repaired Mitsubishi 
engines which had been provided on a few tractors of this lot also. 

The Committee notc the sub-normal availability of the first lot 
of Komatsu tractors during the working seasons 1960-61 and 1961-62 
due to frequent breakdowns. Daring evidence, the Secretory, Minim- 
try of W H & R (Deptt. of Rehabilitation) stated that an tbe pre- 
sent performance, the Komatsa tractors were somewhat inferior to 
other makes and types used in the Dandakarurya Project. 
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Cost of repairs and overhccul: 

7. The Committee desired to know the increase in the manufac- 
luring cost of tractors on account of removal of the manufacturing 
defects in them. The Ministry of Defence informed the Committee 
that there was no loss involved due to repairlreplacement, as an ade- 
quate margin had already been provided to cover such contingencies 
and extra 'expenditure involved was within the amount provided. 
An expenditure of Rs. 1,54,500 wa3 jncurred by the D.G.O.F. on repair, 
rectification and replacement of defective tractor parts. This does 
not include the expenditure on account of overhauling of D. 120 and 
D. 80 tractor engines, which has been recently completed. Replace- 
ment of defective parts to the value of Rs. 15,000 was made by the 
Japanese firm free of charges, as required under the contract. 

The Committee would like to know in due course the total extra 
expenditure incurred by the DG.0.F. on repairs, modific~tions, over- 
had etc. and whether these were within the margin provided in the 
cast of tractors. 
Incrensc in Operctionab Cost due t o  defects: 

8. The Committee enquired about the increase in the operational 
cost of tractors due to defects. The Department of Rehabilitation 
informed the Committee that certain estimates worked out by the 
Dandakaranys Project authorities were not accepted by the Minis- 
try of Defence and that i t  was agreed to have further investigatjons 
in the matter. One of the important elements of the increased opera- 
tional cost was expenditure on engine oil and oil filters. Experi- 
ments were in progress on change of engine oil every 120 hours as 
advised by the Expert from 60 hours at  present. There are certain 
other details relevant to the operational cost which have to be gone 
into by the DDA and DGOF. 

The Committee desired to know the comparative opernt;onal cost 
of Komatsu tractors and other tractors in use in the Dsndakaranya 
Project on the basis of past experience. The Department of Rehabi- 
litation have stated in a note that during the working season 1961-62, 
as against the cost of reclamation per acre of Rs. "34.72 by new 
Caterpillar D-8 tractors, the average cost of reclamallon per acre by 
Komatsu tractors of Divisions II and IIT worked out to Rs. 298.50, 
which was higher by Rs. 63.78 per acre. The higher cost of opera- 
tion by Komatsu tractors has been attributed mainly to more time 
taken for reclaiming an acre of land, more consumption of engine and 
air cleaner oils, greater use of spares and higher depreciation and 
establishment charges because of lower output. 

i The Committee f-1 cone& at the high o p a a t h d  cost of 
Komatsu tractors as compared dth other makes and types in use b 
the Dandakaranya Rojcot. They desire that the investigation of the . 



d o u s  factors affecting the operational cast at the Komrba tm-k 
tors &odd be completed as early as possible and necessary stcpr 
taken to reduce it The Committee hope that the DGOF and DDA 
will address themselves to this problem, as the price of trLctor8 
should co-relate to their operational cost. 

0 

General 

9. The Committee were informed that the  total capital invested 
in the Tractor Project upto October 1962 was Rs. 53 lakhs as p ~ t  
details given below:- 

(In lakhs of rupzes) .-. 
Rupx currency Foreign Exch angr 

Building 10.02 . . 
Plant and 

Machinery I_C.OO 27.98 
- -- - . 

The value of actual production amounted to Rs. 698 lakhs upt* 
November, 1962 and saving in foreign exchange on 459 tractors was. 
of the order of Rs. 82 lakhs upto 31st December 1962. 

The percentage of indigenous content anticipated and actually 
achieved during the period October 1959 to Septem5er I962 is fndi- 
cated below:- 

Year Perc~ntage of,  indigenous Percentage of indige- 
contents anticipated nous contents actuatlp 

achjcvcd. 

O ~ t o b ~ r  1959 to D-120 10% D-120 4% 
September 1960 D-80 10% D-80 4% 

D-40 15% D-40 3"/, 

( Attachments-Attachments 68?; ;! 

October 1960 to D-120 3o0lO D-120 30°/ 
September 1961 D-80 409; D-80 a ." , o 

October 1961 to D-120 50;; D-120 30.759; 
September 1962 D-80 70:; D-80 33.30% 

D-qo 50°/, D-40 34.35% 
( Attachments-Attachments 70% ) 



According to the Ministry, it is expected that about 80 per cent 
.indigenous content as per details below would be possible in the 
foreseeable future:- 

.(i) Already reached a stag: 
of 40% indig.nous contcnt 

(ii) Engine manufacture when 
, establish,?d will account 

for 25 % do. 
(iii) Tradc assistam? in the 

manufacture of tractor co- 
mponents expected to be 
n ~ e i v e d  in a year's time I 5 fb  do. 

Total Soy, do. 
From the above table, it will be wen that the percentage of indi- 

~genous mwtemt in these tractors actually achieved has boea lagging 
/behind the anticipated targets. The Committee would Like the 
IMinistry to make special eff- to imprwe the position in this regard. 

10. To mun up, the unsatisfactory featares brought out in this 
ar- 

t (1) the rather prolonged "teething troubles" leadiug to beavy 
h s  of tractor horns which may, to some extent, be 
attributed 20 the initial decision to enter mto a contract 
with the Japanese firm merely after a study of the 
technical specifications but without adequate tr ials in 
this country. A team was sent subseqaently to Japan 
te sa tidy themselves about the production capacity of 
the firm, quality control and otber dated  matters. 

(2) the inability to achieve a saving in foreign exchaugc to 
the extent envisaged, one of the major factors being the 
slow prograss achieved in improving the indigenous 
content ot the tmctm; 

(3) the discovery of serious mechanical ddeets in the treetors, 
particularly the failure of the Mitsubishi engines and 
the premature breakdown of 12 of them even after over- 
haul; 

(4) the mn-establishment of an adequate sewking and main- 
tenance organisation for a period of some yeam; 

(5) the prolonged controversy between the Ministry of Works, 
Housing and Rehabilitation and Defemce which has 
taken an unduly long time to settle regarding tbe carrses 
of the defects in the tractors used in Dandakaranya; and 

(6) the high operational cost of the Komatsu tractom which 
still await investigation and remedial ~ctiom 



11. The Committe utlderstand that the DGOF has in hand ont- 
standing orders for more than 350 tractors and attachments for the 
various civil indentors, besides the requirements of the Army and 
that Government are contemplating &e augmentation of the'exist- 
ing capacities to cater for production of 500 tractors and attach- 
ments. The Committee hope that every effort will be ma& by the 
Ministry of Defence to achieve the contemplatcd targets d produc- 
tion without impairing in any way the production of defence stores 
which is the foremost function of the Ordnance Factories in the pre- 
sent national emergency. In this matter the Committee trust that 
the lessons already learnt in this case regarding the need for ade- 
quate precautionary measures at  every stage to obviate dislocn- 
tion and loss will be fully kept in view. 
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ACTION TAKEN ON OUTSTANDING RECOMMENDATIONS 

Contract, for supply of mechanical transport spares with a Canadian 
firm, Messrs Levy Auto Parts-28th Report (Second Lok Sabha) 

12. In  their 28th Report, Second Lok Sabha, P.A.C. reported on a 
contarct entered into by the Ministry of Defence with a Canadian 
firm (M/s. Levy Auto Parts) for supply of mechanical transport 
s p r e s  (cf. para 13 of Audit Report, Defence Services, 1959). This 
case had been examined in some detail by a sub-Ccmmittee of the  
P.A.C., whose report was approved by the main Committee and in- 
cluded in the aforesaid report. 

The Sub-Committee of the P.A.C. were not happy over the 
manner in which the contract had been concluded and executed. 
They, therefore, considered that the case required an impartial 
investigation. 

I n  pursuance of the recommendation of the P.A.C., a Committee 
of Enquiry was appointed by Government with the Cabinet Sec- 
retary, Shri Vishnu Sahaya, as Chairman and the following See- 
mtaries to Government as members:- 

(1) Shri S. S.  Khera. Department of h'lines & Fuel. 
(2) Shri T. Sivasankar. Ministry of W.H. & S. 
(3)  Shri F. M. Menon, Ministry of Labour. 

The Ministry of Defence submitted a copy of the report of the  
Special Committee d c n g  with a notc containing the Ministry's com- 
ments on 8-12-1961. (A copy of the note and the copy of the report 
of the Sprhcial Committee was also laid on the Table of the fIouse 
on the same day). A copy of the note and the copy of the rcport 
of the Special Committce am enclosed as Appendices I and 11. 

The Comnittec ha~rc. carefully considered the report of the  
Special Committee : t?tl thy: would refer to some of the important 
disquieting featurcc a= let.c.a!cd In their Rcport. 

(a) F a l 2 ~ 1 -  to : ~ d ~ r l a k e  special review for assessing the firin re- 
quircmrnt of spr~rcs before the final conclusion of the contract 

13. The Sub-Comrnit,tee of the P.A.C. were critical of the  failure 
to undertake a prov;sion review in 1957, considering that the  lists 



supplied to the firm were based on the annual provision review 
undertaken in 1956. The Director of Electrical and Mechanical 
Engineering in his evidence b f o r e  the Special Committee is report- 
ed to have statcd that as changes in the scales for 'A' vehicles had 
been notified by and large before the contract was finalised, the 
Director of Ordnance Services could have carried out the necessary 
corrections in the indent. The Director of Ordnance Services on 
the other hand claimed that the revision could not have been made 
in time as the revised scale which mainly affected the redxt ion 
were received ih December, 1957. Also, an intermediate provision 
review could not be undertaken before the Government sanction for 
th review was issued, which in this cas? was given only in Jmwq 
1958, ix. after the contract had been concluded. 

The Special Committee have stated on this point: "We found it 
difficult to understand how a special review could establish the 
need for such large scale cancellations. The period to be covered 
by it, was longer and additional requirements were, therefore, to be 
expected but not large scale cancellations to the extent of 45 per 
cent. in xralue and 41 per cent. in terms of items." The Special 
Committee came to the conclusion that "the arrangements regarding 
the timely fixation and revision of scales and wastag? rates were 
unsatisfactory. Also, it apptars that there \vas some lack of co- 
ordination b~twecr: the Director of Electrical and Mechanical Engi- 
neering and the Director of 0-lnance Services in x ~ g n r d  to the 
provisioning of spares." The Special Committee recommended that 
"the Ministry of Dcfcnw ma!, arran.ge for a detailed study on pro- 
visioning in the  Army u-ith i~articul:ir !.efercnce to the provisioning 
of sp:irzs for '.1' and  'E' vehicles." 

Thc. Committee are not satisfied with the csplauation for non- 
revision of rivlnircnwnts beforc? placing the final opder in view of 
the fact that rkw:es in the scdes of 'A' vehicles had becn notified 
by the D.E.M.1:. bx December. 1935. Considering that a bulk order 
for spare:, had been placcd on the basis of the review conducted in 
1956, the revision oi requirciiients o : ~  the basis of revised scales 
should h a w  been unr!crtukc,~ in December, 1957 and the final eon- 
tract on the firm should have been deferred till the revised firm 
requirements had been worked out. Tho sanction of Government 
for an intermediate review (which was given in Jan. 1958) could 
also have been expedited. The very fact that after placing the con- 
tract, the D.O.S. was able to complete a special review within four 
weeks, indicates that such a review was necessary and could have 
been conveniently undertaken before placing the final order. The 



Committee understand from Audit that in pursuance of the recem- 
mendation of the Special Committee, a committee was set up in 
April, 1962 to cvanrine all aspeets of provisioning with particular 
reference to provisioning of spares for 'A' and 'B' vehicles. The 
Committee wmld like to know the remedial measures suggested by 
this departments! committee and action taken to streamline the 

[existing prbvisioning procedure. 

14. In para 35 of their Repc);!. tht. Sub-Committee of the P.A.C. 
had referred to the failure to secure the right of reducing, increas- 
ing or cancelling items and quantities within 90 days of signing the 
contract as envisaged in the letter of intent. The Sub-Committee 
had been informed by the Chairman of the Negotiating Committee 
that this clause lind been deliberately included in the letter of in- 
tent as he was familiar with the fluctuations in the M.G.O.'s indents. 
(As no list of doubtful items was attached to the contract, the firm 
repudiated in March 1958 the cancellation of 45 per cent of the stores 
valuing $5.73,000). The explanation given to the Special Commit- 
tee for omission oi the list was that the Indian Supply Mission 
achieved the object by deleting from the contract all items about 
the need for which the M.G.O. had expressed doubts. The Special 
Committee has observed: "Considtring that within a few months of 
the signing of the contract the list of requirements was sought to 
be drastically reduced, we hesitate to accept the argument that the 
list of doubtful Items was sufficiently comprehensive. It would 
appear that on the basis of past experience, it should have been 
possible to pick out ltems the demand for which was likely to 
change." 

The Committee feel that on the basis of the revised scales fod 
'A' vehicles given by the D.E.M.E and the D.O.S.'s own experiencvr 
about the utilisation of 'B' vehicles spares, it should have been possi- 
ble in this case to furnish a list of 'doubtful' items to the firm a t  the 
time of signing the contract. Such an action could have largel j  
avoided gross over-provisioning (45 per cent of the value i.a 
$5,73,000) that actually occurred in this casa 

(b) Cancellation of the sale of surplus spares to the f irm 

15. While discussing this aspect of the matter in Chapter IV, the 
Special Committee has stated: "The justification for the (sub 
sequent) decision (in September, 1957) to sell (the surplus spare 
parts) by open tender rests on the claim that better prices could 
have been obtained by this method and that the deal would have 
been more defensible in the public eye." Eventually a decision wa8 



taken not to dispose of the surplus spiures at all as a result of re- 
appraisal of finances and of the likelihood of certain type of equip- 
ment being available for procurement from abroad. I t  was decid- 
ed that the correct policy would be to repair a large number of 
vehicles and it was considered unwise to dispose of surplus spares 
which might possibly cease to be surplus. The Special Committee 
came to the conclusion that "in these circumstances,.it is quits 
understandable that, if one could not hope to get brand new equip 
ment, o m  would be compelled to revise earlier ideas of require- 
ments and make do with repairing what one has." 

The Ministry of Defence have stated that "about 4250 tons ( a p  
proximate book value Rs. 526 lakh ;) oi' surplus 'A' and 'B' vehicle 
spares were under consideration for sale to MIS. Levy at $100 per 
ton. According to the latest information available, it is estimated 
that out of the above tentative surpluses, spares weighing about 
1382 tons have already been consumed and 374 tons are likely to 
be consumed by March, 1964". The Committee note that less than 
one third of the total quantity of spares was actually utilised before 
December 1961, i .e. more than 4 years after the decision to drop 
the sale of surpluses was taken. 

As pointed out in the concluding portion of para 30 of the report 
ef the Sub-Committee of the P.A.C. the Wence  Ministry was lay- 
ing stress as l a b  as June 1957 on the naed for m early disposal of 
the surplus #to& and it was only after receipt of a letter from the 
firm in September 1957 that the question of the utilisation of wu- 
plus stores appears to have been taken up; even then the appraisa 
ment of the quantity which could really be used up seems to have 
beer defective as evidenced by the large qnantity4till lying un- 
atilised, more than five years after the decision was taken to retain 
(hem. The Committee suggest that a review might be undertalcem 
to see as to which of the spares are such as have not been issued for 
the last several years and are not likely to be used within a reason- 
able time. It  should be d s d  as to which of the items could be 
disposed of so that the depots are relieved of the much needed space 
and expenditure on care and maintenance of unwanted spares. 

(c) Peformance of the contra& i 

(i) Inclusion o j  identical spares in morc thun one place in thr contracd 
with diferent price8 

16. In this connection, in Chapter III of the report, the Special 
Committee haa pointed out: "There war a Arst liet and then an 



ndditional list. Eoth contained some common items with different 
price tags. Both lists were sent at the same time to the India 
Supply Mission." Refxr ing to t he  exkilcmcc of some common items 
in the two l ~ s t s  with ciif'fimxt pric, tygs, the Spccinl Committee has 
stated that "a cnl.cful revision s t  either end could have eliminated 
the  duplica!ion. We ~ h ~ k  it s!~ou'cl be the rcsp~nsibil i ty both of 
the autho21tics i n ~ t i r l t ~ ~ ~ g  the indcnl aild of India Supply Mission to 
scrulinise the lists with a view Lo  id such duplication". The 
nTinistr:,, of Dcfe 7cc hr?\rf> calcul?:c-l t h a t  ovcrlqvmt~nt of a l~out  
$10.000 was mad.  on ~ C ~ C ~ L I I - I ~  of t'ijs. Thc Coninlittee consider it 
unfortunate that such pzitent mi.it&c.; should havc crept in. Tlicy 
siagesf that r r ~ p ~ n k i l - i l i t - .  slin111~l bc fixed for thew mistakes which 
resulted in 311 a-  -.:.;c.,.-n~rnt of about $10,000. The C;ommittec 
would like to i.:formcd whe~!ier this overpayment has been re- 
rovcrcd from the firm. 

17. Wnilc discussilig this nspecf in Chapter TI1 of their rcport, 
the Special Comn:i!te? h x  ~ t a t t d :  "The ord(,r placed on thc firm 
included t h e  itern ki l~i\~!l  as 'Ecntlis joints'. The firm su;,,:'! >d 
'Kzeppa joints' a s  an ';n licu' it,eln. The 0rd:ianc: I h p o t s  carried 
a large surplus of ;he 1zttcr and though a t  firs: objection was rl-iised 
to  the supply of 'Rzeppa joints' as not being ;~ropcsly substitutable 
for 'Bendix joints', on fullcr invc:stiga!ion their sul)s:ii.it~b;:;ty \v,(s 
acceptid. The Technic;-!I Team also has confirmec! t h a t  the  two 
joints are propcrly slLits:: r uisi?'e. In  the, resu: t !  Gr~vc::-nmmt h a w  
received 'Rzcppn jr ::I;s' ii; u.';:c;.i they already h:!d a sui .pl~~s."  The 
Special Carnn~i:tcc has also c,i?rscrvccl that the rrn! fniiure in this 
connection 1ic:s on the  part of tile tcchnical :,athorities in not cstab- 
lishing the intercl:angc3bili:y of ~he:sc two joints before th:. indent 

Thc C:~:sl?~*l:ttc.c feel gravely concerned at this lack of 
technical informa!i~,n with the M.G.O's Organisation. The! Com- ras plaecd. mittec hopc that tlllc, failure would be suitably taken notice of and 
necessary artiotl taken to strcngihr:~i the arrangcmentc for such 
technical informrtticn, as suggcstod hy  the Special Committee. 

The Comm::t:.c are glad to he informed by Audit that the 
Ministry havc issued instructions that prior concurrence of the in- 
Identor should he obtained before supply of 'in l iw '  items. 

18. There was a complaint that jn respwt of cert:iin items cnllcd 
"Refer India" items t3.5 6-ro wanted revi:,ion of tllc ])I ,ccs original- 
ly negotiated, x:l?i..!-~ ?,: : l o  he referred back to India for further 



consideration. I t  was alleged that instead of insisting on the 
original quotation and enforcing their supply at the agreed rates, 
some of them were deleted from the contract and I.S.M. arranged 
for their procurement on separate contracts at higher rates. The 
Director I.S.M., however, has refuted that these items were later 
procured at higher prices. The Committee consider the deletion of 
'Refer India' items from the contract as unjustifiable in view of the 
fact that the wholc transaction was a package deal. The Commit- 
tee would like to be informed of the outcome of the inquiry into the 
matter as suggested by the Special Committee. I 

(iv) Utllisation of spares 

19. According to the information furnished by Audit, the position 
regarding utilisatlon of spares, purchased from the ~LI-m as on 
31-3-1962, was as follows:- 

'A' Vehicles spares  
Out of 763 items, (valued at $329,889 nett) received from the 

firm, 288 items have been totally utilised, 319 items partially utilis- 
ed and the remaining 156 items valued at $33 698 (Rs. 1,63.080) a re  
held without any issues so far. The total value of the stores re- 
maining in stock was $ 108,310 (Rs. 5,09,057) which works out to 
33 per cent approximately of the value of the total receipts. 

'B' Vehicks spares 

Ou! of 1159 items (valucd at  $ 10.69,490) received from the firm, 
529 items have been totally utilised, 351 items partially utilised and 
the rcmaining 579 itcms are held without any issue9 so far. The 
vn:uc of the itcms remaining in stock amounts  to $240,107 
(Rs. 11,28,503) which rcp~-m)nts 22 per cent approsimately of the 
toinl value of these spares 11 ceived. 

The Conunittee feel concern~d at the slow utilisation of the 
spares. This is a further confirmation of the fact that there has 
hcen considerable over-provisioning of spares as a result of this 
Agreement. They would like to have a further report about the 
progress in the utilisation of these spares. 

20. Under the terms of the contract the supplies were to be 
completed by 18-12-1958. This date was further extended to 18-3- 
1959. According to the information supplied to Audit by the 
Ministry of Defence, supply of 'B' vehicles spares was completed on 



29-7-1959 and of 'A' vehicles spares on 17-2-1S0, the latter nearly a 
year after the extended date of supply. Moreover, according to the 
information available with Audit, out of the 3255 items to be sup- 
plied, discrepencies were reported by the depots in 878 cases and 
the total value of these discrepencies was $1,68,412. The 
value of these discrepencies was reduced to $49,985 and $974 on 
1-12-1960 and 31-12-1962 respectively. The Committee are, there- 
fore, surprised to note a categorical statement in Chapbes I1 of the 
Special Committee's Report that "the supplies contracted for were, 

I in point of fact, made in full and in time." The Committee would 
like to be furnished with a note explaining this anomally. 

(d) General 

21. On the qilestion of the justification for negotiating with the 
firm without inviting tenders, the Special Committee has observed: 
"When supplies were difficult and involved fresh manufacture, one 
would naturally negotiate with the firm most likely to be able to 
supply the whole range of spares needed. In the circumstances, the 
choice of this particular firm to negotiate with was not unreascm- 
able." In regard to the prices negotiated with the firm, the Special 
Committee has stated "it would be difficult to arrive at precise 
figures of prices for the purchase of these difficult spares. Figures 
showing reductions from the original quotations of the supplying 
firm are not of any real importance, as the original quotations were 
known to be high. Conversation of war-time prices into current 
prices also could have been only an indication and no more, for 
these items had ceased to be in current production. On the other 
hand, they must have acquired an artificial scarcity value. The 
price paid for items already procured was a good indication, but 
that helped only in a comparatively small percentage of the total 
items. Estimates of price on 'visual examination' were no more 
than rough guesses. In these circumstances, the Negotiating Com- 
mittee could only have bargained to get the firm's prices down as 
much as they could. They were not in a position (except in regard 
to recently purchased articles) to check the prices against figures 
which would have stood that test of the 'market rate'. But they 
did succeed in obtaining substantial reductions and the final prices 
were not on an overall view, out of line with their own estimates." 

The following facts brought out in the report of the Sub-Commit- 
tee of the P.AC. have not been disputed: 

(i) Before the letter of intent was issued to Messrs Levy on 
May 4, 1957, an offer was received from a firm in Bombay dering 



signal spares at a price which was Rs. 6 lakhs lower than quote& 
by the foreign Arm. 

(ii) When in September, 1957, India Supply Mission was autho- 
rised to conclude the deal, they reported on October 9, that they had 
received a more attractive o f i r  from another foreign firm for the  
full range of spares. . 

(iii) The market quotations obtained by the I S M .  when a sub- 
sequent demand arose in 1958 were lower than the prices accepted 
by the Negotiating Committee. The Special Committee themselves 
have referred to this and observed that this contract was subse- 
quently concluded by I.S.M. with Messrs Levy, after negotiations, 
for $2,00,000 worth of spares, the cost of which on the basis of the 
prices agreed to by the Negotiating Committee was $2,37,000. The 
Special Committee have also stated that though the figures were 
only partially comparable, they would give an indication of the 
margin of reduction possible if the buyer codd afford to wait. 

In view of the above, the Committee cx)nsider it unfortunate that 
&e suggestion to obtain prices through the India Supply Mission, 
Washington made earlier by both the Financial Advipers, Dsfemm 
Services and Ministry of Works, Housing and Supply was not im- 
plemented. 

22. From some of the unsatisfactory featares as brought to light 
by the investigation of the Special Committee, the committee have 
come to the conclusion that the letter of intent sent to the firm artr 
based on incorrect assessment of the requirements necessitating snb- 
stangal modifications later. This resulted in considerable over- 
provisioning of stores. The Committee do appreciate that d o p s  
may arise for the Ministry of Defence to arrive at special agreements 
for urgent procurement of military stores by dispemsing with 
normal procedures. The Committee, however, hope that the Minis- 
try will profit by their experience in this case and enter into specid 
agreements only where it is abmlntely necessary to do so after 
examining all the pnos and cons of the situation and bane their pro- 
posals on w data so as to avoid the contingency of shifting the 
ground subsequently. 

Delay in provision of covered accommodation-paras 41-44 of 351th 
Report (Second Lok Sabha) 

23. No covered accommodation was available at a 1~ew statdoe 
where an ammunition depot wss shifted in 19.18. Owing to storage 
@f ammunition in the open, they had to be downgraded as either un- 



.serviceable (Rs. 23 lakhs) or as requiring repairs (Rs. 22 lakhs). A 
proposal was made by Depot authorities in 1950 for provision for 
37.1 Nisscn huts a t  a ~ 1 s t  of Rs. 6.85 lakhs to  provide cover for the 
nmmunitron but this was not accepted. But in October 1958 Gov- 
ernment sanction was nccovlc~l for plovis9on of 184 Nissen huts, a t  
thc Depi7L at 3 cost of Rs. 5 . 6  lakhs. but the work was not taken in 
ha:.d till Deccmbe~ 1959 

The Committee of lbGil-!X w t m  told that in 1950 field storage 
was considered adc:lu::tc .is it u-a s c : . , ~ c ~ t , d  that a dccision ~ r g n r d -  
ing permanent location of the de;)o!.: \vould nol t:~ke long later, 
as thc decision on !he l>~'.i1?311: !I: lo(:::' ; O I ~  o l  t!~? dc;)ol. was delayed 
i t  \v;ls dcc;dcd til pru..ide :;<>rnc t~ mp;?ra:.y :~:.:.i,mm,:tl:iti:m in the 
depot. The PAC rsprcsscd s:i:'prise that !hr. :~ulhorities should 
hayp t a b n  12 ycal-s ! o  tic6dc. on :he perm:inc.nt location of  the 
c.iepot. In their vicn- it n.as :,!I uufnrtunatv r!wis:on to provide 
field storage accommn~latinn :or smmunltion. Non-nccc~ptnnce of 
tho proposal of the dclmt nuthoritivs . ~ r  !):.c?vision of Vissen in 1950 
was ci grave error. 

In a not? submitted t o  t h ~  Committee (Appendix LXXXVIII to 
the statemellt of outstanJing recommc~ndations) the Ministry of 
Defence havc stated that the clrpo! was estnbIisl1ccf in 1948 when it 
becam? ntressary for strategic r (  :!SOP:; to close down the tlien exist- 
ing depot. The Ministry have stated that viewed in retrospect it 
might appear that the r:c>n-accc~.!ailcc o+ the proposal in 1950 for the 
provision of Njssen huts lvas a mistake. Actually, however, in 
September 1951 it was observed tha; the total cost of the project 
would be Rs. 34 lakhs although i t  wrlr l ! ~ ! . n t i ~ n e d  that the provision 
of r\;is.cn huts w w l d  c.xt approximate!:: 1;s. 6.8.5 lakhs. The Army 
authorities felt while examining this project that i t  might not be 
advisable to pursue such a costly project on a temporary basis. 
Subsequently, it was decided to providc pre-fabricated shedding a t  
the depot and this project was completed in Junc  1961 at a cost of 
Rs. 5 .6  Iakhs. The accommoda!ion already constructed repre.sents 
approximately 60 per cent provisjon nn the basis of the existing 
holdings of serviceable and repairable ammunition. 

The Conunittee are not convincrcl of the vsFrlitj. t,! 1 i . e .  . , rgi~-  
ments advanced for the non-acceptance of the piwposal of thc Ikpot 
authoritieq in 1950. The fact that in 1961 prefabricated sheddin!: 
could he actually constructed at a cost of Rs. 5.6 lakhs only for GO 
per ccnt of the holdings of the depot, reinforces the observation of 
the Committee of 1960-lil that tho non-acccptancc of the proposal In 
1950 was a grave error. The Committee are also surprised how the 



total c a t  of the project (providing Nissen huts) was estimated at' 
Rs. 34 lakhs by the Board in September 1951 as against the original 
estimate of Rs. 6.85 lakhs for providing Nissen huts. This clearly 
exhibits a lack of proper scrutiny, supervision and judgment on the 
part of the authorities concerned. 

April 16, 1963 Public Accounts Committee. 
Chaitra 26, 1885 (Saka) .  
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APPENDIX I 

MINISTRY OF DEFENCE 

Note containing Government's comments on the r ecmMdat ions / '  
observations made in the Report of the Special Committee of 
Secretaries in regard to the contract for the supply of mechanicat 
transport spares with Messrs Levy Auto Parts of Canada. 

In paragraph 46 of the 28th Report dealing with the contract for 
supply of mechanical transport spares with Messrs. Luvy Auto Parts 
of Canada, the Public Accounts Committee considered t h t  the case 
required an impartial investipation with reference t3  the following 
aspects: - 

(i) The justification for negotiating with the firm without 
inviting open tenders; 

(ii) The safeguards taken to protect the interests of Govern- 
ment aqninst the risk of high prices inhxent in a single 
negotiated contract; 

(iii) The reLi.ons f c  r the f a ~ l u r ~  to undertake ~pecia! review for 
assewng t h ~  firm requirement of spares before the find 
conclusion of the contract; 

(iv) The reasons :)*at IcJ t o  t!le cancellatian of the sale of 
surpla:; sp:lres to the firm; 

(v) The p,-rfor.ma:cs o f  thc  cmtract with reference to its 
terms and cond~tions; and 

(vi) Fisat~on of resyms;bdity on indivduds for  lapse;, if  any, 
w;d introduction of remedial mcasures ior future. 

2. On the  19th May, 1960. a Special Committee was accordingiy 
set up with the Cabinet Sccre:.;ry 3s Chairnlsn and the follo:v~ng 
Secretaries of Gwernrncnt as  Members of the Conlmittee:- 

(1) Shri S. S. Khera 
(2) Shri T. Sivasankar 
(3) Shri P. M. Menon 

The above Committee was requested to investigate the various 
aspects of the contract with Messrs. Levy Auto Parts of Canada for 
the supply of mechanical transport spares and they were given the 



.aspects pointed out by the Public Accounts Camanittee as Terns of 
m e r e n e e .  

3. 
the 1 
from 

The Special Committee submitted its Report to Government on 
9th May, 1961. A copy of the letter, dated 19th May, 1961 
the Chairman of the Committee addressed to the Defence Min- 

ister and e copy of the Report are forwarded herewith for the infor- 
mation of the Public Accounts Committee. The observations of the 
Committee on the specific aspects pointed out by the Public Accounts 
Committee in its 28th Report end the comments of the Ministry of 
'Defence thereon where necessary are given below:- 

(i) The justification for negotiating with the firm without inviting 
open tenders. 

-Commit tee's Views: 
-I 

There is no doubt that the firm in question has been by far the 
biggest supplier of these spares in the past. I t  was known to be 
well organised for supply of such spares. The information furnish- 
ed by the Defence Ministry justifies their claim that the usual pro- 
cedure would not have enabled the vehicles to be put in order in a 
reasonable time. According to the Ministry of Works, Housing and 
Supply the full range of spares was not being supplied to the Defence 
Ministry against indents placed on India Supply Mission Washington 
prior to May 1956. When supplies were difficult and involved a 
fresh manufacture, one would naturally negotiate with the firm most 
likely to be able to supply the whole range of spares needed. In 
t h e  circumstnnces, the choice of the particular firm to negotiate with 
-was not unreasomble. 

,(ii) The safeguards taken to protect the interest of Government 
against the risk of high prices inherent in. a single negotiated 

contract. 

.Committee's Views: 

It was known that the firm selected had a tendency to quote high 
prices. Considering that these spares were not ordinary commodi- 
ties in the market, it would have been surprising if high prices were 
not quoted by  anyone who possessed extensive supplies of them or 
had  hopes of acquiring them. A negotiating committee was set up 
under the orders of Minister of Defence Organisation with the con- 
lcurrence of the Minister of Works, Housing and Supply and the Minis- 
.ter of Finance. This Committee, after prolonged bargaining, was able 
to effect a reduction from the Original quotation of the Arm by about 
3 8  per cent. in the case of 'A' vehicles spares and 32 per cent. in tbs 



)case of 'B' vehicles spares. From the information furnished by the 
Defence Ministry about some competing offers which were received 
during negotmtions, it was observed that the prices quoted were, by 
and large higher than those agreed to with this firm. By comparing 
the prices agreed to with the firm with a subsequent deal for the 
purchase of these spares by the India Supply Mission, Washington, 
on the results of open tenders, it was clear that the prices settled by 
the Negotiating Committee were nat unreasonable. Wherever pos- 
sible, the Negotiating Committee used the quotations already avail- 
able with the India Supply Mission, Washington, for the purpose of 
settling the prices of individual items. They aLso took the precau- 
tion of putting in a clause whereby in case some previous quotations 
reixived by the India Supply Mission had not been considered by the 
Negotiating Committee or there had been a mistake prices could be 
revised by the India Supply Mission even after settlement by the 
Negotiating Committee. The payment terms negotiated by the 
Committee were such that the financial risk to Government was 
guarded against. The final terms agreed to were that only 80 per 
rent. payment would be made on each shipment of balanced spares 
and the rest would be payable after two years. We think that, on 
&his point, the precautions taken were adequate. 

qiii) Reasons for  the failure to undertake special review for assessing 
.the firm req~liresnext of spares before the fiwl CO~~CZUSCO~ of the 

cont~act .  
I -  , Committee's Views: i i i  

The arrangements regarding the timely fixation and revision of 
scdles and wastage rates were unsatisfactory. It appears that there 
was some lack of coordination between the Director of Electrical and 
Mechanical Engineering and the Director of Ordnance Services in 
regard to the provisioning of spares. We recognise that settlement 
of d e s ,  and rates of wastage is not an easy task particularly in 
respect of obsolete vehicles. Difficulty also arises from the changes 
Ln palicy regarding maintenance and repair of equipment and 
ehange-over to new equipment. Major policy decisions based on 
world events and overall Defence considerations may affect the 
details of pkwisioning h m  time to time. The techniques of repair 
and maintenance adopted from time to time will inevitably have a 
W n g  on scales and where adequate experience in fixing scales is 
lacking, allowance has to be made for divergences between the scaled 
quantities and actual quantities utilised. These features of provi- 
sioning in the Army should be gone into carefully and, as a first 
step, action should be taken to ensure adequate coordination bet- 
,ween the Director of Electrical and Mechanical Engineering and 
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the Director of Ordnance Services. We reoornmend that the Min- 
istry of Defence may arrange for a detailea study on provisioning in 
the Army with particular reference to the provisioning of spares 
for 'A' and 'B' vehicles. 

Defenct Ministry's Comments: 

It is proposd to have all aspects of provisioning, with particular 
reference to provisioning of 'A' and 'B' vehicles spares, investigated 
by a committee. 

(iv) The 7easolzs that led to the cancellution of sale of surplus spares 
to the firm. 

Committee's Views: 

In September 1957, the firm, as a result of ciscussions with the 
Ministry of Defence, wrote saying that, in order to expedite the con- 
tract to supply spares, the proposal to purchase surplus spares might 
be dropped with the exception of a negligible quantity of approxi- 
mately 100 tons or so of a selected item to which they were com- 
mitted. It was then decided with the approval of the Deputy Min- 
ister that the surpluses should be declared to the Director General of 
Supplies and Disposals. T h ~ s  decision marked a reverwl of the 
policy to dispose of the surpluses at a price negotiated with a single 
firm. I t  does not appear to us that the later decision was neces- 
sarily a bad one. The case is not comparable with that of purchuse 
of sparcy. Those spares were urgently needed. The disposal of 
surpluws could wait. The justification for the decision to sell by 
open tender rests on the claim that better prices could have been 
obtained by this method and that the deal would have been more 
defensible in the public eye. There is no indicution that any of 
these changes adversely affected the main transaction for the pur- 
chase of urgently needed spares. Eventually, a decision was taken 
nut to dispose of the surplus spares at all as a result of re-appraisal 
of the f inaces and of the likelihood of certain types of equipment 
being available for procurement from abroad. It was decided that 
the correct policy would be to repair a larger number of vehicles 
and it was considered unwise to dispose of surplus spares which 
might possibly cease to be surplus. The Defence Ministry has fur- 
nished figures to show that a portion of the spares originally sought 
to be sold has, in fect, been utilised and more are likely to be utilised 
in the near future. Defence requirements change and so does the 
ability of Government to provide the necessary foreign exchange. 
At one time, foreign governments may be willing to sell us equip- 
ment of the kind needed and, at another, the problem of procurement 



becomes more acute. In these circumstances, it is quite under- 
standable that, if one could not hope to get brand new equipment, 
one would be compelled to revise earlier ideas of requirements and 
make do with repairing what one has. 

Defence Ministry's Views: 

About 4,250 tons (approximate book value Rs. 526 lakhs) of sur- 
plus 'A' & 'B' vehicle spares were under consideration for sale to 
M/s Levys at $110 per ton. According to the latest information 
available, it is estimated that out of the above tentative surpluses, 
spares weighing about 1,382 tons have already been consumed and 
374 tons are likely to be consumed by March 1964. The book value 
of these 1,756 tons of spares is estimated at $35.98 lakhs (approxi- 
mately Rq. 173 lakhs). The sale of 1,756 tons of spares to Levy 
would have fetched $1.93 lakhs (or Rs. 9 lakhs approximately). The 
net gain to Government mqy, therefore, be assessed as Rs. 164 lakhs. 
The present procurement cost of the 1,756 tons of spares may be 
higher and even be assessed as about double their book value, uiz.. 
Rs. 346 lakhs. The gain to Government may on this basis be assess- 
ed as Rs. 337 lakhs approximately. In addition, large quantities of 
these spares nre likely to be useful during later years ( i . e .  bevond 
31-3-1964). 

The Army Headqu3rters have stated that the stores accepted were 
new and unused and, when in-!ieu items were accepted, these were 
fully intrrchangeab!e with those originally scheduled. Supplies 
have been made in ful! escept for 3 few items and some items In 
regard to which discrepancies had been raised. The Director of 
Ordnance Services has informed that nearly all these have either 
been settled or an agreement has been made as to how they would 
be settled. The position on 1st December, 1960 was that the total 
wlue of the discrepancies where mode of settlement had been agreed 
to and yet to be settled was $49,985.45. From his experience of 
d h e r  transactions, the D.O.S. considered this a satisfactory perform- 
ance. Considering that this deal related to about 3,000 items of 
spare parts of the total gross value of over 1,260,000 dollars, this 
assessment is not unreasonable. 



Defence Minisf. q ' s  Conaments: 

Accurding to the latest informtion available from the Army 
Headquarters, all the discrepancies which were raised by the Army 
Authorities have been practically settled. 

(b) Balanced shipments of spares 
~omnaitte2s Views : 

With a view to ensuring the procurement of the full range of 
spares within a reasonable time, a provision was included in the 
contract that each shipment should contain balanced quantities of 
spares. In case the firm was unable to comply with this require- 
ment in individual shipments, 80 per cent. payment was to be defer- 
red till such time as they met this requirement in subsequent ship- 
ments. The idea underlying the insertion of such a clause was to 
avoid a contingency whereby the firm would leave the contract 
uncompleted by leaving out difficult or unprofitable items. The 
balanced shipment cleuse, with the final payment provision, was a 
financial safeguard to ensure that payment was not made before 
balancing and also acted as a deterrent against haphaard supplies. 
It also provided a substantial financial incentive to the firm to supply 
the full range of spares. The Defence Ministry has furnished the 
results of some detailed analysis made by U1t.m regarding the ope- 
ration of the balanced shipment clause and, from the analysis, it 
would appear that the supplies were, by and large, balanced, if not 
in each shipment, in the course of shipments covering two or three 
months. Where they were not balanced, payment was held back 
as provided for in the contract. It seems to us that the balamed 
shipment clause was reasonably effective in achieving its object, that 
is under the pressure of financial consquences, the spares should 
reach us in a balanced manner within a reasonable time. 

(c )  lnclusiol; of identical spares in more than o w  place i , ~  the 
contract with d i f e ra t  prices 

Committee's Views: 

While the India Supply Missmn Washington claims that it was 
the duty of the D.O.S. to have ensured that there was no duplication, 
the Ministry of Defence feel that it was for the India Supply Mission 
to ensure that correct prices were pad Although it is true that, 
in a normal indent for purchase of stores from abroad, the respon- 
sibility for ensuring correct pricing would rest on the India Supply 
Musiun, ,I, this case, the schedules were pmqamd by the Depots 
under the Master General of Ordrmm and there were two lists of 
items which were sent to the I.S.M. at the same time. A careful 



revision at either and would have eliminated the duplication. We 
think it should be the responsibility both of the authorities negotiat- 
ing the indent and of the India Supply Mission to scrutinise the lists 
with a view to avoiding such duplication. 

Defcnce Ministry's Comments: 

The duplication of the same set of items in different lists is not 
llkely to occur in future, as, normally, all the items required at one 
time are indented for in one list. In the special circumstances of 
the contract with Messrs. Levy Auto Parts, in view of the time-lag 
between the preparation of the fist list of requirements and the 
conclusion of the contract, a supplementary list of the same items 
had to be prepared and sent to I.S.14. before the contract was con- 
cluded. In normal cases of indenting on I.S.M. Washington, this is 
not likely to occur. In the cast. of contract with Levy Auto Parts, 
the firm had agreed to refund the overpayment of about $10,001) 
made on account of different prices for the same items in the con- 
tract and this amount will be deducted from the dues payable by 
Government before the final settlement. 

Committee's Views: 

This matter was investiguted by a technical team xvhich was 
required to examine certain items of spare parts and to report whe- 
ther the stores received were the stores indented, and, if not, whe- 
ther the items, which were accepted, fully conformed to the required 
specifications and, in case, substitutes were accepted. whether they 
were fully interchangeable. The team was also to carry out a 
similar sample test for other items selected at random. Fram the 
report submitted by the team. it appears that the parts accepted 
were good and proper and, where substitutes were accepted, they 
were fully interchangeable and met t.he requirements of the Ser- 
vices. The team has also stated that the spares were new and 
unused and were generally sat isfacto~.  

(e) Acceptance of Rzeppa Joints in lien of Bendix Joints 

Committee's Views: 

The Committee has observed that two paints had to be looked 
into in this respect, viz., whether provision in the contract regarding 
e y  of %-lieu' parts was praper and secondly, whether it was not 
lxrsJible for tk technical authorities to anticipate that Rzeppa Joints 



could be used in place of Bendix Joints. On the question of add- 
sability of n provision for substitution in contracts, this is a normal 
feature of contracts placed by the India Supply MIission Washington 
particularly those for supply of spares relating to obsolete equip- 
ment~. The 'in-lieu' part is accepted on the guarantee of the sup- 
plier that jt can be used in place of the item demanded and if it does 
not prove suitable, it will be replaced or modified at the supplier's 
expense. Past experience has shown that cases of in-lieu supplies 
not proving suitable were few and far between and it was felt that 
if in-lieu items were not permitted to be tendered, the supplier 
would usually ask for relaxation and the only result will be delay. 
The Cornmittee, therefore, felt that provision for supplying inter- 
changeable parts in-lieu appeared reasonable. 

Defence Ministry's Comments: 

The question of acceptance of in-lieu items has been re-examined 
and it has been decided to ask the Ministry of W.H. & S, to delete 
the relevant provision in the contract and make it obligatory on the 
part of the supplier to obtain the indentor's prior approval before 
supplying in-lieu Items. 

The Committee has also added t h t  the real failure was on the 
part of the technical authorities in not establishing the interchange- 
ability of these two joints before the indent was placed and has 
suggested that arrangements in regard to collection of such i e c h i ~ . . l  
information should be strengthened. This point will be considered 
further and suitable nction taken in due course. 

( f )  Liquidated damcges for delay~d szcpplies 

Comnril.tee's Views: 
No penalty for delayed deliveries was imposed on the firm nor 

were efforts made to purchase undelivered items elsewhere at the 
risk and expense of the supplier. The firm in America do not gene- 
rally agree to the implementation of the 'Liquidated Damages' clause, 
and the usual practice is not to enforce the same. The firm under 
reference was the main source of supply for our requirements of 
obsolete spares and there was not much scope for attempting risk 
purchases from other sources. 

(g) 'Refer India Items' 
Committee's Views: 

There was a complaint that in respect of certain items d e d  
'Refer India Items' where the firm wanted revision of prices origi- 



m u y  negotiated and which had to be referred back to India for fur- 
ther consideration, 1.S.M. Washington arranged for their procure- 
,merit on separate contracts at higher prices. The Committee has 
desired that further enquiry should be made to ascertain which 
items were referred to India and whether any of the items were 
.subsequent1 y procured a t  higher prices. 

.Defence Ministry's Comments: I 

The Ministry of Defence has taken up this matter with the Min- 
istry of W.H. & S. and the ISM.  Washington and the position in 
regard to these 'refer India items' will be intimated later on. 

(h) Intimation about sources of supply ,  i.e., from stock or from fresh 
numufactuse 

Committee's Views: 

Under the contract, within 90 days from the placement of the 
contract, the firm was to supply e statement indicating which of the 
items would be supplied from stocks and which by way of new 
manufacture. The provisions of this clause were technically fulfill- 
ed by the firm only in respect of 20 items. The failure of the Arm 
to comply with this in respect of all the items covered by the con- 
tract should have been taken up by the I.S.M. Washington and pur- 
sued vigorously. In any case, the failure of the firm to comply 
with this clause did not affect the Anal performance of the contract. 
All the spares indented for were received in good condition and the 
discrepancies raised were duly settled to the satisfaction of the depot 
authorities. 

(vi) Fixation of responsibility on  individuals for lapses, if any,  and 
introduction of remedial mecrsures fot future. 

The Committee has observed that the whole transaction has to be 
~udged against the background of Government's need. One cannot 
take much risk with the needs of Defence. The Arm was known 
to be a well-established one which had been the best supplier of 
these scarce sppres in the past. It undertook to make a complete 
supply and in a responsible time. Adequate precuution was taken 
to ensure this and the supplies contracted for were in point of fact 
made in full and in time. There were inherent difllculties in deter- 
mining market prices but the spares represented only a small pro- 
portion of the cost of a whole vehicle. In the light of this, the 
Committee did not think that any further action was necessary to 
fix responsibility in respect of this part of the case, vk., of negotkt 
ing with the firm and settlement of prices. . 



The other aspect referred to by the P.A.C. related to the reascum- 
of failure to undertake a special review for assassing the firm require- 
ments before conclusion of the contract. The Special Committee 
had observed that the necessity for cancellation of a large number 
of items soon after the conclusion of the contract arose mainly due 
to unsatisfactory arrangements for timely fixation and revision of 
scales and wastage rates There is also lack of coordinution bet- 
ween ther D.E.M.E. & D.O.S. in regard to provisioning. As such the 
Special Committee has recommended that a detailed study 01 pro- 
visioning in the Army with particular reference to the provisioning 
of spares for 'A' 6: 'B' Vehicles should be arranged. As indicated 
earlier. lt is proposed to set up a Committee to  investignte into this 
matter. No individuals could he held responsible for the lapses, if 
any. and as such the question of disciplinary action does not ark* 
Necessary remedm1 measures will he taken on t h ~  b ~ ~ i s  of t h r  
rcport o f  the pr~3posed Committee 

In regard to the cancellation of thc sale of surplus spares to  thc~ 
firm, the Specid Connittee did not find the decision to stop the 
sale of surplus spares as having resulted in any loss or disadvantage 
to the State. On the other hand it  has resulted in  considerable 
gain to the Government on account ot the utilisation of  a portion nf 
surplus spares which were originally proposed to be s ~ l d  to the firm 
[mde details of values furnished at  the end of sub-pra (iv) above). 

4. 11; page 11 of 11s report the Special Committee has  re fe r rd  
to  a complaint that certain articles which could have heen indigc- 
nously produced had r)een contracted for at exhorbitant prices The 
Committee itself has pointed out that thew were no certain mean? 
of deciding which of such articles could he ind:genoualy produced 
It is one thing to identify czrticles whlch are in regular productim 
In the country but another to try to eliminate t h e  which art. not 
In regular production and to procure wh~ch one would have to make 
contraclk with small jobber firms 19s there were some 3,000 items 
t o  be purchased, it is possible that given time and effort, some more 
]terns couId have been deleted from the final list. The Committee 
therefore, suggested that a technical group should make an  inde- 
pendent scrutiny of the final list to examine which of the items 
included in the indent could h v e  been produced indigenously with- 
out heavy cost. A Sub-Committee of two technical experts was 
set up and this Sub-committee submitted its report on the 20th- 
May, 1961. The Sub-Committee was able to select only 7 items 
relating to 'B' vehicle spares and 19 items relating to  'A' vehick 
spares in respect of which indigenous sources could have been, 
deftnftdy tried. The tdal value of these 26 items according ton 
contract prices comes to $16,283.45 which is only a little more tham 



1 per cent. of the total d u e  of the contract. The Sub-Committee 
has not been able to indicate whether these items could have been 
manufactured indigenously without excessive cost. In the context 
of the large number of items and the total cost of the contract, the 
n~imber of items, which in the opinion of the Sub-Committee could 
have kei1 deleted or  tried f.or indigenous procurement, f o n n s  only a 
nc.gligi'ole fraction. 

w 

Sd./- R. P. SARATHY, 
Additional Secy., 

Ministry of Defence. 
7-12-1961. 



"Report of the Committee of Secretaries on the contract far Supply 
of Mechunical Transpm Spares dealt with in t?w 28th Report 

(2nd Lok Sabha) of the Public Accounts Committee 

CHAPTER I 
In the 28th Report on the case referred to in paragraph 13 of the 

Audit Report (Defence Services) of 1959 regarding a contract en- 
tered into by the Ministry of Defence for the supply of mechanical 
transport spares, the Public Accounts Committee approved the re- 
port of its Sub-conunittee dated April 14. 1960 Paragraph 46 of this 
report reads as follows:- 

"In conclusion, the Sub-committee would like to observe that 
they arc far from happy at the manner in which the 
contract had been concluded and executed. They, there- 
fore, consider that the case required an impartial in- 
vestigation with reference to the following aspects: - 

(i) The justification for negotiating with the firm without in- 
viting open tenders; 

(ii) The safeguards taken to protect the interests of Govern- 
ment against the risk of high prices inherent in a single 
negotiated contract; 

(iii) The reasons for the failure to undertake special review 
for assessing the firm requirement of spares before the 
final conclusion of the contract; 

(iv) The reasons that led to the cancellation of the sale of 
surplus spares to the fum; 

(v) The performance of the contract with reference to its 
terms and conditions; 

(vi) Fixation of responsibility on individuals for lapses, if 
any, and introduction of remedial measures for future." 

In accordance with this recommendation, a committee of enquiry 
was appointed with the Cabinet Secretary, Shri Vishnu Sahay, as 
Chairman and the following Secretaries to Government as Mem- 
*hers: - 

(i) Shri S. S .  Khera, Secretary. Department of Mines and 
Fuel. 



(ii) Shri T. Sivasankar, Secretary, Ministry of Worka, Hous- 
ing and Supply. 

(iii) Shri P. M. Menon, Secretary, Ministry of Labour. 

Shri T. R. S. Murthy, Deputy Financial Adviser in the Ministry of 
Finance (Defence) was appointed as Secretary of the Committee. - 

The Committee held its first meeting under the Chairmanship of 
Shri Vishnu Sahay on May 27, 1960. During Shri Vishnu Sahay's 
absence from November 11, 1960 to March 8, 1961, Shri B. N. Jha  was 
Chairman of the Committee as Cabinet Secretary. 

We called for detailed information on the various aspects of the 
case referred to in paragraph 46 of the Sub-Committee's report from 
the Ministries of Defence and Works, Housing and Supply, and have 
also studied the relevant Ales made available to us by the Ministry 
of Defence and Master General of Ordnance and examined the 
following officers, who dealt with the case at  various stages:- 

(i) Lt. Gen. M. S. Wadalia, Deputy Chief of Anny Staff. 
(ii) Lt. Gen. L. P. Sen, Chief of General Staff. 
(iii) Lt. Gen. S. D. Verma, G.O.C., XV Corps. 
(iv) Maj. Gen. W. T. Wilson, Director of Ordnance Services. 
(v) Maj. Gen. Harkirat Singh, Engineer-in-Chief. 
(vi) Maj. Gen. R. N. Nehra, Deputy Quartermaster General. 

(vii) Brig. P. V. Subramanyam, Director of Vehicles and Engi- 
neering. 

(viii) Shri S. Jayasankar, Financia! Advis;.r, Defence Services. 
(ix) Shri P. K. Basu, Director of Audit, Defence Services. 

(x) Shri R. P. Sarathy, Additional Secretary, Ministry of De- 
fence. 

(xi) Shri N. N. Wanchoo, Secretary (Expenditure), Ministry 
of Finance (formerly Joint Secretary Ministry of De- 
fence). 

(xii) Shri M. R. Sachdev, Secretary, mnistry of Irrigation & 
Power (formerly Secretary, Ministry of WH&S). 

Of these, Shri Basu, Brig Subramanyarn, Lt. Gen. Wadalia, Lt. Gen. 
Verma and Lt. Gen. .Sen do not appear to have given evidence before 
the Sub-committee of the Public Accounts Committee. Lt. Gen. 
Wadalia was Chief of General Staff, when the deal was initiated and 



Lt. Gen. Verma and Lt. Gen. Sen were Master General of Ordnance 
at various relevant periods. Brig. Subramanyarn was Director d 
Vehicles & Engineering and in that capacity was responsible to the 
Ministry of Defence (as distinguished from Army Headquarters) for 
technical advice relating to vehicles. 

Apart from the points at issue arislng from the comments contain- 
ed in the Report of the Sub-Committee of the Public Accounts Com- 
mittee, both as regards the negotiation and execution of the contract, 
we have taken account of the allegations contained in the letter from 
an informant to the Comptroller and Auditor General. which is re- 
ferred to in paragraph 41 of that Report. One of the points for deci- 
sion was whether the spare parts received from the supplying firm 
were the r g h t  ones. We asked a technical team to go into this. The 
team consisted of B r ~ g  M. E; Rao of the EME's Branch of Mastm 
General of Ordnance, Brig. Subramanyam of the Ministry of De- 
fence and Shrl N T. Gopala Iyengar of the Development Wing of the 
Ministry of Commerce and Industry and their report has helped in 
providing an independent check on this point. 

We thought that the evidence given before the Sub-Sommittee of 
the Public Accounts Committee would be of assistance in our en- 
quiry and asked the Ministry of Defence to enquire whether it could 
be made available to us. We were informed that "according to a 
communication received from t h e  h k  Sabha Swwtariat, the Speaker 
regretted that in consonance with well established parliamentary 
practice. a copy of the evidence could not he supplied." Our observa- 
tions and conclusions are, therefore, based on evidence which was 
available to us and not on that Dven before the Sub-committee of 
the Public Accounts Committee. 

We wish to place on record here our appreciation of the assistance 
a v e n  to us by the witnesses and the members of the technical team 
mentioned above and by the Ministries of Defence and Works, Hous- 
ing and Supply. 

We also wish to place on record our appreciation of the work 
done by the Secretary of the Committee, Shri T. R. S. Murthy. He 
has devoted himself unstintingly to the work involved in the assem- 
bling of the records and examining of the evidence and in the drafting 
of our report. 

CHAPTER I1 

Tfie broad history of the case, which it is unrrecessary for us to 
recapitulate in full, is stated in paragrapha 1 to 19 of tho rep& UP the 
&ab-Cmmittac of the Public Accounts Committee, 



The first point requiring investigation, as stated in parasaph 46 
of this report, is the justification for negotiating with a single f i m ~ ~  
without inviting open tenders. 

The Defence Ministry claim that, in order to understand the back- 
ground of the decision to carry on negotiations with a single firm 
without inviting tenders, it is necessary to take note of the ps i t ion  
regarding spares which prevailed at the time. There were large num- 
bers of vehicles of American origin of World War 11 vintage which 
it was urgently necessary to put in order and to supply with the 
appropriate spares for rr~aintenance. The past history of tenders pt 
out by the normal purchasing organisations of G o v e m e n t  was mch 
that, apart from deiay, the full range of the spares needed was not 
obtained in a balanced way. It was not possible to keep these vehi- 
cles in order or to put them into order unless all the spares were 
available to the repairing authorities. The production of these vehi- 
d e s  in the originating countries had stopped and that was a handicap 
to spares being purchased as part of n m a l  market operations. Many 
of the spares were not available in the market and it would have been 
necessary for the supplying f u n  to manufacture them. Procurement 
of articles, which have to be specially manufactured in response to a 
comparatively small order, is very different from procurement of 
articles in the market. Past experience had shown that a certain fum 
had been the most considerable supplier of spares of this type and 
when it came forward with the offer to undertake a balanced supply, 
whether from ready stock or from fresh manufacture, the Ministry 
felt that considering their urgent need it was desirable to undertake 
negotiations with this fhn,  with suitable precautions regarding price 
fixation, rather than repeat the previous practice of going out for 
tenders, which past experience had shown to be infructuous. The 
firm undertook to complete the supplies within twelve months of the 
signing of the contract. 

There is no doubt that the firm in question had been by far the 
biggest supplier of these spares in the past. It was known to be well- 
organised far supply of such spares. We have been supplied a state- 
ment showing thc results of the procurement procedure previously 
followed and that information justifies the Defence Ministry's claim 
that the usual procedure would not have enabled these vehicles to be 
put in order in a reasonable time. In the words of the Ministry of 
Works, Housing and Supply "since spare parts related to pre-48 
models of both types of vehicles, which were no longer in productian 
in USA or Canada and which had been declared obsolete, the India 
Supply Mission had to rely for supply of spare parts on firms holding 
war-time surplus stocks. As and when the indents were receid,  
tender enquiries were issued, and items for which offers were re. 



ceived f m  stockists were covered and supplies arranged. It was, 
however, found that in certain Cases, the quantities required were not 
large enough to enable the Director. India Supply Mission, to  per- 
suade the firms in USA to have those items specially manufactur- 
ed. . . . I t  is no doub: cartect that the full range of spares were not being 
supplied to the Defence Ministry against indents placed on the Direc- 
tor, h d k i  Supply Mission, Washington prior to May, 1956. The Min- 
istry of Defence have complained to the Ministry of Works, Housing 
and Supply in February, 1954 about non-supply of full range of spare 
parts of both '-4' & 'B' types of motor vehicles." Notes by the Master 
General of Ordnance recorded in 1954 and 1956 also confirm this posi- 
tion. When supplies were difficult and involved fresh manufacture, 
one would naturally negotiate with the firm most likely to be able to 
supply the whole range of spares needed. In the circumstances, the 
choice of this particular firm to negotiate with was not unreasonable. 
It was, however, known that this firm had a tendency to quote high 
prices. Indeed, considering that these spares were not ordinary com- 
modities in the market, it would have been surprising if high prices 
were not quoted by anyone who possessed extensive supplies of them 
or had hopes of acquiring them. It  was, therefore, important to ensure 
that the precautions taken regarding prices were adequate. A Nego- 
tiating Committee was set up under the orders of the Minister of De- 
fence Organisation with the concurrence of the Minister of Works, 
Housing and Supply and subsequently of the Minister of Finance. We 
have gone into this question of prices with the Joint Secy. in the 
Ministry of Defence who was in charge of this subject and who was 
the Chairman of :he Negotiating Committee. The procedure follow- 
ed by the Negot~ntmg Committee was as follows:- 

The whole puxhase was treated as a package purchase but the 
total price to be ,.raid was  built up from estimates in regard to indi- 
vidual items. Tht,re wcw approximately 3,000 items to be dealt with. 
The prices of thwr were derived from those quoted in priced vwa- 
bularies dating froc-I thv War years and were checked against prices 
paid in the imm~:iiatr past for such of the items as hnd been pro- 
cured through the tt-8.idrr system. There were some items the prices 
of which could r!o! i c  estimated from quotations in the priced voca- 
bularies or fron, :-)rcvious purchases, and in respect of these an esti- 
mate "on visual esarnination" was obtained from the Depot authori- 
ties. On the basis of thew estimates, the Negotiating Committee built 
up an overall est imatc of their own. This was compared with the 
overall quotation given by the firm and comparison was also made of 
the prices of individual items as estimated by the Negotiating Corn- 
mittw and as quoted by the firm. The firm was pressed to bring its 
quotations down. After prolonged bargaining, figures were anived 



at, the difPerence between which and the Negotiating Committee's. 
figures was as follows:- 

(Figures in dollars) 

Category of Quotations from the firm Negotiating Prices Settlcd 
Vehiclcs Committee's after negoti- 

Orjginal Revised figures ations 
'A' Vehicles 

(Armoured) goo,ooo 700,000 370,000 j60,ooo 
Vehicles) 

'B' Vehicles 
(Unarmoured I ,407,000 I ,I 80,000 
Vehicles, like 
trucks & Jeeps) 

The reduction from the original quotation made by the firm 
amounted to about 38% in the case of 'A' vehicles and 32% in the case 
of 'B' vehicles.* The Ministry of Defence have produced before us  
information about some competing offers w b c h  were received during 
the period of negotiations and these show that the prices quoted were 
by and large higher than these agreed to with this firm. There was, 
of  course, in addition the important point that these quotations re- 
ferred only to a limited number of spares and not for the full supply 
needed. The Ministry of Defence point out also that at  a later stage, 
when negotiations with this firm had been completed, another 
American firm entered the field and its final quotation was only 6301, 
less than that negotiated with the h chosen. 

One need not, however, attach much importance to this quota- 
tion as an indicator of proper prices. A subsequent quotation from a 
rival would tend to be anchored to the earlier quotation. It is not 
impossible that the 69'': reduction was offered nlerely to cut out the 
rival, with possibly some knowledge of what he had quoted, and does 
not bear any relation to what would have been quoted if tenders had 
been put out. It is not possible to establish what the market price of 
these spares was which Government should have paid, for there was 
no market price for the bulk purchase of balanced spares. As we have 
stated before, these spares referred to obsolete vehicles and were not 
in regular current production. As the figures quoted above show, 
the price finally settled for non-apnoured vehicles was not markedly 
higher than that estimated by the Negotiating Committee. There is 
a large difference in the case of spares for armoured vehicles. If one 
assumes that the Negotiating Committee's estimate represented a fair 
estimate of thr prices of these spares, the difference was of the order 

* T h w  prcenty  s rr different from thogc quorcd in para 8 of the Rc~ort  of fL. 
~~~~Cornmflter o f t  e .public Accounts Committee. The explanation L that some 
items wcrc dcleted during the negotiationu. For comprhon the figures should b= 
rhos? epplicnble to the itcms ultimetcly scttled. 



of $1,90,000. It is possible to argue that at the worst, this would be 
the limit of the extra price paid for ensuring supplies in time. It  is 
not logical, of course, to judge in retrospect, but a subsequent deal for 
the purchase of these spare parts can afford a test of the prices 
settled by the Negotiating Committee. In the middle of 1958, fol- 
lowing further examination of requirements, indents were placed for 
further p~rchases of certain spares for these vehicles. The estimated 
price f o r  the spares wanted, according to the figures agreed to by the 
Negotiating Committee for the contract which has been referred to 
us, was 100,000 dollars for 'A' spares and 137,000 dollars for 'B' spares, 
total 237,000 dollars. Quotations were invited by the India Supply 
Mission, Washington, on open tender and takmg the lowest quotations 
of various tenders, the total came to 235,000 dollars. This would 
appear to be an indication that the prices settled by the Negotiating 
Committee were not unreasonable, if judged by the open tender test. 
There is another indication to be obtained from this later transaction. 
The firm with which the contract under examination was made quot- 
.ed for this later deal also and though its quotations were high to 
begin with, after negotiations it reduced them to 200,000 dollars. This 
may be compared with the figure of 237,000 dollars quoted above. The 
quantitis now being negotiated fo r  were quch smaller, 
both in range and quantity, than those negotiated for earlier and the 
figures are naturally only e l y  comparable, but they would ap- 
pear to be some indication of the margins of reduction possible in a 
deal of this kind, if the buyer could afford to wait. 

The justifiability of negotiating with a single party depends on the 
merits of the vgument which the Negotiating Committee put up 
when submitting the case to the Minister. In the words of the Nego- 
tiating Committee "it would be worthwhile paying this higher cost 
fhigher than that estimated by the Committee) due to the following 
factors: - 

" (a) In many cases we have no realistic prices and our -ti- 
mates were only rough gue- admittedly on the low 
side. Even our catalogue prices were as old as 1942 since 
when there has been a considerable appreciation in 
prices 2 

(b) Non-availability of these items of spares from any other 
source6; 

(c) The firm's guarantee to supply 100% range of our require- 
ments within a period of one year; 

(d) If we get these spares, it will help us to repair and put on 
the road a very considerable number of tanks and arm- 
w e d  carslcarriers which would otherwise have to be 



mapped. It may be pointed out here that if we have to 
purchase new tanlrs it will cost us £50,000 each; and 

(e) Certain other spares which can only be used if these spares 
are procured will become surplus, the disposal value of 
which will not be more than 10% of book value". 

The Negotiating Committee also pointed out in the note referred 
$0 above that (this is about 'B' vehicles only) "the total value of 
spares according to the firm's latest quotation is about Rs. 85,70,000 
after adding charges on account of freight, customs duty etc., to the 
f.0.b. rates quoted by him. This in turn works out to about Rs. 775 
per vehicles. The estimated cost of spares required for overhauling 
one standard vehicle unit as per 'Strip and Rebuild' standards is 
Rs. 4,480 and the life of an overhauled vehicle is estimated to be 
between 3 to 4 years. Taking the cost of a new 3-ton 4 . 4 truck as 
Rs. 35,000 roughly (including the cost of the body), the cost of 
spares we propose to acquire from this firm amounts to about 2.2Y0 
of the cost of a new vehicle. If we do not get these spares from this 
firm, we will not be able to bring our vehicles to a fit conditim 
and they will have to be scrapped and new vehicles purchased. We 
will also have to discard the spares which we hold in our Depots and 
which are unbalanced and cannot be utilised unless the other spar- 
are obtained. The expenditure involved in the purchase of new vehi- 
d e s  to replace all these old war-time vehicles will be colossal. The 
Committee, therefore, feel that it would be advisable to purchase the 
'B' vehicles spares required by us from this firm on the basis of the 
terms now negotiated". 

As already stated, wherever possible the Negotiating Committee 
used the quotations already available with the India Supplp Mission, 
Washington, for the purpose of settling the price of individual items. 
They also took the precaution of putting in a clause whereby (in caee 
some previous quotation had not been considered by the Delhi Com- 
mittee or there had been a mistake) prices could be revised down by 
the India Supply Mission even after settlement by the Delhi N e p  
tiating Committee. There was a clause in the letter of intent "that in 
respect of difference in prices quoted by the firm, to India Supply 
Mission, Washington, and those quoted to or negotiated with the Gov- 
ernment of India in Delhi, the lesser of the two prices, less the dis- 
count will apply both in respect of items for which orders were to be 
placed in terms of the letter of intent and also in respect of items al- 
ready contracted with the firm by India Supply Mission, Washington. 
Furthermore, the prices of 147 items were reduced when, after the 
issue of the letter of intent, a competing firm also made quotations 

The effect of these reductions was, of course, only marginal. The 
point remains: granted that in order to secure the full range of 
spares in time, negotiation with a single firm was the best course, 

ayAiiLS-4 



were there any other precautions which the Negotiating Committee 
should h v e  taken in regard to prices? A suggestion was made that 
the 1m1.1 supply Mission, Washington, should advertise or address 
films for  quotations for all these spares. The Ministry of Defence claim 
thai "the hst priced by the Master General of Ordnance could be  
fa!;en as ,GI fair guide for negotiating a deal with the firm and it seems 
very iloubtiul whether any attempt to obtain quotations for all t he  
item, nccdcd by the Army would have proved successful, particular- 
ly when indents for most of the items had already been outstanding 
~ 7 t h  the India Supply Mission, Washington". The practicability of 
obtaining quotations for the whole list has to be judged against the 
bac!\gri)und of the previous results of procurement through the India 
Supi>ly Mission. 

In the context of prices, we have looked into the point made in an 
inf ~rn~nnt 's lctter, which is referred to in paragraph 41 of the Report 
of t\.= Sub-committee of the Public Accounts Committee, that cer- 
tain 2rticles which could have been indigenously produced had been 
con:r.xted for at exorbitant prices and example was that of canvas 
bay? W c  have attempted to find out what the procedure was regard- 
ing c1lcc1:ing of requirements with the object of eliminating those 
whck could be indigenously produced or procured. The Director of 
V e h ~ i . l ~ s  and Engineering, who is the technical adviser of the Minis- 
try of Defence in these matters, stated before us that his responsibil- 
ity was for giving 'technical advice' and questions such as whrther 
canvqq bags could be indigenously produced were hardly technical 
mnttcrs needing reference to him. This is supported by a letter 
dater? April 4. 1957, from the Deputy Director of Ordnance Services 
to a Deputy Secretary in the Ministry of Defence explicitly starting 
th3.t -,I1 items which could be indigenously manufactured or procured 
b-1rl ' - v n  escluded from the indents and that these had been compil- 
ed a f ? v  thorough scrutiny by the Director of Mechanical Engineer- 
ing 2nd the Controller General of Defence Production. The responsi- 
b~li+ rqr eliminating indigenously producible or procurable articles 
of i h i ~  nature was, therefore, that of the relevant organisations of the 
h'llcfn- Gennral of Ordnance. On the material before us, it is not 
pos+hle to say how many of such articles slipped into the indents. 
T ~ P  +-jencn of the Director of Vehicles and Engineering did not 
answer the point in full. The informant, who, from his letter appears 
to he in  th? know of the whole deal, has quoted only six items, the 
p r i v  nf  which comes to $8,000. In mitigation, it is pointed out that 
there was no certain means of deciding which of such articles could 
be indigenously produced. It is one thing to identify articles which 
are in regular production in the country. It is another to try to eli- 
minate from the list those which are not in regular production and ta 
procure which one would have to make contracts with a large num- 



47 
ber oi small job.ber tlrrnes. There were some three thousand items 
to bc purchased and l t  is possinie that given time and effort, some 
more lLelns could have been deleled from the final list, but a firm 
judg~iltll~t is I I U ~  possible In ine ausence of an irdependent scrutiny of 
the 115~. We haire asiced a tccnnlcal group to mace another Scrutiny. 

Wnen the yuestlon o i  n e g o t l a t q  wlih this firrn was under con- 
s~deratlon, a point was made  hat t m  status of this iirm'should be 
enquired  LO SO that there may t ~ t :  assurance that the conLract 
would In lact be fulrilled arld that Government would not run into 
financ~al dii'ficaliies with the firm. We have already stated that the 
s t a ~ u s  of this iirm was kaown. In any case the payment terms 
ncguilated were such that iixinciai risk to Government was guarded 
agil~njL. At thc time u l  the issue of the letter of intent, the  
arrailg.:mc~lt ;vas that 95 per cent of the  payment would be made 
at the time of shipment, ihe balance would be payable only on the  
cdmpi:.lon u l  the entire supplies. There was also a bank guarantee 
for on? hulldred thousand Canadian dollars. Government reserved 
to itself the liberty to e n i o ~ c e  the guarantee in case of 
non-p~r~lorrnance or breach of ccnditims of the contract 
and ih t .  decision of Government in this regard would have been 
final and cmclusive. These tcrm; were imprcved upon at the time 
of tho signing of the contract. The final terms were t h a ~  only 80 
per ccllli would be paid m each shipment of balanced spares, and 
thy rest would be payable after two years. We think that on this 
 poi^ t. .he precautions were adequate. 

Thc deal, as originally conceived, consisted of two operations:- 
(i) The purchase of spares needed by the Army; and 
(ii) The disposal of surplus spares of various kinds held by 

the Army. 
W.1 rh?ll deal later with the history of the second operation but 
r n w t i w  should br made of the proposal at this stage in the  context 
juqtifirlhillty of the decision to pr?cure spares and sell surpluses 
t h r o a ~ h  a neqotiatd deal with a single firm rather than through 
tcndcrs. The Secretary of 'he Ministry of Works. Housing and 
Sunplv has s t n t d  hefnre us that his Ministry's ameement to a nego- 
tiated deal was based on the assumption that the transartion was 
in essnnce a barter deal. As events turned out. t h ~  proposal to sell 
sura l ims was dropped. Whatever the merits of the  subsequent 
actiorl m?y be, wc have to examine what effect the linlcinq of sales 
of s u r n h ~ w  with procurement of spares had on the merits of the  
propnq3l to purchase through neantiat.ions. In the earlier stages, 
thp ~ P ' W W  Ministrv themselves put out the  second operation as 
an ?'and ~~F+Ument for purchasine spares through negotiations. In 
thp Int'PI. (7f Intent issued to  the  firm after the  conclusion of 
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tiations, it was clearly stipulated that the spares would be purchased 
on the basis of the lists of prices as negotiated subject to an  overall 
discount of 20 per cant and that the sale of surpluses would be a t  
$110 per ton. The delinking of the sale of surpluses to the firm 
could not have had any effect on the price to be paid for purchases 
as purchase prices had been finalised before the decision was taken 
to drop the sale of surpluses to the firm. Although the word 
"barter" occurs in the notings of the Defence Ministry, it appears 
from the context that the word was used not in its literal sense but 
rather as indicating that the negotiations covered both purchase and 
sale. In their evidence before us, the representatives of the Ministry 
of Defence, the Master General of Ordnance and the Financial 
Adviser stated that, while agreeing to the negotiations, they did not 
regard the sale of surpluses as a necessary concomitant of the pur- 
chase transacticm i t  was only an additional considemtlon for nego- 
tiating with the firm. We agree with this view. The effect of a deal 
for the sale of unwanted surpluses could have been that additional 
foreign exchange would have become available or that burdensome 
surpluses would have been got rid of. In our view, the case for 
the concurrent disposal of unwanted surpluses was of only marginal 
importance in the context of prices to be paid for purchase of spares. 
The real test was whether by doing a negotiated deal, Government 
would be able to obtain the full range of supplies and obtain them 
in time and at reasonable prices. 

Mention has been made above of the precautions adopted by the 
Negotiating Committee to settle reasonable prices. A suggestion 
was made in this connection by the Financial Adviser that a com- 
bined list of spares both to be purchased and to be sold should be 
supplied to the firm with which negotiations were proposed to be 
carried on in order to prevent the firm "from taking undue advant- 
age by quoting low prices for surpluses and high prices for require- 
ments". This point is mentioned in paragraph 24 of the Report of 
the Sub-committee of the Public Accounts Committee. The argu- 
ment behind this suggestion apparently was that if the firm did no2 
know what was to be purchased and what was to be sold, it would 
be careful to avoid quoting unreasonable prices As a matter of 
fact, this suggestion, even if desirable, could not have been given 
effect to, because the firm had already been given a tentative list 
of requirements. It is a matter for speculation whether this un- 
usual device would have been fruitful. Governments do not nor- 
mally put out dummy requirements and if a combined list had been 
put out, Government would have had to make it clear that it was a 
combined list both of requirements and surpluses to be sold. The 
firm might well have asked that Government should divide their 
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propmds them to quote, particularly when it could have 
d the argummt that the requirements covered many articles 
which had to be specjally manufactured. 
Two incidental paints may be disposed of at this stage. One is 

whether it was right for the procurement to be handled by a spe- 
cially set up Negotiating Committee in Delhi rather than by the 
usual purchasing agencies abroad. We have no doubt that once it 
was decided that these purchases should be settled through negotia- 
tions rather than through tenders it was prudent to handle them 
through the Negotiating Committee, which included representatives 
of the Ministry of Defence, the Master General of Ordnance, the 
Ministry of Works, Housing and Supply, and the Ministry of Fin- 
ance. As we shall see later, there was a great deal of uncertainty 
over items to be purchased. To negotiate in Delhi for a fluid de- 
mand like this was the wiser course. I t  would not have been possi- 
ble to strengthen the India Supply Mission Organisation at Washing- 
ton with all the officers needed to argue about estimates of prices 
"on visual examination" of the large numbers of spares needed. 

The other point is that made in paragraphs 20 and 21 of the Re- 
port of the Sub-committee of the Public Accounts Committee, in 
which reference is made to certain recommenda:ions of the Public 
Accounts Committee which were accepted by Government. The first 
of these recommendations [para 34 of the Public Accounts Com- 
mittee (Xinth) Report. 1953-541 referred to the action of 2i-1 Air 
Adviser in London, who had suggested the name of a particular firm 
from whom purchases might be made. The Committee expressed 
"their disapproval of the action of the Air Adviser in having gone 
out of his way to  suggest the name of a particular firm which u7as 
not even on the list of the approved contractors". The suggestior? 
was made to the Director General, India Store Department, London. 
In the second case [para 50 of the Public Accounts Committee 
(Fifteenth) Report, 1954-551 an officer deputed by Government for 
negotiating certain purchases in the USA made independent nego- 
tiations with a firm without consulting the India Supply Mission, 
Washington. The Public Accounts Committee desired that "when- 
ever an officer was sent abroad for procuring supplies, he should 
follow the normal procedure of associating with the Head of the 
Supply Mission in that country before starting any direct negotia- 
tions with the manufacturers or suppliers, there". The Defence 
Ministry have pointed out that the recommendations in these two 
cases are not on all fours with the present case. In the present case, 
there was no question of the Master General of Ordnance carrying 
on any direct negotiations himself. He did indeed suggest that 
negotiations should be carried on with a particular firm, hut the 
recommendation was made not the indenting authority but to Gov- 



ernsaent itself. The principle bemnd the pomt made in the Heport 
of the Sub-committee of the Ywuuc nccouiits Committee is that 
dealmgs between indenting offic~als and potenuial suppliers should 
be avo~ded. The Defence Minutry have yolnted out that when one 
has to secure dfficult supphes, contact between the users and the 
potentla1 suppl~ers is often helpful. Such contact assists on the one 
hand in the location of possi'ble sources of supply and on the other 
enables such sources to have information about requirements. Care 
has of course to be exercised as to the levels at  which this collecting 
and giving of information should lake place. For subordinate om- 
cials to make tendentious suggestion about individual dealers is 
undesirable. In thls case, however, the Master General of Ordnance 
himself discussed the possibilities of procuring difficult items of 
equipment with a potential supplier and made a report to Govern- 
ment and not to the purchasing authority. 

On the peint of substance, we feel that in the circumstances of 
this case, it would be difficult to arrive at precise figures of prices 
for the purchase of these difficult spares. Figures showing rcduc- 
tions from the original quotations of the supplying firm are not of 
any real importance, as the original quotations were known to be 
high. Conversion of war-time prices into current priccs also could 
have been only an indicati'on and no :nore for thcsc itc-ms had 
ceased to be in current production. On ?he other hand, they must 
have acquired an artificial scarcity value. price paid for items 
already procured was 2 <good indication, but th:rt helped mlly in a 
comparatively small percentace c f  the 'otal items. Estirnatrs cf 
price on "visual examimtion" wcrc no morc than rough gue.ssc2s. In 
these circumstances, the Negotiating Cwnrnit!ee could onl.>- hrrve 
bargained to get the firm's prjrts down as much as t h r v  r w ~ l d  They 
were not in a position (except in rerard to rewntlv n~~rcllasecf arti- 
cle?) to c h x k  the prices against figures whicfi would h a w  stood 
t h t  t o s t  of t he  "m;irket rate". But thcy did xurzvd in cobtp~ir,ing 
substantial reductions and the final priccs wrrc nc.t on an ovrrall 
view, out of line with the!'r otm estimates. The whol? trans:icti:)n 
has to be judged against the harkground nf  Govrmmcnt's need. One 
cannot take much risk with the needs of defence. The firm was 
Known to be a well-established one, which had hrcn the best supplier 
of these scarce spares in thc past. It undertook lo make a complete 
supply and in a reasonable time. Adequate precaution was taken 
to  ensure this and the supplies contract4 for  were. in point of fact, 
made in full and in time. There was inherent difficulty in dctcrmi- 
ning "market prices" but spares represented onlv a small proportion 
of the cost of a whole vehicle. In the l i ~ h t  of this we do not think 
that any further action is necessary to fix responsibility in respect 
of this part of the case. 



CHAPTER I11 

On the conclusion of the negotiations, which covered items and 
quantities, prices, the delivery schedule and guarantee for perform- 
ance, a Letter of Intent was issued by the Ministry of Defence to 
'the firm. It was intended that while the consequent cmtract for 
purchase of spares would be executed by the India Supply Mission. 
at Washington the contract for the sale of surpluses to the firm 
would be executed in Delhi. We shall deal with the latter par? of 
the  transaction in the next chapter. This chapter will deal with the 
performance of the contract. 

Lists of the prices as negotiated were appended to the Letter of 
Intent. It was agreed that there would be an over-all discount of 
20 per cent on these prices. The India Supply Mission, Washington, 
was to specify, when placing the contract, the final items and quan- 
ties, prices and part numbers and other particulars. There was also 
the following provision for amending the lists:- 

"The Government of India further reserves the right to delete, 
reduce or increase quantities demanded apainst any 
itemlitems or reinstate any of the itern(s) now deleted 
with;n three months from the date of placinc of the 
formal contract bv the India Supply Miwon. W2shing- 
ton prnvid~d that the Government sh~!1 fxrnish 2'on~t 
wjth the formal contract, a list of items t h ~ t  mov be 
dc-lrtcri nr reduced in  quantity pursuant to thr. 11br.rty 
revrvcct as  aforesaid". 

There was a further provision in the Letter of Intent that all the  
y u i r e m e n t s  ordercd were to be supplied within a ycar of 'he 
f-~rrn.il con::-xi. There was a bank guarantee of 1.90.009 d(1;l:ars. 
The clause regarding payment has been quoted in t h r  prc\?ious 
chapter. As r.-gards inspection, it was stipulated that in case Gov- 
ernment dncided noC to arrange inspection at the premise3 of the 
firm before shipment, payment would be made on the firm furnish- 
ing a certificate that the stores shipped tallied with what the In- 
voices and packing lists said. In case of "discrcpancy", shortage. or 
defective stores, the firm was to arrange free replacement, provided 
the  claim was notified to it within six months, (this was later raised 



to twelve months). Pending such replacement, the firm was to cre- 
dit the cost of such "discrepancies", shortages or defective stores tc* 
Government. , . , * t i  

In June 1957, the Master General of Ordnance sent the lists of 
requirements for both 'A' and 'B' vehicles to the India Supply Mis- 
sion, Washington. From June to December 1957, additions and re- 
ductions and cancellations were notified to the India Supply Mis- 
sion, Washington. The contract was finalised on December 18, 1957. 
The terms and conditions envisaged were generally those contained 
in the Letter of Intent,, supplemented and modified by certain Spe- 
cirl Conditions details of the more important of which are given 
below. Lists of spares parts for 'A' and 'B' vehicles to be purchased 
from the firnl brought uptodate g~ving the ugreed prices to be 
charged were attached as schedules to the contract. 

One of these special conditions was that all deliveries were to 
be completed within 12 months (this was later extended to 15 
months). It was further stipulated that "each partial shipment will 
constitute balanced supply so as to provide a complete range of spares 
proportionately balanced in quantity in respect of each item for the 
applicable vehicle sec~ion e.g. Ford Section, Chevrolct Section and 
so on". The payment provisions contained in the Letter of Intent 
were also further modified as follows:- 

"80 per cent of the relevant invoices shall be paid by us as 
soon as you have completed the shipment of each 
balanced supply of spares, the respective balance of 29 
per cent shall be paid to you immediately after the ex- 
piration of two years from each such initial payment. . . . 
In the case of quantity of items shipped in excess of 
balanced supply as defined in para 2 above, even 80 
per cent payment for these excess quantities will be 
deferred until the supply of such items is balanced". 

The firm was also required to supply within 90 days from the date  
d the contract a statement indicating which of the spare parts could 
be supplied from stock and which from new manufacture. They 
were also to give particulars of the manufacturers and to furnish 
written warranties from them. It  was warranted by the firm that 
id1 stores supplied under this contract would be new, unused and in 
k t  class operating condition and free of any deterioration as a 
result of storage or otherwise. 



All invoices, packing lists and other documents were to bear the 
same part numbers and nomenclature as in the schedules. In case 
any part w a  substituted by an equivalent interchangeable part, 
both the original part numbers and the substitute part numbers as 
well as the original nomenclature and the substitute nomenclature 
were to be included in all the connected documents. Proof of inter- 
changeability was also to be furnished in such cases. 

.I 

The responsibility for ensuring compliance with those terms and 
conditions rested on the India Supply Mission, Washington, and the 
Depot authorities. The latter were required to inspect the stores on 
receipt and to raise, within the stipulated period, "discrepancies" 
when the stores supplied were incorrect, demaged or unsuitable. 
The arrangement for inspection was that all the packages were 
checked for quantities and condition by the Depot authorities and 
the technical staff of the Director of Vehicles and Engineering 
checked them for technical correctness, suitability and serviceability. 

Army Headquarters have stated that the ctores accepted were 
new and unused and when 'in lieu' items i+ accepted, these were 
fully mterchrngeable with those originally scheduled. Supplies 
have been made in full except for a few items which had been in- 
voiced but not yet received and some items in regard to which 
"discrepancies" had been mised. During inspection, a number of 
"discrepancies" had been raised. The Director of Ordnance Services 
has informed us that nearly all these have either been settled or an 
agreement has been made as to how they would be settled. Accord- 
ing to him, the position on the 15th December 1960, was that the 
number of items indented for but not received was 6 and there were 
only 14 items relating to 'B' vehicles and 3 relating to 'A' vehicles, 
in the case of which "discrepancy" had been raised but the mode 
of settlement was not settled. An analysis furnished by the Director 
of Ordnance Services of the outstanding "discrepancies" showing the 
position on 1st December, 1960 is given below:- 

Discrepancies where mode of eettlement has been 8 32,122.94 
agmd to. 

Amount to be recovered on account of samples, 
freightage departmental charges end disparities 
between prices of th contract and invoices. $ 5,721.89 

Dlsacpancies yet to be eettled. 612,140.62. 



Rom his experience of other transactions, the Director of Ordnance 
Services considered this a satisfactory performance. Considering 
that the deal related to about 3,000 items of spare parts of a total 
gross value of over $1,260,000, this assessment is not unreasonable. 

While one may accept that from the point of view of supplies, the 
contract was satisfactorily complied with, there remain several 
questions,of procedure, which prima facie need an answer. These 
are dealt with in the succeeding paragraphs, which will also cover 
the allegations of substance relating to this contract contained in 
the letter of the informant reierred to in paragmph 41 of the 
P.A.C. Sub-committee's report. 

In the second paragraph of this chapter, we have quoted a pro- 
vision in the letter of Intent which gave Government the right 
(within a period of three months) to add to or delete from the list 
of requirements given to the firm at !hat time, provldt?d the items 
in regard to which the option to delete was exerciseable were speci- 
fied at the time of the signing of the contract. In f x l  nc~  such items 
were specified at the time of the signing of the con!ract and this 
gives rise to the criticism that the Government wcre deprived of 
the option which was reserved to them under the Lr+cr of Intent. 
The explanation given for the omission t r  not'f?, mc.h a list is 
that therc was 3 ~pwi f lc  provisic.n included 'n thl :. . ? ! 7 -  c: [it-~rn 

. mcn: 1 1  clnuse (c') of the Spe= id  Cond i t j :~~]  which c>n-iblizi? !-' 
,I.; onk care reinstat,e any items Included in the o!-iqrl:!ln? !i-!. "".' 

of additions which mjqht beromc nccrssnry. Rc r rC l1  .!!.Iv pcwsible 
deletions, the explanation is that the Tndia Sgprly ?.7ission achiev- 
ed the object by dele!in,r all the items n h w +  t hc  nvrd  fo r  which 
t5- h,?:rc!p- G r n t ~ : t l  of  Ordnqnce had eyprcqsr>l r ? n ! ~ ~ > !  T h i c  dr>lctid,m 
when takm with the condition repardiqg ro in~tn+rmrvl?  r~fcr rcd  to 
above achieved thc c3mp o h j c ~ '  a. ?I?(. supyl-,. I:' n ' i q t  of ~mssihle 
deletions or reduction.;. This armmcnt is vslid prcl~?iilcd one 
a r r . r . + .  thqt thc l!c! r,f dnu!;,tful items supplied tn  !hv Tn?i.ln Sllnnlv 
Mission was as cnrnprehcnsive as it should have h w n .  We have 
been informed that this l i ~ t  inc!uded only +?lo;(* itrsm; wllwr* pro- 
curement through indigenous :;ourc;cs w:~. ~ i r r d c  . ,~~~n:~i~l f~? :11ion .  
C , . r ~ j , . ! r $ r ' n g  thnt within n fcw months nf the  xignirlcr :rf ! l ip  r m -  
tract the list of requirements was souqht to bc dr:istir.n!lt. rclr!ucect, 
we hesitate to accept the argument that the list of d m l h ! f r ~ l  itvms 
was sufRciently com;orehensive. It would apncar thnt on the heisis 
of past experience, it should have been possible to pick out  items 
thn d(?mnnd for whicbh was likclg to chnngr. On 1 f the 
Master General of Ordnance it is stated that apart from eliminating 
the comparatively few items about which i t  was not certain that 



they were unprocurable within the country, his staff had no meane 
of judging what items to label as doubtful. Preparation of require 
merits was mainly a large exercise in arithmetic. Requirements 
were calculated after taking a tally of what was in stock and of 
rates of wastage and scales for repair as applied to specified target 
numbers of vehicles. There were specific "provisionifig criteria" to 
be applied in preparing the indents. Apart from these criteria, it 
was not possible it is argued, to determine at any ?articular stage 
what was a firm requirement and what was doubtful. Judgment on 
this point therefore, depends on the merits of the prevailing provi- 
sioning procedure. We shall deal with the provisioning arrange- 
mcnts in a subsequent chapter. 

The next issue is regarding the supply of "balanced spares". In 
the previous chapter we have referred to the importance rightly 
attached by the Ministry of Defence to the procurement of the full 
range of spares within a reasonable time. Before the contract was 
finalised, this provisjm was further refined so as to lay down that 
each shipment should contain "balanced quantities" of spares. 
Payment of 207<, was to be held back for two years to ensure com- 
pliance with "balanced shipment" and even 8DC, could be held 
back in respect of quantities shipped in excess of "balanced s u p  
plies" till the whole supply hecame "balanced". T)?e procedure 
fnllnwed by thp India Supply Miss'on to cnforce this clause was to 
require a certificate from the firm as to whether a uarticu!ar sh ip  
mcnt was "balanred" or not. T ~ P  Tnd;a SUDD!~ Mi-sinn did not 
it wlf  verify whether the f i ~ ~ ' ~  certifica?es were correct. Accord- 
in? to them it was not pnwihle ?o make the requlrcd check in de- 
tail. They were adv'sed by the Ministv of Dcfen- r  th?- rve!l "un- 
balanced" shipments offered by the firm ~ h ~ u ! d  bc xeprcd .  The 
evact iwtnlrtions of the M i n j s t ~  of Defence nn this nojnt w r e  
"fhcre is apparently some confusion abmlt o:lr I~.:ist~n:e 03 balnnc- 
cd shipmen's. We still want balanced s h i p e q t s  hut  in case the 
f;ml i~ un:ib]e t o  comply with this requircmmt in individl!d s h i p  
vents. 8gW0 payment will be deferred ti!! such time 8s  they. met 
thi.; requirenent in subsequent shipmenty. No insp~ction n e ~ d  he 
carried out before shipment and stores wi!! hc ~?ce? 'wl  f ~ r  .hip- 
ment on n certificate rendered by the firm fhnt fh?v a ~ ?  in c o m ~ l i -  
anre  with particulars rontdned In fnvoices 2nd pnclcinrl l i c k "  The 
cvnlanation of the Ministry of Defence fo r  these ins4rurticln!, is 
that while they did need '8almced supdiw", it w n q  no? necessary 
to reject spares offered for a pnrticular shjnrnrnt mere!v because 
they were not completely "balanced". The "hnlanced shipmentn 
clause taken with the flnal payment provision was on the one hand 
a Anancfal safeguard to ensure that payment was not made before 



"balancing" and, on the other, a deterrent against haphazard sup 
plies. It was also a safeguard against the possibility that the firm 
would level the contract uncompleted by leaving out difficult or un- 
profitable items. It provided a substantial financial incentive to 
the firm to supply the full range of spares. 

The Dgfence Ministry has furnished us with the results of some 
detailed analyses made by them regarding the balanced shipment 
clause. As regards 'B' vehicles, the spares for Ford vehicles were 
delivered by the firm under 16 invoices. Eight of these related to 
items which were required urgently and hence under the terms of 
the contract were not required to be balanced before making 80% 
payment. The total of these eight invoices amounts to $17,286.16. 
The bulk of the stores were delivered under the remaining eight 
invoices and the relevant particulars are given below:- 

Invoice No. Date Value Date on which 8014 Date of 
payment was shipment 

made 

Payment for the above-mentioned eight invoices of the total value 
of $3,59,695.01 was made by the India Supply Mission only after 
all the spares applicable to Ford vehicles had been shipped. Simi- 
larly regarding 'A' vehicle spares (namely Sherman Mk.3) after 
allowing for urgent items which were shippable on an "unbalanc- 
ed basis" as provided for in the contract the other items were deli- 
vered by the firm simultaneously in December 1958 excepting three 
items valued at $7,400 approximately. The total value of items in 
respect of Sherman Mk. 3 wns $46,357. 

From this analysis it would appear that the supplies were by 
and large "balanced", if not in each shipment, in the course of 
shipments covering two or three months. Where they were not 
"balanced", payment was held back .as provided for in the Special 



Conditions of the contract. It seems to us that the "balanced sh ip  
merit" clause Was reasonably effective in achieving its object, viz., 
that Wider the pressure of financial consequences, the spares aou ld  
reach us in a "balanced" manner within a reasonable time. 

Mention may be made at this stage of the evidence given by the 
Director of Ordnance Services before the PAC Sub-Committee 
(para 37 of their report) that in fact no shipment was "b;lancedw. 
In examination before us this officer stated that when he said before 
the Sub-committee of the Public Accounts Committee that not a 
single shipment conformed to the condition of "balanced shipment" 
he thought that a shipment was "unbalanced" if it included any in- 
correct stores, damaged stores below specification and the like- 
that is to say, stores subject to the "discrepancy" raising procedure 
"Discrepancies" were raised with reference to invoices and what 
he meant to convey was that no shipment contained stores regard- 
ing which "discrepancies" were not raised. It need hardly be point- 
ed out that from the angle of obtaining supplies in a "balanced" way 
to enable maintenance and repairs to be carried on properly, the 
fact that such "discrepancies" were being raised regarding a small 
proportion of the supplies is not of significance. Evidence has been 
given before us that the bulk of the "discrepancies" have been put 
right. It is possihle (as alleged by the informant mentioned earlier) 
that the firm gained time by deliberately shipping incorrect or defi- 
cient spares when it had difficulty in supplying the proper ones. 
We have no means of testing th% for individual items. But as has 
been shown above, the total "discrepancies" were not large when 
compared with the size of the contract and in any case, it is not 
easy to see what better course could have been adopted to ensure 
timely supplies. A financial deterrent was a good safeguard. 

The next point is regarding certain identical spares which appear- 
ed in two places in the contract and were priced differently. We 
have attempted to determine whose responsibility it was to see that 
these items were not duplicated and quoted at different prices. The 
Director of the Indian Supply Mission claims that it was the duty 
of the Army's technical officers who compiled the list to have 
ensured that there was no duplication. In the opinion of the Minis- 
try of Defence it was the responsibility of the India Supply Mis- 
sion to ensure that correct prices were paid, as the contract and 
the payment for it was handled by that organisation. I+ is true 
that in a normal indent for the purchase of stores from abroad the 
~espnsibility for ensuring correct pricing would rest on the India 
Supply Mission, but in this case these elaborate schedules were 
prepared by the Depots under the authority of the Master General 
of Ordnance. There was a &st list and then an additional list. Both 
mntained some common i t e m  with different price tags. Both lists 
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were sent a t  the same time to  the  India Supply Mission. A care- 
ful revision a t  either end could have eliminated the duplication. 
We think it should be the responsibility both of the authorities ini- 
tiating the indent and of the India Supply Mission to scrutinise the  
list. with a view to avoid such duplication. The Ministry of Defence 
ha1-e cakulated 'hat  overpayment of about $10,000 was made on 
accimnt of this. This amount is proposed to be deducted from what 
is st'll due lo the firm. 

The nest  question is about the dlegation made by the infor- 
mnqt reTerred to a b v w  'hat wrong parts were accepted. We 
thouzht that this matter should be gnne into by appropriate tech- 
n i r d  ~ s p e r t s  and arranged for the constlrutim of a Tc~-hnical Team 
con.:i.;!ing of represen'ative of the Dircrt.ornte of E1ec:trical & 
M;.&mical Engineering and the Directorate of Vehicles h Engi- 
necriqq and an omcer of the Development Wing of the Ministry of 
Commerce & Industry. The terms of reference to this Technical 
Team and its report are enclosed at Appendix 'A'. Brieflv, the  
Team was requirrd to esamine the spare gar 's  referred lo in some 
of the  a!lecations regarding this contract contained in the infor- 
mant's letter and to report whether the stores received were t h e  
s'ore: indcnted a d  if not, whether thc items which were accept,ed 
fu!ly conformed to the required specifications and in case where 
substitutes were ~ x e p t e d ,  whether they were fullv interchange- 
able. The Team was also to c a y  out a similar sample test for  
other Item; seleded at random. From 'he renort of the Team i t  
appears that the parts accepted were mod and proner and where 
substitute< were accepted, they were fully interchanqeahlc and met 
the requirements of the Services. The team has also stated that  
the  spares examined were new and un-used and were generally 
s a t i y f a c t o ~ .  We have nothin? to add to the report of the Technical 
Tean? on this aspect of the performance of the contract. 

The order placed on the firm included an item known as 
"Bendix joints". The firm supnlied "Rzeppa joints" as an 'in-lieu' 
item The Ordnance Depots carr:ed a larqe surplus of the latter and 
tho~xrh at first objection was raised to the s u ~ p l v  of "Rzeppa joints" 
as n-t k i n g  pronerly substjtutable for "Rendix joints", on fuller 
investigation their wbstitutahilitv was acccpt,ed. The Technical 
Team a1.o has cmfirmed that the two joints are properly substitut- 
&IP. In  the recult, Government have received "Rzeppa joints" of 
which thev alreqdv had a surplus. 

T:v(, nqints hqve to he looked into in this contcxt, uiz. whether 
the provision in the contract regarding supplv of 'in-lieu' parts 
was nroaer and whether i t  was not nos~ihle  for the technical autho- 
ri+jes to anticipate that  "Bendix joints'' *which thev were ordering 
were substitutable by "Rzeppa joints" of which they had a stock. 



On the first question, viz. the advisability of a provision for substi- 
tution, the Ministry of Works, Housing & Supply claim that such 
a provision is a nomal  feature of contracts placed by the India 
Supply Mission, particularly those for supply of spares relating to 
obsolete equipment. Past experience had shown that if 'in-heu' 
items were not permitted to be tendered, the supplier wodd usually 
ask for relaxation which would have to be given in the interests of 
procurement, and the only result would be delay. Considering the 
past difficulty in securing these spares, the provision for supplying 
interchangeable parts 'in-lieu' appears to be reasonable. The real 
failure lies on the part of the technical authorities in not establish- 
ing the interchangeability of these two joints before the indent was 
placed and we suggest that the arrangements in regard to the col- 
lection of such technical information should be strengthened. 

We have also examined an allegation contained in the letter 
from the informant on the subject of Government not claiming 
liquidated damages for delay in supplies. The allegation is that 
no penalty for delayed delivery was imposed on the firm. nor were 
efforts made to purchase undelivered items elsewhere at th-. rlik 
and expense of the supplier. There was a provision in the con- 
tract t ,  enable this to be done. The allegation refers to various con- 
tracts with this firm and not only the one we are investigating. In 
th  case of this contract, it does not appear that the India Supply 
Mission found it necessary to take action regarding delav in sup- 
ply. They have stated that firms in America do not generallv agree 
to the 'liquidated damages' clause and the usual practice is not to 
enforce 'liquidated damages'. Also as the firm in question was the 
main source of supply for these requirements, there was not much 
scope for attempting 'risk' purchases from other sources. On these 
facts, it is not possible for us to sav that the India S u ~ p l v  Mis- 
sion's judgment in not claiming damages for delay or in no: attempt- 
ing 'risk' purchases was necessarily to the prejudice of Govern- 
ment's interests. s 

Another allegation was in regard to what may be called "wfer 
India" items. The firm represented to the India Supply Mission 
that in the case of some of the items the quotations given by them 
to the Negotiating Committee had been given in error and should 
be revised upwards. Such items were called "refer India" items 
and the India Supply Mission agreed to convev the i i rm'~ repreaen- 
tation to the Ministry of Defence for consideration. The firm aqreed 
to abide by the decision of the Ministry. The informant has alleged 
that instead of insisting on the original quotation and enforcing 
their supply at the agreed rates, some of them were deleted from 
the contract and the India Supply Mission arranged for their pro- 
curement on separate contracts at  higher rates. The Director of the 



India Supply Mission refutes the allegation that these items were 
later procured at higher prices. We have not so f a r  farbeen able to 
obtain a clear picture regarding these "refer India" items and do 
not wish to delay this report for investigation of this particular 
point. We are arranging for further enquiries to establish which 
items were 'referred' and the price paid for them and, in case of 
cancellatidn, whether any purchases were made subsequently and 
if so at what prices. 

Clause 7 of the Special Conditions attached to the contract reads 
as follows:- 

"Within 90 days from the date hereof you shall supply us 
with a statement, in writing, indicating which of the 
scheduled items will be supplied by you from stock and 
which, by way of new manufacture. Such statement 
shall be accompanied by a list identifying the name and 
address of the manufacturer of each of the items which 
are to be manufactured. In respect of all items that are 
to be newly manufactured, you shall provide us with 
a written warranty from each manufacturer, addressed 
to India Supply Mission, that the material will be deli- 
vered in sufficient time to meet the delivery provisions 
of this contract". 

We have been informed by the Ministry of Works, Housing & 
Supply that the provisions of this clause can be said to have been 
technically fulfilled as the firm had furnished warranties from 8 
firms covering 20 items. But this was not full compliance with the 
contract as about half of the total items were claimed to be sup- 
plied from fresh manufacture. The responsibility for supplying the 
particulars and warranties for these was that of the firm. The 
failure of the firm to supply these particulars should, however, have 
been taken up by the India Supply Mission. We have been in- 
formed by the Works, Housing & Supply Ministry that they have 
already brought to the notice of the Director, India Supply Mission, 
that he should have seen to it that the particulars in question were 
supplied by the firm. The main provision to ensure the proper per- 
formance of the contract was the arrangement for 100yo check and 
inspection at the Receiving Depots. Any discrepancies raised with- 
in twelve months of the date of supply were to be made good by 
the firm free of cost. In view of this, the failure to supply the 
paper particulars and the warranties did not affect the final per- 
formance of the contract. As stated elsewhere, spares were fn fact 
received h good condition and the discrepancies raised were duly 
settled to the satisfaction of the Depots. 



CHAPTER IV 

In chapter 11, we mentioned that as originally conceived, the 
deal consisted of two trans;:ctions. The first of these regarding 
purchase of spares has been dealt with. We shall now discuss the 
proposal for the disposal of surplus spares held by the Army. When 
this deal started, i t  was assumed that there w ~ r e  large stocks of 
useless spams, which ~t would be desirable to clear quickly. Early 
riddance of such stocks was one of the arguments for the proposed 
deal, but within a f. w months the proposal for the sale of spares 
was completely dropped. In order to understand how this came 
about, it is necessary to go through the recorded views on the files. 

On April 24, 1956, the Master General of Ordnance sent a note 
to the Ministry of Defence informing them of the offer made by 
the firm to supply spares and to purchase surplus spares. While 
the proposal was being copsidcred in the Ministry of Defence and 
in tile Ministry of Works, Housing and Supp;y and by the Financial 
Advisers, a suggesiic~n was made that a list of surplus spares should 
be prepared. On this the Master General of Ordnance noted on 
August 30, 1956 that it u w  not possible for him to work out the 
surpluses in detail at that s t z e .  Government had not come to a 
policy decision regarding what war-time vehicles were to be kept 
in service. If a decision could be taken on this point, the lists of 
surpluses could be prepared in four or fivc months. He suggested 
meanwhile that a start could he made on certain assumptions 
(which need not be quoted here) and by adding a margin of safety. 
In the case of certain storcs, a test suggrsted was that items of 
which there had been no movement in the previous ten vears might 
be considered as surplus. On September 13. 1956, the Deputy 
Financial Adviser suggested certain modifications in the procedure 
for estimating surpluses. These were accepted by the Master 
General of Ordnance and certain tentative lists intended to be only 
a guide for commencing negotiations were sent to the firm. The 
whole case was again put up to the Minister of Defence Organisa- 
tion, who fully approved of the action taken. On February 24. 1957 
a note was submitted to the Minister indicating the priccs which 
had been fetched for these spares by disposal through the Director 
General of Supplies and Disposals. On March 21, 1957, the Nego- 
tiating Committee submitted to the Minister recommendations re- 
garding the sale of surpluses. The surpluses wem to be disposed 



of at certain prices per ton and ~t was stated that the sale woulcf 
not only bring in foreign exchange but also relieve the depots which 
were required for storing other valuable and more important stores 
It was pointed out that there was no market for 'A' vehicle spares 
in the country. After approval had been obtained from the Minis- 
ter acd the Ministry of Finance, a Letter of Intent was issued on 
May 4, 1957. It will be obserwd that up to this stage there were 
no doubts in anybody's mind about the desirability of disposing of 
these stores. 

In June 1957, the Ministry of Defence started having second 
thoughts about two points. The first was about obtaining "balanc- 
ed shipment" so that Government may not be saddled with spares 
which would be useless in the absence of other "balancing spares". 
This aspect of the matter has been examined in the previous chapter. 
The second point was regarding surpluses. The two points were 
frequently dealt with together, as they were both included in t h e  
same Letter of Intent. On the 24th June 1957, Additional Secretary, 
Ministry of Defence minuted that the sale of spams to the firm 
should not be finalised without further examination. Legal advice 
was sought on two points, viz .  whether the Letter of Intent was  
binding and whether in the event of the firm refusing to accept the 
proposed "balanced shipment" clause, Government would still b e  
bound by the Letter of Intent in as far as the sale of surpluses t o  
the firm was concerned. The legal advice given was that the agree- 
ment for the sale of stores had not ripened into a contract at that 
stage, and that the two transactions were separate and distinct 
con tracts. 

About this time a representative of a Dclhi fmn acting on b e  
half of a U.K. firm made enquiries about these disposals. Also, s 
specific offer at  higher prices was received from a firm in India. 
Before coming to a final decision as to whether these surpluses 
should be disposed of by Public offers, the Minister wanted to make 
sure that no contractual obligations would be violated if the deal 
with the firm regarding sale of surpluses was called off. The legal 
advice was that though a suit for performance could be resisted, 
Government should treat the agreement with the firm RS a com- 
pleted contract. Meanwhile, a representative of the firm had come 
to India and had been pressing for early completion of the contract. 
The firm also opened a letter of credit. But on September 4, 1957, 
apparently as the msult of discussions with the Ministry, the firm 
wrote to them saying that "in order to expedite the contract to 
supply spares, the proposal to purchase surplus spares may be drop- 
ped with the exception of negligible quantity of approximately 100 



tons or so of a selected item to which we are committed. We will 
be prepared to negotiate the purchase of surpluses at a future date". 
This left Government liberty of action regarding the disposal of 
surpluses. In September 1957, it was decided with the approval of 
the Deputy Minister, that the surpluses should be declared to the 
Director General of Supplies and Disposals. This decision marked 
a reversal of the policy to dispose of these surpluses at a price 
negotiated with a single firm. It  does not appear to us that the 
later decision was necessarily a bad one. The case is not com- 
parable with that of purchase of spares. These spares were 
urgently needed. The disposal of surpluses could wait. The Ad- 
ditional Secretary, Ministry of Defence has stated that at the back 
of his mind there was all along the feeling that these surplus spaRs 
might be needed by us. The references he made to the Ministry 
of Law, however, do not give indication of this feeling. Whatever 
his unrecorded thoughts might have been, it is not necessary to go 
behind the recorded notes. The justification for the decision to sell 
by open tender rests on the claim that better prices could have been 
obtained by this method and that the deal woulY have been more 
defensible in the public eye. Whether better prices would really 
have been obtained, it is difficult to judge now, for in the event there 
was a still later decision that these surpluses (and indeed any other 
surpluses with the Army) should not be disposed of at all. We 
shall examine how this change in policy came about, but there is 
no indication that any of thes.? changes adversely affected the main 
transaction for the purchase of urgently needed spares. 

As stated above, in September 1957 a decision was taken that 
the surpluses should be disposed of through the Director General, 
Supplies and Bispals .  The Sub-Committee of the Public Ac- 
counts Committee has commented that "it was strange that even 
between September and November 1957, no action was taken to 
follow up the decision to dispose of surpluses through the Director 
General, Supplies and Disposals". We have examined the relevant 
papers and the significant dates are as below:- 

17-9-1 S57.-Meeting in the Defence Ministry decides to dispose 
of the surplus to Director General, Supplies and Dis- 
posals. 

26-9-1957.-Minutes of the meeting issued. 
22-10-1957.--0rdnance Service Directorate put up &aft letter 

to the Ministry. 
7-11-1957.--Case referred to General Staff Branch by Ministry 

of Defence for advice regarding disposal of 'A' vehicle 
spares . 



22-ll-1957.-Reply from General Staff Branch that 'A' vehicle 
spares should not be disposed of. 

4-12-1957.--MGO's Branch sZlates that 'B' vehicle spares might 
be disposed of. 

24-12-1957.-Paper received from Army Headquarters indicat- 
ing deficiency of 'B' vehic es and Paper on Reorganisa- 
tion and Expansion of Army Workshops. 

17-3-1958.-MGO's Branch stated that further check on utili- 
sation of spares for 'B' vehicies rc:pair programme being 
examined. 

4-5-1958.-Note by Additional S w ~ t a r y ,  Ministry of Defence 
conve>-ing the remarks of the Dcfence Minister that 
"we should rcview the basis of declaring Dcfence e q u i p  
ment as surplus to our requirements. In view of the 
limited foreign exchange available to us, we should try 
to keep our old cqu;pment longer by repairing or re- 
conditioning, if nccessary". 

3-6-1958.-Issue of letter b:; Ministry of Defence laving down 
the revised policy for disposal of surplus stores. 

29-7-1958.-Orders by Miiistry of Defence suspending dis- 
posal of all surplus stores. 

It will be seen that about a month was takcn betwren the decision 
to offer these surpluses for disposal to the Director General, Sup- 
plies and Disposals, and the putting up of a draft letter to the 
Ministry for a decision. This was too lnng but whatever onc may 
think of this from the point of view of oEce methods, it does not 
appear that the time taken in putting up this letter had any parti- 
cular significance. I t  might have been a case of routinc delav; it 
is also possible that there was a lack of a sense of urgency on ac- 
count of a likely change in policy regarding disposal. Only a 
month later, viz.,  on 22nd November 1957 the General Staff Branch 
informed the Ministry that 'A' vehicle spares should not be dis- 
posed of. 

This change in attitude p r i m  jack needs explanation. This was 
not a case of demand changing on account of errors of calculation 
or a change in the provisioning criteria. The change came about 
because of a change in the policy regarding how the Indian Army 
was to be provided with vehicles of this type. I t  is not necessary 



for us to quote details, but a re-appraisal wzs made of the finances, 
particularly of the foreign exchange available, and of the likelihood 
of certain types of equipment being available for procurement from 
abroad. After this re-appraisal it was decided that the correct 
policy would be to repair a much larger number of these vehicles 
than had been planned for earlier. Workshop capacity for this 
purpose was to be increased substantially. In the light of the deci- 
sion it was considered unwise to dispose of "surplus".spares which 
might possibly cease to be surplus. These would in any case have 
fetched only a fraction of even the book value, must less of the 
price Government would have had to pay if they had to be bought 
again. 

In justification of this decision, the Ministry of Defence have 
given us details about the utilisation of these surpluses in their re- 
vised programme of maintenance and overhaul. They assert that 
"spares of the book value of $2,99.240:00 have dreadv been utilis- 
ed 3;1d l'ur:lm yumtities of the book value of $1,71,57000 arc iike- 
ly to be consumed by March 126.2. The current price of these spares 
would bc approximately twice the book value, namely, $ 9.40 lakhs 
(appru:.:'motel.;l Rs. 4'i lakhs). The weight of these spnres is 105 
tons approsimlitu!y (approxirna:ely 68 ton; of those already con- 
sumed and 37 tons of those likciy to be onsurned). The amount 
that would have been rcalised if these spares had Seen sold to the 
firm in 1957 would have bven $11,350.00. If these spares had been 
disposed of in 1937 for an amount of $11,550.00 (approximaieiy 
Rs. 55.500) Government would have to spend zpprsxinx~tely 
$9.40.000~00 (Rs. 47 iakhs approximately) in procuri~g thfse s p ~ e s .  
' f ie  State has thus gained to the cstent of Rs. 46.15 lakhs in res;~ect 
of spares, of only one type of vehicle, ciz., Sherman spares, w h c h  
have been con:;umed or will be consumed by hlarch 1964". 

We have not attempted to check these figures nor is an exact 
assessment of the financial results obtained from the retention of 
these spares necessary for the purpose of this enquiry. We may 
assume that a portion of the spares originally sought to be sold have 
in fact been utilised and more are likely to be utilised in 
the near future. Wide fluctuations in estimates of require- 
ments have been a feature of the Army's system of pro- 
visioning and as altered circurnstancps had produced a very 
substantial change in policy regarding the future programme 
of renovation of old vehicles, it was not imprudent for Government 
to hold on to these spares. It has to lx remembered that these per- 
tained to obsolete vehicles and could not be purchased as if they 
were in current production. The strain on godown space' and the 



possiible loss of foreign exchange earnings were dbdvatagee to be 
balanced against the advantage of enswing that Government would 
not have to buy at high prices the same kind of spares as had been 
sold at low prices. It  is diflcult to say which of the factors bading 
to the decision to repair on a much larger scale could have been 
anticipated and which not, but defence requirements change and w, 
does the ability of Government to provide the necessary foreign 
exchange. At one time foreign governments may be willing to sell 
us equipment of the kind needed, at another the problem of pracure- 
ment becomes more acute. In these circumstances, it is quite under- 
s t anab le  that if one cannot hope to get brand new equipment, one 
would be compelled to revise earlier ideas of requiremets and make 
do with repairing what one has. 

In paragraph 29 of the report of the Subcommittee of the Public 
Accounts Committee attention has been drawn to the fact that while 
on the one hand disposal action was suspended in November- 
December 1957, on the other, in March 1958, a cancellation to the ex- 
tent of 457; of the order originally placed on the firm in December 1957 
had been communicated to it. We put this anomaly to the Additional 
Secretary, Ministry of Defence. He informed us that the contradic- 
tion was only apparent and not real as the spares whose sale was 
stopped and the spares whose purchase was attempted to be cancelled 
were not related. In fact, they related to different types of vehicles 
and equipment. The cancellation, therefore, is not significant in this 
context. It is important, of course, in the context of the provisioning 
procedure, which we shall deal with in the next chapter. 

CHAPTER V 
In chapter 111, while dealing with the performance of the con- 

tract we briefly examined the reasons for the inability of the Master 
General of Ordnance to give a comprehensive list of possible deletions 
a t  the time of the signing of the contract. Before expressing an 
opinion on this aspect of the transaction, it would be necessary to 
examine the procedure governing provisioning with special reference 
to  the various provisioning calculation relating to this contract. By 
'provisioning' is meant the process of estimating the requirements of 
stores for a given period. This is usually done well in advance of 
the date by which the stores are required. Normally, in regard to 
equipment which continues in service, provisioning takes into ac- 
count three periods-the pre-operative period, the operative period 
and the post-operative period. The requirements for each of these 
periods are assessed after taking into account all assets and liabilities 
upto the end of the period. This process is technically called the 
Provision Review. The starting point for a Provision Review is a 
directive issued by Government indicating the numbers and types of 



equipment (in this case vehicles) to be maintained and overhauled 
and the period to be covered by the provision. On receipt of such a 
directive, the Ordnance Depots carry out the prescribed calculations, 
for arriving at the requirements of the various items relating to the 
vehicles concerned. The liabilities consist of the requirements for 
maintenance, reserve and overhaul. The requirements for mainten- 
ance and reserve are calculated on the basis of M;MF (Monthly 
Maintenance Figure), whiah is a figure derived by averaging from 
previous issue experience over a specified period. The requirements 
for overhaul, however, are calculated on the basis of scales worked 
out by the DEME as applied to the number and types of vehicles 
included in the overhaul programme. The assets taken into con- 
sideration in the Provision Review include "stock-in-hand", i.e. stocks 
in the Depot on the date of review and "dues-in", i.e. undelivered 
portion of the demands placed upto the date of Review and also anti- 
cipated receipts from other sources. If the liabilities exceed the 
assets, a "demand" would arise for which an actual requisition is 
placed on the supply agency. If the assests exceed liabilities, a reduc- 
tion or rephasing of outstanding orders would be asked for. This 
may result in concellation of orders which have already been placed 
or in setting off the surpluses thus revealed against requirements 
during a subsequent provision period. 

It would thus be seen that various factors enter into the Anal 
determination of the quantity of an item that has to be provisioned 
as a result of a particular Provision Review carried out on a specific 
date for the purpose of maintenance of the equipment during a 
specified period and for the overhaul of a specified number of equip 
ment. 

For the provisioning of spares with which the present contract is 
concerned, we have been told by the Master General of Ordnance 
and the Ministry of Defence that the procedure for annual provision- 
ing did not apply as the number of pre-48 'B' vehicles to be retained 
in service had not been finalised and it had been ruled in July 1955 
that no further provisioning of spares was to be made for repair of 
pre-48 'B' vehicles. Ad hoc Provision Reviews were, however, order- 
ed from time to time for the Provision of MT spares for the repair 
.of such number of vehicles as was considered necessary. The s p m  
requirements included in the lists appended to this contract in June 
1957 were based on the following b v i s i o n  Reviews:- 

'B' Vehicle spares: 

(i) Review covering maintenance requirements for one year 
(January to December 1956) ordered on 24th March, 1958. 



(ii) Review containing 3-Year Rcpair Programme (195659) 
in respect of pre-48 'B' vehicles ordered on 15th May, 
1956. 

(iii) Review covering maintenance requirements for one year 
(January-December 1957) and upgradation require- 
nleilts in respect of 2358 vehicles scheduled for repair by 
Station Workshops ordered on 24th November, 1956. 

'A"Vehicle spares. 

Review to cover maintenance requirements for the period 
1956-59 depending on the type of vehicles and overhaul 
requirements for the vehicles included in 'OP Rebuild' 
programme (1954-58) ordered in May, 1956. 

All these reviews were completed by September 1956 and 
tentative 1:sts of rcquiremcnts sent to the firm between 8th S2ptember 
to  23rd Oct~ber ,  1956. The fir112 list was given on 6th June, 135; 
I'r .I! JLi!:\ ;J Dc ,t ~nttsr, 1957, add1 t ,~~n~,ireduction,  o:mccll:~tl~n were 
notilied c i sdme 800 I t e m .  ilc~ce~s~tate.l by the changed rcquiremcnts 
due 10 s:iper.ies~li)~~ ~ ; S U C J  ~ 1 1  ~ : c u ,  ~ h ~ n g c d  wastage data, local pur- 
chage, retriev,~: to meet urgc:l! rcquirc-ncnts. cancell3tion of dues- 
out i n  un!:s and returil of stores Ly Wdrkshops on cowlusion of 
repa:r programme. 

After xnr i i  2 the 11s: of spare to the ISM in June 1957, Army 
Headquarters propsed a further rcvlew in August 1957 to cover 
maintenance requ.r~:ncnts for ple-48 'B' vehiclrs for mother 15 
months from J .1,ua:-y. 1958 to March, 1959 and ovcr!r..~rl rc.qum- 
ments for a ccr:am number of add t~owl  'A' vrhiclcs. Government 
sanct~oned this proposal in Jmuary.  1958 and n review directive 
relating to thls sanction was issued. Snon after the issuc of this 
directwe, a copy of the contract (siqned an Decemlm 18, 1957) 
was reccived hv the MGO's Branch As a fresh provision review 
was already 111 progress, the Ordnance Depots were instructed on 
February 1, 1058 to  pav imnediate attention tc, the items included 
in the contract and to forward revised prc~posals in respect of thwe 
items within four weeks. This spec181 review was part of the 
comprehensive provision review ordered a month earl~er.  As a 
result of it substantial amendments, involving on the one hand 
cancellations of items already indented for and on the other addi- 
tional requirements for various items, were communicated to the 
lndia Supply Mission by the Master General of Ordnance on March, 
4, 1958. Financial sanction for the additional requirements had 
not been taken at  that stage and so the India Supply Mission was 
informed that no actual procurement action should be taken in 



regard to these. The request for cancellations was, however, 
immediately operative. We found it difficult to  understand how 
a special review could establish the need for such large scale 
cancellations. The request for cancellations was, however, 
cancellations. The period to be covered by it, as has been stated 
above, was longer and additional requirements were therefore, to 
be expected but not large scale cancellations to the extent of 45% 
in value and 41% in terms of items. We, therefore, sought an 
answer to the following question: - 

Certain items which were included in the firm requirements 
in the lists given by the India Supply Miss~on to the  
firm 111 Dcoemher, 195'1 were not required by the Master 
Genrral of Ordnance in March, 1958 and cancellation 
was sought in respect of thcm. How did it happen 
that  w1-1'1: were firm requirements 'rl Dccembcr, 1957 
were no; required at all in Mwch, 1958? 

Accordi,~g to tht. Director of Ordnance Services, the calculations 
made as a rc.;alt r ~ f  Provision  review^ r.iieh,~rised by Government 
arc t o  be t!.att.id 3s firm reyuircmen[s. L i l . . i  view has been con- 
firmed b:,- :he Minisir. of Defence. It is claimed that while minor 
ancndmex(,s to  demands arising oxt of factors such as cancellation 
o: cfues-rjl~!, to units, locrll purchases rr improvisation in the work- 
shop:;, c!.)~ild be carried out and reduction sought in the order placed 
on the procuring agencies. wholesale revision of requirements has, 
of neccssi:~. t,o be ruled out in the absence of a firm basis for such 
revision which only a fresh Provision Review directive by Govern- 
ment could provide. As there was no such basis at th? time of 
t h ~  crinclwion cf the contract, the compilation of a comprehensive 
list of items for which reductions or cancellations might be sought 
was not possible. However, a list of which could be procured 
from indigenous sources was prepared and given to ISM after an 
examination of all the items on demand. I t  was also pointed out 
bv a former DOS that, as provision calculations were at best an 
jn te l l igr~t  antiapation of requirements for a specified pried, 
variations i.1 the requirement of spares as revealed by sucrrssive 
Provision Reviews were a normal feature of provisioning in the  
Army and that but for the delay in the conclusion of the contract, 
the stores ordered would have been received and treated as assets 
at the time of the next Provision Review (in this cese the January! 
February 1958 Review) and the surpluses revealed would have 
been set off against possible requirements of a succeeding Provision 
period. 



An important feature of the Provision Review carried out in 
January/February, 1958 was the adoption of the mv&d scale9 far 
overhaul of 'A' vehicles made available by the DEME. The Defence 
Ministry have supplied us with the following analysis of the 
reasons for the reduction in requirements:- 

'A' Veh'iclca spares Approx. Value 
in dollera 

(I) Value of items where qnantitics have 
heen reducedlc~ncclled due to the 
f x t  thlt items p.wviously scaled a n  
not included in revised scale. 35,c=' 

(ii) Value of items reduced to the fact that 
quantities scded in  revired scaler are 
lower than those included in original 
acalca. ~1020000 

(iii) Value of item8 stile, wh::: reduc- 
tions a n  due to c h i n s  in MMP. 18,000 

(iv) Value of items reduced for the 
relaons that items hrvc been included 
in previous co a'raccts or for ocher 
mlscelllneo~s re.lso:ls. 7,000 

Approx. value 
in dollers 

(i;) Requiremenrs obtained through 
retrieval. 3,000 

(ii) Rcducyion in overh \ul li~bilities 
due to low or nil wastage pa 
opposed to sclled qu int~t~es. 2,02,000 

(iii) Ford Scour Car Lynex having been 
declared obosolct c. 2,000 

(iv) licms procured thro,~gh indigcnoua 
SoUTCtS. 4 4 1 m  

: v) Reduction in mlintcnance lidbillties. 50,003 

(vi) Pans Change Initruction Action 
(Utilssst ion o: 'In lieu' items). 3 ~Ooo 

vii) Return of  stock^ by workshops. 18,000 

(viti) Items contracred with other finnu. 9- 

(k) Dm l o  cmc: I d o n  of dues out. 88000 



This analysia confirms the explanation given by the Director of 
Ordnance Services that-(a) for 'A' vehicle spares 96 per cent of 
the reductions and cancellations were due to the revision of scales by 
the Director of Electrical and Mechanical Engineering; and (b) for 
3' vehicles, for which there were no new scals, the bulk of the 
reduction was due ot the calculation being made by the Director of 
Ordnance Services on the basis of wastage experience. For many of 
these items, the wastage was low or nil. Other reasons for the r6duc- 
tion were availability of certain spares through retrieval and indi- 
genous purchase, utilization of 'in lieu' items and return of  stock^ 
by the workshops and units. 

The Director of Electrical and Mechanical Engineering, in this 
evidence before us, stated that, as the changes in the scaIes for 'A' 
vehicles had been notified by and large before the contract was 
halised, the Director of Ordinance Sexvices could have carried out 
the necessary corrections in the indent. The Director of Ordnance 
Services, on the other hand, claimed that the revision could not have 
been made in time as the revised scales which mainly affected the 
reduction were received only in December, 1957. Also, an inter- 
mediate Provision Review could not be undertaken before the Gov- 
ernment sanction for the review was issued, which, in this case, was 
only in Januaqy, 1958, ie., after the contract had been concluded. 
This explanation appears to be valid, but it does not affect the main 
issue, which is: how did the scales and rates of wastage on which 
the whole scheme of provisioning depended, fluctuate so violently? 
On the question of the fluctuations in  the scales (for 'A' vehicles) 
the answer of the Director of Electrical and Mechanical Engineering 
is that prior to 1955 his organisation had no reliable scales and no 
scaling cells had been sanctioned. It was only 1957, when such cells 
had been sanctioned, that revised scales could be compiled on the 
basis of actual wastage rates. The review of scales was a continuous 
process, the scales themselves depended on the age and condition of 
the vehicles sought to be overhauled. As his organisation had no 
previous experience of scaling, they fixed the scales initially by 
stripping only a few vehicles of each type. There was, therefore, 
bound to be disparity between the scales fixed from time to time. 

Even though the Director of Electrical and Mechanical Engineer- 
ing had not notified any revised scales for 'B' vehicles before this 
Provision Review, the Director of Ordnance Services took into 
account the actual utilisation of spares which was far lower than 
the scaled quantities and adjusted the requirement accordingly. 
The Director of Electrical and Mechanical Engineering stated that 
It  was not correct for the Director of Ordnance Services to have 
reduced the requirements on the basls of only the utilisation as for 



as overhaul requirement was concerned. Explaning the a p p a r a t  
disparity between the scaled quantities and the actual off-take of 
spares for the repairs, the EME pointed out that when the required 
spares were not received from the Ordnance, the workshops had to 
resort to other means of providing the spares for the completion of 
the overhaul. These were local purchase by the workshop, manu- 
facture, retrieval and reclamation of old parts in  the workshops. As 
recourse to these alternative sources for spares by the workshops 
would not be reflected in the wastage figures, i t  was, according to 
him, not correct to say that the scaled quantities would not be 
requirrd in future overhauls. We are not convinced that this fully 
explains the wide divergence between scales and utilisation in the 
case of '13' vehicles. In any case, if there was a difference of opinion 
between the Director of Ordnance Services regarding the basis f ~ r  
provisioning of overhaul spares for 'B' vehicles, when the scaled 
quantities were far in excess of actual utilisntion, the proper method 
of estimation should have been discussed 2nd settled at that st:lqet 
and not left unconsidered. As i t  happened, the cancellations sought 
for were not acceptcd by the firm. At a meeting hcld in the Minis- 
try of Defence, in April, 1958 to consider what further action shnul,: 
be taken, both the Master General of Ordnance and the Director 0 :  

Ordnance Services gave a catl?gorical assurance that "in view of t'lc 
position csplained by the DEME (that items which were proposed to 
be d ~ l e t e d  altogeth~r for '.Y vehicles would be required for rcp?ir 
of 'A' vehicles) and the fact that, according to the Defence Mini-;- 
ter'x I?:e:,: or:'lc.rs, n:c>?u4 10.099 rnf.rc- ~ ~ h l c ! - s  will br. rapaired during 
the neat 3 years. the spare parts, which proposed to be cancelled1 
reduced. will be utilised p x t l y  during the current programrnp n.rd 
partly durinq the furthrir pro,cmmrnc of repairs in the EMF: work- 
shops". This shows that the items ordered, which were considcrcd 
infl9:ed soon nft6.r ?he  signing of the cnntract,. i.c., In Mnrch, 1958 
would. in the course of an cstended programme, be utilised. But this 
also shows that the origin21 estimate was not based on suf ic ien t l~  
accurate scales or wastage rates. 

The conclusion from thwe facts is that the arrangements req:lrd- 
ing : h ~  timely fixation and revision nf senlcs and wastnqc rates were 
unsatisfactory. Also it appears that there was some lack of conrdi- 
nation between the Director of Electrical and Mechanical Engincer- 
ing and the Director or Ordnance Services in regard to the provi- 
sioning of spares. 

We recognise, however, that settlement of scales and rates of 
wastage is not an easy task, particularly in respect of obsolete 



vehicles. Difficulty also arises from the changes in policy regarding 
maintenance, repa~r  of equipment and change-over to new e q u i p  
rnent. 

As stated in an earlier chapter, major policy decisions, based on 
world events and overall defence considerations may affect the 
details of provisioning from time to  time and in criticising this phe- 
nomenon of surpluses and deficiencies, these factors have also t o  be 
borne in mind. 

The techniques of repair and maintenance adopted from time to 
time, as for instmce the "Strip and Rebuild" method of repair or 
t hc  'OP Rebuild" programme, will inevitably have a b e ~ r i n g  on 
scales and where adequate experience in fixing scales is lacking as 
in this case, allowance has to be made for divergences between the  
scaled quantities and the actual quantities utilised. It is important 
that these features of provisioning in the Army should be gone into 
carefully and that a first step action should be taken to  ensure ade- 
quate coordination between the Director of Elect-ical and Mechanical 
Engineering and the Director of Ordnance Services. He recommend 
th?t the n'linjstry of Defence may a m n g e  for a detailed study of 
provisioning in the Army, with particular reference to the provision- 
ing of spares for 'A' and 'B' vehicles. 

Sd.-VISHNU S.4HAY, 

Cabinet Secretary. 

Sd-S. S. KHERA, 

S e q .  Deptt. of Mines and Fuel. 

Sd-T. SIVASANKAR, 

Secy., Ministry of W .  H .  m d  S. 

Sd-P. M. MENON, 

Secy., Mirristry of Labour. 

Dated, the 19th May, 1961 
Sd-T. R. S. MURTHY, 

Secretary. 



T e r n  oj Reference 

Copy oj the Ministry of Defence Memorandum No. 29(2) /60/Vol. 
ll/SOl/D ( 0 ) ,  dated 31st December, 1980. 

The undersigned is directed to state that at the instance of the 
Enquiry Committee, it has been decided to appoint a Sub-Com- 
mittee of Experts as shown below to advise on certain technical 
aspects of the deal :- 

Convenor 
(1) Brig. M. K. Rao, Commander, Technical Services Group, 

E.M.E. 
Members 

(2) Brig. P. V. Subramanyan, Director (V. and E.)- 

(3) Shri N. T. Gopala Iyengar, Development Oficer in the 
Development Wing of the Ministry of C. and I. 

2. The terms of the reference of the Committee will be as 
follows : - 

(i) To examhe the spare-parts referred to in the Appendix* 
and to report whether they were the stores indented 
and if not whether the items which were accepted 
fully conform to the required specifications and in 
cases where substitutes have been accepted whether 
they are fully interchangeable; and 

(ii) to carry out a similar evamination of a few other items 
to be selected by the Sub-Committee at random, and to 
report on the correctness of the parts supplied. 

3. The MGO is requested to render such assistance to the Sub- 
Committee as they may need in connection with the investigation. 

4. The Sub-Committee is requested to render its report to this 
Ministry within 10 days. 

Sd/- K. C. JAIN, 
Dy. Secy. to the Government of India. 

'Not AI t ached. 



REPORT OF THE SUB-COMMITTEE 

Vide Ministry of Defence Memorandum No. 29 (2) /60/Vol. 11/ 
SOl/D(O) dated 31st December 1960, the following constituted the 
sub-comrnittee: - 

Convenor 
(1) Brig. M. K. Rao, Commander, Technical Services Group, 

E.M.E. 
Members 

(2) Brig. P. V. Subramanyan, Director (V. and E.) 
(3) Shri N. T. Gopala Iyengar, Development Officer in the 

Development Wing of the Ministry of C. and I. 
The terms of reference to the Sub-committee were :- 

(1) to examine the spare-parts referred to in the Appendix 
and to report whether they were the stores indented 
and if not whether the items which were accepted 
fully conform to the required specifications and in 
cases where substitutes have been accepted whether 
they are fully interchangeable; 

(2) to carry out a similar examination of a few other items 
to be selected by the Subcommittee at random, and 
to report on the correctness of the parts supplied. 

2. The sub-committee visited Central Ordnance Depot DEHU 
ROAD and Central Asmoured Fighting Vehicle Depot, KIRKEE on 
5th January, 1961 and 6th January 1961 and examined the various 
stores referred to in the appendix to the Ministry of Defence memo- 
randum cited above. The Committee's views ars as under :- 

ITEMS REFERRED TO IN THE APPENDIX TO THE 
MEMORANDUM 

3. Parts Nos. 1810198 Universal Joints RH and 1810199 Univetsd 
Joints LH. 

Against the above part numbers demanded, which were of 
Bendix type, supplies were made of part Nos. LV7/FD 'C118Q-3350-A, 
RH and LH. The committee examined the two types and also 
referred to the GMC and Ford Catalogues pertaining to the two 
types. The committee found that the parts were interchangeable 
and could be used on the vehicles for which they were indented. 
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4. Part No. G104-03-07059 Stud M4A4 

Against the above part numbers demanded, part No. G1040b 
00603 Bolt Volute suspension cap was supplied. The supplied bolts 
were applicable to earlier production serial numbers of the vehicles, 
but had beer: superseded by th? demand Studs. The Committee 
examined both the parts and found that the Bolts accepted are as 
good as the Studs functionally and in their opinion the Bolt is 

. bette; than the Stud for the application. 

5. Part No. LV7/FD/C490-10999A Switch Assy Toggle single 
Th~o! ,  . r ' c , . ~  A1o. LV7/FD-390-10999-B Switch A w l  Toggle Single 
Pole Double Throw and Part No. LV7/FD-C490-13746 Switch Toggle 
"No off posltion Single Pole Double Throw" 

A!rninst the above part numbers demanded, suppl i~s  made were 
of different patterns. The committee examined several of these 
switches a ~ l d  fmnd them in un-used condition. Thev are 
functionally alright and are also interchangable with demanded 
types for fitment on the vehicles for which they are indented. 

6. Part No. LV7/NEU/AE-30536 Starting Motor Switch Assy. 
The stores demanded have been correctly supplied. The com- 

mittee examincd the switches and found them to be in new condi- 
tion. 

7. Part No. G103-17-33824 Panel Assy Ittstrument and Part No. 
G103-05-02665 Panel Assy. 

It is not clear from the appendix to the memorandum as to 
which of the aLcve two part numbers were alleged to be "take 
outs". Eowever, the committe~ examined both the p r t  numbers 
and found them to he in good condition and that they could not be 
said to be "take outs". 

8. P a d  No. G103-08-02025 Mechanism Elevating Assy. 
T h e  bulk of this part number was examined by the committee 

and in their opinion these are in un-used condition. 

9. Part No. G116-06-0240 Shaft Power Take-08. 

This item was examined by the committee and found them to be 
in un-used condition. 

10. Part No. G103-15-96321 Generator Assy Aruriliary. 
This item could not be examined by the committee as the whole 

of the supplied quantity was issued to user units. 



11. G-197-55-97210 Bag Assy, 30 Empty Cartrrdges. 
m e  bag supplied is smaller in size and does not have a zip at  

the bottom for emptying. The function of this bag is to collect 
the empty cases of ammunition. The committee understands that 
the army h a  accepted this for the purpose intended and obtained 
reductim on the price. 

12. With reference to the second part of the terms of reference 
the list of items seleated for random inspection and the relwant 
remarks against each are given in annex A. 

Convenor : a/- 
(Brig. M. K. Rao) 

Member: 1 Sd/- 
(Brig. P. V. Subramanyan) 

2. sdl- 
(Shri N. T. ~ o p a l a  Iyengar) 



I tem plysically examined by  the  Cornmi~tct in terms of referento No. 2 
---- 

Correct/ 
Serinl Part No. Nomenclnture Incorrect as Remarks 

No. Per a samples 

Plate assembly bot- Correct 
tery box. 

Seal assembly sidc (krrcct 
left radiator. 

Reservoir oil dilution Correct 
tank welded assembly. 

Unlt assembly be- Incorrecl 
nding oil pressure 
gauge. 

Shaft tiri\.cn assemh- Correct 
ly. 

I'lpe muffler out!er Incorrcc~ 
right and left . 

Bearing englne (:cmr.ct 
marn rear upper 
hold. 

Hcarlng maln mn-  C:orrea 
u e  under and 
lower half. 

B a r  main lower half Correct 

Ikaring cngcne main C: irrwr 
front upper and 
lower half. 

1'1pe our Icr aux Incorrect 
motur snuffier. 

Item identical with 
part No. demand- 
ed. 

Considered to be a 
better seal as com- 
pressed felt rn 
place of jute has 
been used. 

Correct as per de- 
mand. 

( a )  Slight alteration 
required for fitting. 

I b )  Being uscd at pre- 
sent bv users. 

ltcms correct as per 
demand. 

Length short hy two 
~nchcs can bc corn- 

pensated by ad- 
iustrncnr Accept- 
ahlc. 

Itern correct. 

item correct. 

Do. 

110. 

Mlnur dlffcrcncc ulth 
sample, can be uscd 
PS It 18. 

'Ihe trigger yokc 
dots not incorpo- 
rate adjusting wew 
for d n m p i ~  rattle. 
Can be uscd screw 
considered not 
cs6entul. 



-.-. 
Corr:~t /  

S:rial Part No. N ~ i n m l d t u r e  Incorrect as R e m ~ r k s  
NO.' Fr 

samples 
-.----. 

13 G 104-17-88852 Socket assembly Correct 

14 G 130-oz-ogzgg Handle, hull drain G r r x t  
value. 

15 C;104-q-o61Rg .Tr~ggerdoorloclr Incorrect 

16 NCN-B-206370 Yoke supporting pro- Correct 
pcller shaft. 

17 (i 10+-1~-69!48 Element cngine od Incorrect 
tank. breather. 

G v r r  assembly gcnr Corrcct 
caw. 

Lamp dash I ncorrccr 

I'rotector rack ammn. I..iorr.ct 

25 G 130-OK-ZSQ.O Bracket clutch COII- Incurrcct 
tact lever assembly 

Item correct. 

Do. 1 

See remarks at Sl. 12. 

Item correct. 

Item correct, dficren- 
ce is in  the mated1 
supplied which is 
specially treated 
jute in place of cop 
per meahinga. Ac- 
ceptable. 

Currea Items as per 
demanded. 

Length of the cnblc 
requrcd 76' or 
per sample receiv- 
ed 12.. Rejeaep 
by depot. 

Identified as G 103- 
17-38763 pipe mu- 
ffler outlet left 
cng~nc. Not 
acceptable. 

ldtrnt~tied as C; 103- 
17-jjI03 Ammunl- 
tlon rack rrght rear 
assembly. Reject- 
ed by the depot. 

. - I ransmission selec- 
rlon knob is smaller 
inner dm. Not 
m t a b k  for the item 
demanded. R e a -  
ed by the depot. 

Quality uf the up- 
holstery IS poor. 
Rcjeaed by the dc- 
LWt. 

Da. 

LhtIerent pattern re- 
ceived. Rejected by 
thc depot. 



Correct/ 
Serial Pan No. Nomendatur: Incorrect as Rimarb  

No. Per 
samples 

Tank asaembly gss- 
soli ne. 

'Subc assembly rod, 
flange and inlets 
left. 

Ciunner near 

I'ad oux drlver's door 

Do. 

Kit asremb!y insula- 
tion ventilator fan. 

Motor aascmbly 

Lock travelling 75 
mm gun lock asse- 
mbly. 

P~ntlc towing trunr 
ausembly. 

Panel aawrnblp m- 
s u w n t .  

Incorrect 

Incorrect 

Incorrect 

Correct 

Correct 

I ncorrcct 

Correct 

Currcct 

(hrrecr 

Inconrcl 

Incor. cc! 

Incorrcc: 

Correc~ 

LJrr Li 

(urrccr 

Diffcr8 from the sam- 
Rejected 

Different from the 
item required. 
Rejected by the 
depot. 

Dflerent pattern re- 
ceived. Rejected 
by the depot. 

Inferior qualit Re- 
jected by & de- 
w. 

Ventilator fan is re- 
quired complete 
assembly issued. 
Discrepancy W e d  
by the &pot. 

Coma 98 per &- 
mand. 

Do. 

Do. 

Not rutable differs 
in site and length. 
Rejected by the de- 
Pot 

Itcm su plied iacor- 
rcct. fkejected by 
thc depot. 

Do. 

Can bc used with x- 
pante provision of 
warning light. 

Deficiency raised in- 
itially eupplicd by 
t h  fi,m. DH 
settled rwmr found 
serviceable. Wood- 
cn knobs arc pro- 
vided instead 51 
b n u  knobr. 



. _ - - _ - _ .  .-L_.- 
--- 

C o rrcctl 
Serinl Prrr No Nnmzrclaturc Incorrect l b n a r b  
No Per 

smplc  

q r  G 104-77-03928 Rotor aux gene- Cmect  
rator (Magnet and 
pole pieces). 

42 <; 10.4-l.-y3698 Switch assembly 

43 LV7-NEU ACx I I - Hose 
602. 

44 LV1-NEU-.9G- 1722 Specdsmetcr 

45 LV7-NEII-BBzz57 Oil seal main drive 
gear. 

46 LV7-NBU-BH1910- Urnshaft 
0s. 

47 LV7-NRU-UC4750 Starter motor arsem- 
bly. 

dl; LV6-GMC- r 5-66784 Cluster assembly In- 
strument panel. 

$6 NCN 822716- 

Tube battery b o ~  
ve i l t  . 

Joint and drive shaft 
assernoly front ax- 
it un~versal right 

Pump assembly turret 
traverse. 

Support compass 

Switch sensatlve 

Sector elevating 

&rr~cr planet and 
m t e d  gear rr- 
an~rnissior~. 

Pinion transmission 
rcvemc unit. 

Do. 

Do. 

Do. 

Do. 

Du. 

Do. 

Do. 

Do. 

DL$. 

Do. 

Do. 

Do. 

Do. 

DO. 

I), 

Du. 

30. 

Do. 

Do. 

Do. 

Exapt  one all panels 
are fined with mech- 
anical ,(Thermo- 
meter) gauge. Acc- 
epted Semiaable 
unused). 

Do. 

Do. 

Do. 

h. 



APPENDIX I11 

S1. Para Ministry! Conclusions Recommendations 
No. No.  Depar:menr 

concerned - ---------- 

I 2 Defencc . ( i )  While the Committee were assured by th. 
Sccrecaries of the .!tinistries of Defenc: 
and Works, Housing and Rehabilitation 
that the difficulries experienced in the usc 
of Komatsu tractors in the Dandakaranya 
Projec: were of the nature of teething trou- 
bles. they feel that these c ~ u l d  have been 
largel!. avoided w i ~ h  better planning and 
forethought. 'They also feel that these 
' t rehing troubles' havc lasted a little tol, 
Img. The Controller General Defence 
1'roifuc:iun adnutred that the operating 
c:mJi:i:ins in Dandclkaranya were not f:,rc- 
seen a! thc time of placing thc ordcr for 
?ractbws. The C mmi:tee are therefore 
of thc view that the t .  s~ ,bf t r a c t~ r s  c,m- 
dx:cd at Kirkee in December 1958 were 
no: quite adequate. As these typcs of trac- 
tors H ' C ~ C  nJ)t used in this country before, 
it would have been advisable to put them 
rn intensive tests in the varil)us parts of the 
coun:ry having differen! soil conditions, 
where rhese were ac:ually required to bc 

operated, befurc entering into rhis contracr. 
'The Ministry of Defence c ~ u l d  havc als.1 
benefited thrrnselvcs f r ~ m  thc cxpericncc 

( ~ f '  thc optrations of tra2tors of various 
rnakes and typcs used on land reclamation 
work by other organiuatilms like thc Cen- 
Ira1 Tractor Organisation. Hirakud 
Dam Projccr, etc. 

lkfencc 1 1 ;  'I'he Committee are surprised that even 
the  rypc of 1ubricati:~n oil rccommcnded 
tor the tractor engine in the conditions in 
Dandakaranya was unsuitable and that no 

preventive maintcnancc systcm was worked 
out by the I>.G.O.I*' and the Project 

Authorities. 
-. -. - ... . . ... - . . - .. --.----- ---.- -- - --.- -..- 
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Defence . (iii) The Commirtee are glad that contro- - - versy over the alleged mishandling of 
Works, Hous- Komarsu tractors in the Dandakaranya 
ing & Reha- Project is now a closed chapter. The  
bilit ation expcrts who investigated into this, came to 
(Deptt. of Re- a definite conclusion that there was 'no 
habilitatim) evidence of deliberate abuse or mishand- 

ling of these machines'. The Cqmmittee 
hope tha: with the effecting of the modi- 
fications in the trac:ors and pr:ventiv: 
maintenance scheme, as sugges.ed by the 
experts, initial difficu1:ies which occurred 
in the Dandakaranya Projec! would be 
overcome. 

2 3 Defence . Thc Committee feel concerned over the - failure of the overhauled engines. They 
W. H. & K. desire rhsr early steps should he taken to 
(Deptl. of Re- repair these engines and the reasons for 
habilitation", :heir failure should be investigated into. 

.I'he Committee note with satisfaction 
that'the D.G.O.F. has switched over to the 
use of Komatsu engines. 

3 J Defence T h e  Commlrtee view W I : ~  cvncern loss of 
---- consirierable tractor hours cm the first 

Yi'.  H. S- R. lot of tracrors during the year r96e61. 
(Deptt. of Re- They however nore tha: there was a rc- 
habilitation) markable decrease in the loss of working 

hours on these rractors during the year 
1961-62. They hope that the position 
would further improve in the future years. 

4 5 Defence The C.mmirtee are unhappy over the - delays in supply of spare parts, for want 
W. H. cL R.  of which c~nsiderabl- tractor hours were 
'D.ptt. of Rr- lost in the Dandakaranya Project. The 

habilitation) Committee hope that wi:h the setting up of 
a Bank of spare parts, difficulties in the 

. supply p3sition of spares would be over- 
come. The Dandakaranya Project autho- 
r i t 1 ~ 2 s  should also, on their part. intimate 
thtblr full requirements of spares reason- 
ablv in advance. 

Defence ( i t  T h e  Committee understand that indige- 
nouc production of 40% (according to Aud- 
it the figure is about 34%) of parts had been 

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



achieved. In a year's time further increase 
of 15% of the components is expected 
to be secured from trade. The Commi- 
ttee desire that priority should be given 
to the manufacture of fast moving 
parts in order to obviate difficulties 
in meeting the requirements of users and 
to save more foreign exchange. 

5 6 Defence . The Committee note the sub-normal availa- 
bility of the first lot of Komatsu tractors 

W. H. & R. during the working seasons 1960-61 and 
(Dep!t. ofRe- 1961-62 due to frequent breakdowns. 
habll~ration) During evidence, the Secretary, Ministry 

of W. H. & R. (Deptt. of Rehabilitation) 
stated that on the present performance, the 
Komatsu tractors were somewhat inferior 
to  other makes and types used in the 
Dan dakaranya Project. 

6 7 Defence . The Committx would likc to know in duc 
course the total extra expenditure incurred 
by the D.G.O.F. on rcpairs. modifica- 
tions, overhaul ctc. and uhcther these 
were within thc margin providcd in rhc 
cost of tractors. 

7 8 Defmcc The Comrnittec feel concerned at thc high 
operational cost of Komatsu tractors as 

W. H. & R. compared with other makes and types in 
(Dcptt. of Re- use in thc Dandakaranva Projf ct. Thcy 

habilitation) desire that thc invcstigation of the various 
f'actors affecting the opcratioml cost of 
the Komatsu tractors should be complc- 
tzd as carly as possible and ncccssary 
steps taken to reduc; it .  The Commi- 
ttee hope that the Dircctor Grnrral, 
Ordnance Factorirs and Dandakaranya 
Development Authorities will address 
themselves to this problcm as the price of 
tractors should correlate to tht ir opcrn- 
tional cost. 

k 
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8 g Defenc- . From the table given in para 9 of the report, 

it will be seen that the percentage of indi- 
genous contcnt in Komatsu tractors ac- 
tually achievzd has been lagging behind 
the anticipated targets. The Committee 
would like the Ministry to make special 
efforts to improve the position in this 
regard. 

g 10 Defence . 

W. H. &R. 
(D:ptt. of Rc- 

habilitation) 

W. H. & R. 
(Dcptt. of R1- 
habilitation) 

T o  sum up, the unsatisfactory features 
brought out in the Komatsu tractor 
projCct are : 
(I) the r a t h ~ r  prolonged "teething 

troublesyy lcading to heavy loss of 
tractor hours which may, to some 
extent, be attributed to thc initial de- 
cision to entcr into a contract with the 
Japancse firm m ~ r ~ l y  afttr a study of 
the t xhnical sp-cifications but with- 
out adcquate trials in this country. 

A tiam was scnt subscqucntly to Japan to 
satisfy t hernselv~s about the produc- 
tion apacity of thc firm, quality 
control and oth\ r n lated mattirs. 

(2) the inability to achi, ve a saving in 
for2ign cxchangc to the extent en- 
visagt-,i, on- of thi major factors being 
the slow progress achievcd in improv- 
ing the indigenous; contcnt of the 
tractors. 

(3) the discov~ry of serious mechanical 
iitfectb in the tractors, p~nicularly the 
failure of the hfitsub~shi Engines 
and the pr2rnatu.w brcakdown of 12 
of them ~ v d n  after ov2rhaul. 

(4) the non-cstabiishmcnt of an ade- 
quate s:*rvicing and maintenance or- 
qanisation for a ~ r i o . 1  of some 
?': ars; 

(5) the prolonged controversy between 
th . Ministry of Works, Housing and 
R..habilitation and D ~ f r  nce which 
has tak+:n an unduly long time to settle 
regarding th: causcs of the defects 
in thc tractois used in Dandakaranya ; 
and 
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W. H. R. 
(Deptt. of Kc- 
habilitation) 
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(6) thc high operational cost o i  the 
Komatsu tractors which still await 
investigation and rsmedial action. 

The Cornrnittce understand that the DGOF 
has in hand outstanding orders for more 
than 350 tractors and attachments for the 
various civil mdcntors, bsidcs the re- 
quircmmts of the Army and that Govern- 
m n t  arc contemplating the augmenta- 
tion of the existing capxitits to cater for 
production of 500 tractors and attachmt nts. 
The Committ~x hop, that cvcry effort will 
be madc by thc Ministry of Dcf~ncc to 
achievc thc conttmplatcd targets of 
production without impairing in any way 
the production of dcfcnce storts which is 
the for~most function of thc Ordnanc: 
Factories in thc p r t s ~ n t  national tmcr- 
gacy .  In this mattcr the Committee 
trust that the lessons alrtady lcarnt in 
this case regarding thc nced for ade- 
quate prtcdutionary mLasurcs at cvcry 
stagc to obviate dislocation and loss wiU 
b: fully kept in vicw. 

The Committee arc not satisfied with thc 
explanation for non-revision of require- 
ments b:forc placing the final order in 
view of thc fact that chang~s in thc scalrs 
of 'A' vchiclcs had bem notifitd by the 
Dircctor of Elcctrical and Mechanical 
Engincering by Dcmmbcr, r 957. Con- 
sidering that a bulk orcicr for spares 
had bccn plawd on thc basis of thc review 
conducted in 1956, thc rcvision of re- 
quircmtnts on the basis of rcvised scales 
should have been undertaken in Dccc m- 
ber, 1957 and the final contract on thc 
firm should havc bxn dcfcrrcd till the 
revised firm rcquircmcnts had bet n work- 
C L ~  out. The sanction of Government for 
an intermediate revi~w (which was givcn 
in Jan. 1958) could also havc bccn ex- 
pditcd.  The v a y  fact that aftcr placing 
the contract, thc D.O.S. was ublc to 
complctc a sp-cia1 rcvicw within rour 



wecks, indicates that such a review was 
necmary and could have becn conveni- 
ently unckrtaken b;fore placing the final 
order. T k  Committee understand from 
Audit that in pursuant- of thc recommen- 
dation of the Sp-cia1 Comrnittce, a com- 
mittee was set up in April,xg62 to exdminc 
all aspects of provisioning with particular 
rr.fercnc,: to provisionink of spares for 
'A' and 'B' vehicles. The Committee 
would like to know the remedial measure 
suggested by this departmental committee 
and action t a k a  to strcamline the existing 
provisioning procedure. 

12 14 Defence . Thc Committee feel that on the basis of the 
revised scales for 'A' vthicks givsn by the 
Director of Eltctrical and Mechanical 
Engineering and the Director of Ord- 
nanc: Servicrs' own exp-riencr about the 
utilisation of 'B' vchicles spares, it should 
have bcen possible in this cas: to furnish a 
list of doubtful itcms to the firm at the 
time of signing the contract. Such an 
action could have largely avoided gross 
over-provisioning (45 % of the value 
i.e. S 5,73,000) that acually occurred in 
this case 

13 15 Dcfcnce . As pointed out in the conclulling portion of 
para 30 of the report of the Sub-Committee 
of the P A C .  the Defence Ministry was 
laying stress as late as June 1957 on the 
nccd for an carly disposal of thc surplus 
stock and it was only after rec-ipt of a 
1ettCr from thc' firm in Stptrmbtr 1957 
that the qu-stion of th:. utilisation of sur- 
plus stores appxrs to have b x n  taksn 
up; evcn then the apprais-mcnt of the 
quantity which could rcnlly be ussd up 
s c ~ m s  to hnv: bcen d:fcctiv: as c'v~dc'n- 
ced by thc lrlrgi' quantity still lying 
unutiliscd, morc than fiw years dftcr the 
dccision was taken to retain thcm. The 
Committcs suggcst that a review might 
be undcrtrikcn to see JS to which 
of th: s p x ~ ~ s  ar.. such ds hdv: not bzcn 
issucd for thc l&t stwrdl );cars and are 
m t  likely to bc. uscii within a rcasonble 



time. I t  should bc examined as to  which 
of the itcms could bt disposcd of so that 
the depots arc rclicvd of the much nceded 
space and rxpenditure on care and mhin- 
trnance of unwanted spares. 

14 16 Defencc The Committce consider it unfortunate that --- such patent mistakrs in the contract as 
E. & D. C. duplication of crrtain itcms with diffrrent 

pric: tags sl-ould haw crrpt in. They 
suggcst that r sponsibility should be 
fixed for thcsc mistakes which rcsulted 
in an overpayment of about $~o,ooo. 
The Cornmittce would likc to bc informed 
whrthcr this overpayment has becn rc- 
covcrrd from the firm. 

rc  17 D-fence . The Cornmittce feel gravely conc:rned at 
rhe lack o f t  ~hn i cn l  iqformntion with t he  
.Mnst~r Gf ncral of Ortlnnncf- Orgnnisa- 
tion in not istnhlishing t h ~  intl r-Change- 
ability of 'Rzc ppn joints' and 'Bcndix 
joints'. The Committee. hopc th:!t th.is 
failurp would b: suitahly takrn noticc of 
and ncc, scary action takw to strcngthcn 
the arrang ments for such technical in- 
formation, as supp  stcd by the Special 
corn mitt^.^. 

The Committee are plat1 to he informed by 
Audit that thr Ministry havv issued in- 
structions that prior concurr ncc of thc 
ind~.r,tor should b:. ohtaincd h .-fort. supply 
of 'in lieu' itrms. 

rh 18  Dcfcnce . The Committoe coqsid-r thc ticlction of 
'Refcr I ~ d i z '  inms from thr contract 

E. & D. C.  unjustifiablr in vif w of the fact that the 
whole transaction was a packng deal. The  
Committcc would lik. t o  hc informcd of 
the outcomc of thr inquiry into thr matter 
as sugqest!d by thf. Spcinl  Committcc. 



19 Defdnce . The Committee f ~ e l  concerned at the slow 
utilisation of thc spar~s .  This is a further 
confirmation of the fact that there has 
been considerable over-provisioning of 
spares as a result of this Agrtement. They 
would like to have a further rcport about 
the progress in the utilisation of these 
spares. 

20 Dc.Senc.c. . According to the information supplied 
to Audit by the Ministry of Defence, 
supply of 'B' v-hicks sparcs was 
.completed on 29-7-59 and of 'A' 
vehicle spares on 17-2-60, the latter 
ntarly a year after the extended date of 
supply. Moreover out of the 3255 items 
to be supplied, discrepancies were report- 
ed by depots in 878 cases and the total 
value of these discrepancies was S r,68, 
4x2. The value of these discrepancies 
was reduced to $ 49,985 and $ 9 7 4  on 
I - I  2-60 and 31-12-rg62, respetively. 
The Committee are, therefore, sur- 
prised to note a categorical statement 
in Chapter I1 of the Spxial Committee's 
Report that "the supplics contracted for 
were, in point of fact, made in full and in 
tirnc: "Th; Committc~. would like to 
bc iurnishcd with a not: explaining this 
anomaly . 

21 D.fencc . The Committee considcr it unfortunate 
that the suggestion to obtain prices through 
the India Supply Mission, Washington 
made earlier by both the Financial .\dvisers, 
Defencc Svrvirxs and Ministry of Works, 
Housing and Supply was not imple- 
mcntcd. 

2 2 Do. . From somi. of th2 unsatisfactory icaturcs as 
brought to light b!. the investigation of 
thc Special Comrnirrcc-, thu Committcc. 
havc come to thC conclusion that the 
letter of intcnr sent to thr firm was 
based on incorrect wmsrntnt  of the ri- 
quirements ncc~ssitatinp substantial 
modifications latcr. This ri.su1tr.d in 
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