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INTRODUCTION

I, the Chairman of Estimates Committee having been authorised
by the Committee to submit the Report on their behalf, present-this
Seventy-Second Report on the Department of Supply—DGS&D.

2. The Committee took evidence of the representatives of the
Department of Supply on 21, 22, 23 June and 19 and 20 July, 1983.
The Committee wish-to express their thanks to the Officers of the
Departmentfor placing before them the material and information
which they desired in connection with the examination of the subject ..
and giving evidence before the Committee,

-3. The Committee also wish 'to express their thanks to the re-
presentatives of the Federation of Indian Chambers of Commerce
and Industry, New Delhi for giving evidence and making valuable
suggestions to the Committee,

4. The Committee also wish to express their thanks to all other
institutions, bodies and individuals, who furnished memoranda on
the subject to the Committee.

5. The Report was considered and adopted by the Committee on
13 March, 1984,

)

6. For facility of reference the recommendations/observations of
the Committee have been printed in thick type in the body of the
Report, and have also been reproduced in a consolidated form in the
Appendix to the Report.

New DeLHI; BANSI LAL.

March 14, 1984 Chairman,
Phalguna 24, 1905 (S) Estimates Committee.
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CHAPTER I
ORGANISATIONAL SET-UP

A. Introduction

1.1 Ministry of Supply is the agency through which the Govern-
anent arranges procurement of a major portion of its requirement of
stores excepting certain categories of stores like food, ammunition,
armaments and items which are for the exclusive use of certain
Ministries/Departments. The Central Ministries/Departments are,
by and large, required to make their procurement above certain
specified levels through this Ministry. This Ministry also caters to
the needs of State Governments and Autonomous Bodies, Statutory
Corporation and Government companies, both of the Centre and the
States, at their request. It is, in consequence the major policy mak~
ing body on purchase procedures followed by the Government De-
partments and the Central Purchase Organisation.

1.2 The Ministry of Supply’s powers for purchase of stores are
contained in Rule 21 of the Delegation of Financial Powers Rules,
1978. According to the last amendment issued to these Rules, the
powers of the Ministry of Supply are at present limited to Rs. 2
crores. Ministry of Supply have further delegated power for
procurement of stores upto the value of Rs. 1.5 crores to the DGS&D,
other officers in DGS&D are empowered to make purchases upto
specified monetary limits in concurrence with the Integrated Finance
Wing of the Ministry of Supply, where specified. Cases beyond
Re. 15 crores require the approval of the Ministry who take the
advice of the Integrated Finance Wing.

1.3 Although the Ministry’s powers are limited to Rs, 2 crores,
cases beyond Rs, 2 crores are also dealt within the Ministry with
the concurrence of the Financial Adviser who acts as the represen-
tative of the Ministry of Finance. Where the Financial Adviser
finds it necessary, he can send such cases to the Ministry of Finance.
The powers delegated by the Ministry of Supply and the value and
types of cases which are required by the DGS&D to be referred to
‘he Ministry for approval/sanction are specified in the Ministry of
Supply’s delegation letters concerning purchase and disposale, -
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B. Organisational set up of DGS&D

Co-ordination and Communication

1.4 It has been represented to the Committee by a private party
through a memorandum that:—

“DGS&D, though a centralised organisation, operates through
"different wings looking after purchase, inspection and
planning and development. It also has a wide network of
field officers and inspectors. Lack of proper coordination
and quick communication between the different wings of -
DGS&D and the officers working in the field lead to avoid-
ahle delays. What makes it worse is the communication
gap that emerges between the actual buyers and DGS&D
particularly when deliveries are to be made to different
departments and organisations in different places on whose
behalf DGS&D is making the purchases. The organisatienl
set up of the DGS&D, therefore needs to be streamlined.
There is a need for the greater coordination between the
purchase and planning wing of the DGS&D.” ,g

1.5 When asked by the Committee whether there existed such a
corgmumcahon gap between -various wings of DGSZD and field
officers and between DGS&D and indenting authorities the Secretary,

Department of Supply, stated during evidence before the Committee:
as under:—

“The purchase management and contract administration is
the mainstay of DGS&D. Jt involves several operations
such as location of dependable vendor sources, standardi-
sation of specifications and requirements and procurement
in accordance with the procedures laid downm, quality
agsurance of the goods, progressing of the supplies, finali-
sation of the contracts leading to shipping arrangement
for imported stores, litigation etc. All these operations
are directed towards the goal of meeting Government
_requirement of various types of stores at the most econo-
mical prices in conformity with the functignal require-

 ments of the user department. These operations have to
' be undoubtedly carried-out th.rough different wings of
PGS&D. It,may no#be correct to presume that there is

any discord of any lack of communication between different
wings of DGS&D.
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1.6 While replying to a question, regarding mechanisni evolved
.or intended to be evolved for coordination and communication within
the organisation and with the indentors and suppliers, the represen-
tative informed the Committee: —

“The assistance of other Ministries who control licensing and.
production of various items in the country such as
Ministry of Industrial Development, the Ministry of Steel
and Mines, the Ministry of Chemicals and Fertilisers, the
Ministry of Energy and Coal etc., is also invariably taken
in locating the proper sources of supply and enforcing the

- acceptance of reasonable prices by the suppliers.”

1.7 On the question of coordination between the DGS&D and the
mdentors, the Secretary of Ministry of Supply submitted that
“periodical meetings are held at the level of DDG/DG/SECY.
(Supply) both internal and inter-departmental, to sort out various
problems faced during the pre-contract and post-contract stages of
procurement. The indentors are frequently consulted in regard te
suitability of offers, acceptance of stores with deviation if that-
became inevitable, extension of delivery date etc.” He, however,
agreed “that for a more effective coordination between DGS&D and
indenting departments, the Planning and Development Wing of
DGS&D needs to be strengthened.”

1.8 The witness continued that “in order to bring about better
efficiency and supervision, there is a case for increasing the number
of purchase directorates and inspection directorates more so, when
we have to buy more and more sophxstlcated eqmpmen ” The
witness added that Government had reviewed this matter and a
proposal to this effect had already keen sent to Ministry of Finance
and Department of Personnel. The workload of DGS&D was in-
creasing. Even then there was no lack of coordination between
inspectorates and purchases departments and the regional offices,

1.9 The Committee asked the witness whether the lack of proper
coordination between different wings of DGS&D and officers working
in the fields leads to avoidable delays in timely supply of materials
by the suppliers. The witnéss replied that the suppliers sought ex-
tension due to various reasons like mnon-availability of Railway
wagons on time, power cuts affecting production, labour problem
etc. Wherever considered necessary extension were granted. The
witness clarified ‘further that sich extensions were mostly sought
by small scale units- because of the lack of availability of raw
materials in time,
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1.10 In reply to a query by the Committee as to whether delayed
inspection by the Inspectorate resulted in the non-supply of materials
in time, the witness submitted: “This can only be a minor point.
There is need for strengthening the organisation. We did not dis-
.agree with that.”

The witness further added::

“After examination of various reasons only, this (extension)
is given. Sometimes, we also give it for our advantage,
because it is perhaps easier or cheaper for us to extend
it by two or three months than to call for fresh tenders
after cancelling the earlier tender as this would take a
longer period, Sometimes, it is also extended because of
genuine difficulties of the suppliers due to lack of raw
materials.”

. 1.11 On being asked whether the number and location of regional
offices and Directorate of Inspections were adequate and well spread
out to meet the demands from varioug regions. The witness replied
that there was need for more officers for supervision which would
help in quick disposal of cases.

C. Administrative set up

1.12 The representative of the Ministry was asked by the Com-
mittee during the evidence whether the volume of work involved
called for some additional posts at the level of ADG and whether
it was a fact that the post of ADG had been down-graded to that of
DDG. The Secretary, Ministry of Supply replied:—

.. we are in full agreement with the observations of this
Hon. Committee, OQur difficulty is that DGS&D is a non-
plan. Department and to get funds becomes difficult. The
proposal of expanding DGS&D is already under considera-

" tion of the Government of India. As far as down-grading
the post of ADG is concerned it is a temporary pheno-
menon. I understand that the Appointments Committee has
approved the appointment of ADG and the post which
was down-graded on lst April will be up-graded to

ADG’s post.”

1.13 When asked what the recommendations of the High Powered
Committee (1976-77) were and what efforts were made to implement
those recommendations, the Secretary explained that “recommenda-
tion involving financial implications were never implemented.”



“The witness added:

e We have got DG, ADG, DDG (Inspection)...... In
sophisticated items we involve indentors also...... The
position is shat where we have got the expertise at the
highest level we use things but where we feel we are not
upto the mark we certainly get the people from the inden-

tors and see as to what can be done.”
*

1.14 The witness further elucidated that the recommendatiohs of
‘the High Powered Committee had been accepted in principle.

1.15 The witness added that “the question is one of getting more
.people which we are not able to get because of the lack of funds.”

1.16 The Committee drew the attention of the representative to
the opinion of a private party that in view of the high technology
involved, the staffing pattern should not be based purely on indents
but on the quality of purchases at economic prices. The witness
responded that so far as the question of high technology was con-
cerned, the opinion of the indentors and other Government exports
was taken. As regards the prices, efforts. were always made to
reduce them to the extent possible.

1.17 It has been represented to the Committee in a memorandum
from a non- official organisation that there is lack of coordinatiom
between Planning and Development, Purchase and Inspection Wings
of DGS&D and between DGS&D and the indentors, which affects
the speed and quality of procurement of stores. During evidence,
the Secretary, Ministry of Supply spelt out the existing methods
of coordination but pointed out that for a more effective coordi-
nation between DGS&D and the indenting departments, the Plan-
ning and Development Wing of the DGS&D needed to be strength-
ended. He further stated that in order to bring about better effi-
ciency and supervision, there was need for increasing the number of
Purchase and Inspection Directorates, particularly when the stores
which DGS&D was required to procure were becoming more and
more sophisticated. The Committee are informed that proposals for
strengthening the orgmnisation of DGS&D are under consideration
of the Ministry of Finance and the Department of Personnel. The
‘Committee recommend that the systems and procedures of work
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and the staffing pattern of' the DGS&D should be reviewed and
rationalised and the Ornganisation suitably strengthened, if and
when  necessary, so that the store procurement process is stream-

"lined and the objective of purchase of stores of the requisite quality
at economic prices and at greater speed tham hitherto is realised.
The Commitiee wish to add that the Inspecion Wing should be in-
dependent of the Purchase Wing so as to obviate any possible mal-
practice.. . They have dealt with this aspect elsewhere in this
Report. ¢



CHAPTER II
TENDERS
A. System of Tenders

2.1 In a memorandum submitted by a non-official organisation to
the Committee belated publication of tender notices, is eited among
the difficulties encountered by the prospective suppliers. The follow-
ing problems have been mentioned in this connection.-

(i) Publication of the Indian Trade Journal is still not up-to-
date and regular. Even the bulletmns issued by the DGS&D
are often received late.

(ii) Complete tender documents readily are not available,

(iii) Tender copies issued by the DGS&D either from the Head-
quarters or from the regional offices are not at times
available at the local offices in Calcutta as well as else-
where well in time;

(iv) Tenders are often received without relative drawings and
specifications,

2.2 With a view to mitigating the above mentioned difficulties one
of the suggestions made by the same party is as follows: —

“With a view to closing the information gap, a circular letter
issued under certificate of posting may be sent by the
DGS&D containing abstracts of tenders to all registered
suppliers. All the recognised Chambers of Commerce and
leading Associations should be supplied with copies of
such circular letters for dissemination of information
among the all interested potential participants.”

2.3 During evidence when the Committee desired to know the
views of the representative on the above problems and suggestions,
the witness replied: —

“Tre concern expressed by the Committee is well taken.
We are constantly mdking efforts to ensure timely publi-
cation of all tender notices in the ITJ and lately we have
also started furnishing copies of our tender notices to wari-
.ous trade associations for publicity of the same by them to

7
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their constituents. Tender notices are invariably sent in
advance to all registered suppliers. Orders already exist
that at least a period of six weeks should be allowed for
the return of the tenders or for the quotations to be receiv-
ed against advertised tenders. The invitation to tender
has recently been streamlined and the same is brought
out in a booklet form after being standardised for different
groups of items. This will also eliminate a certain amount
of delay which now takes place between planning of’
demand and issue of tender enquiry for the same. Ex-
perience shows that there have been no complaints about
non-receipt of tenders in time by any of the prospective
suppliers. As preparation of a number of copies of tender
documents involves a lot of labour and cost, it may be
imprudent to send the same to a large number of locations
without achieving better results. But we make sure that
those who are the prospective suppliers get them. We
are sending copies to all registered suppliers. We send
them to all Chambers of Commerce, all Directors of Indus-
tries, all state Corporations, all Associations of Small
Scale Industries and to even bodies like the Institute of
Marketing Management and they in turn suply to their
own people. We are sending 50 copies to the NSIC.
Officers of the NSIC sit in the DGS&D building and the
day we issue the notice, we give 50 copies of the tender
documents to them so that they in turn might try to locate
the prospective suppliers and send those forms to them
free of cost. The Small Industries Corporations, the Small
Industries Associations and the various Chambers of
Commerce may or may not use the form, but we are
spending a lot of time, money and labour on this. People
who really want to do business are always in touch with
us. They know well in advance what we are going to
come out with. Ad hoc things are very few. Therefore,
the complaint that people are denied a fair chance fo bid
is not correct. Our attempt has always been to reach as
many people as possible. At least I am not aware of
anybody saying that a particular person who wanted to
supply could not supply because of non-receipt of infor-
mation about tender notice.”

2.4 The Committee wanted to know specifically the reaction of
the witness to the suggestion that circular letter should be sent to
all concerned under certificate of posting.

\
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The witness replied:

“I accept the position.., I accept it if it is recommended....
there is no difficulty in doing it.”

2.5 Although the Secretary, Ministry of Supply of during evidence
belated publication of tender notices is one of the difficulties en-
countered by the suppliers. It has been pointed out that the publi-
cation of the Indian Trade Journal is not up-to-date and regular
and the Bulleting issued by the DGS&D are often received late by
the parties concerned. Coupled with this is the difficulty of com-
plete tender documents not being available readily; tender copies
not being available at local offices; occasionally the tender docu-
ments being without connected drawing and specifications.

2.6 Although the Secretary, Ministry of Supply during evidence-
stated that there was no substance in the complaints that tender
documents were not made available to all those who were interested
in biding, the Committee would like to emphasise that in. this
matter constant vigilance is necessary to ensure that unscruplous
persons in or outside the Organisation do not so manceuvre that
the tenders notice do not reach the parties interested in biding at
all or reach them very late. It should also be ensured that com-
plete tender documents including the drawings and specifications
are made available to the prospective bidders well in time so as to
encourage free and fair, competition among the bidders. ° Any
complaints in this regard should be promptly enquired into for ap-
propriate action at a higher level.

.. 27. With a view to ensure that the tender notices reach the
addresses the Secretary, Ministry of Supply during evidence agreed
to the suggestion that the tender notices/circular letters should be
.sent to all concerned under Certificate of Posting. The Committee
hope that this procedure would commence forthwith. "'

B. Tender Committee System

2.8 According to the Preliminary Material furnished to the' Com-
mittee by the Ministry, the Tender Committee System has been in-
troduced in four Directorates in an experimental measure with a
view to subsequently extending it to all the Directorates.

2.9 During the evidence, the representative of the Ministry was
asked by the Committee to spell out the main features of the Tender.
Committee System. The witness replied:—

“It is like this that when bids are received, they are examined
by the base officer who may be an Assistant Director or
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a deputy Director. Then he shows to the next higher
officer depending on in whose power the contract lies.
We have delegated powers for this purpose. It is shown
to the Finance representative of the Ministry of Finance
and then it is also shown to the Contract officer who is
located in the DGS&D office. If any legal problems are
involved then Law Ministry is also consulted. Instead of -
notings at different levels which takes time. We have
evolved a system of Tender Committees that if at a lower
level a contract is to be decided, it does not come to the
Ministry or DGS&D. The Committee consists of the Base
Officer, the Director of the Directorate concerned and the
Financial Adviser. They will sit down, discuss all the
pros and cons and then give an agreed note as to whait
should be done in a partcular Case. It is collectively
decided sitting down and discussing and this eliminates
notings at two-three levels and one notmg is done, al-
.though even now the basic papers are prepared bv the
Base Officer, that is, the Assistant Director or the Deputy
Director concerned.r We find that this does expedite
decision on tenders and we are now considering that in all
the Directorates of the DGS&D, contracts of over Rs. 75
lakhs should be on the basis of such Committee.”

2.10 Asked as to when the Tender Committee System was intro-
#uced and how it was working, the witness stated: —

“This cystem has been, found to Be effective in expediting
tender decisiong and also in eleminating detailed notings
at all levels. Govt. is now considering extension of this
system to all contracts.”

2.11 The Committee enquired of the witness as to whv the
Tender Committee System had not been extended to other Directo-
rates even after three vears of its introduction in four Directorates.
The witness submitted that failure to extend this system was due
to shortage of man power and non-availability of the officers of the
Finance Ministry.

2.12 The Committee pointed out that the tender Committee
system should have been introduced at least in all those Directo-
rates where officers from Finance Ministry were available. The
witness responded that there was no objection to the implemen-
"tation of the suggestion. However, staff strength of the Depart-
‘ment would have to be augmented. Asked about the time by
which the scheme would be implemented fully, the witness replied

4
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that it had already been decided at the Minister’s level that decisions
-on all tenders above Rs. 1.50 and upto Rs. 5 crores would be taken
by a Committee consisting of a Joint Secretary of the Ministry and
the Financial Adviser. All contracts above Rs. 5 crores would be
processed by a Committee chaired by the Secretary, Ministry of
Supply. However, the role of the Committee would be advisory and
the final decision would rest with the Minister.

2.13 The Committee recommend that the system of finalisation
of contracts by Tender Committees, which has been experimented
for over 3 years in a few Directorates of DGS&D and found success-
ful in expediting tender decisions, should gradually be extended to
cover all contracts entered into by DGS&D of the value of over
Rs. 75 lakhs. .

C. Post-Tender Negotiations

2.14 According to the Preliminary Material furnished by the
Ministry of Supply “as a rule negotiations will not be undertaken
unless it becomes absolutely necessary due to firms quoting un-
necessarily high prices, cartel formation, etc. At the same time
late/delayed/post tender revisions are not being accepted to bring
in a certain amount of discipline among the tenderers and to ensure
fairness in dealings.”

2.15 However, a non-official organisation has represented to the
‘Committee as follows:— ’

“in recent years there is a growing reliance on post-tender
negotiations to further bring down prices. This, it is
observed, is not only bad in principle but also under-
mines the very rationale and sanctity behind inviting
tenders while throwing the secrecy of tenders over
board. ..... The unremunerative prices, which often
result through such post tender negotiations -create
genuine difficulties for suppliers to ensure timely and
regular compliance.” '

2.16 During evidence, expressing his views on the above con-
tention, the representative of the Ministry stated:—

“Government are also in agreement with the general princi-
ple mentioned just now. They are not in favour of post-
tender negotiations to the extent the same can be avoid-
ed. We have issued instructions that only in very ex-
ceptional cases pest-tender negotiations should be done.
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But where ring prices are quoted by various tenderers,
or competition is lacking, or.the prices shown are not
considered reasonable for various reasons, then post--
tender negotiations become inevitable in order to safe-
guard the financial interest of the Government. It is only,
in such cases that post-tender negotiations are done. The
total number of cases where such negotiations had to be-
invoked were 717 in 1981-82 and 701 in 1982-83 as against
70,000 contracts. It works out to about 7 per cent. In
rate contract, we want to ensure that the rate that we are
fixing is reasonable.”

2.17 The witness clarified that in all cases where post-tender
negotiations were undertaken, prices were always brought down.
Explaining further the motive behind post-tender negotiations, the
Secretary said:—

“The main motive is to bring down the prices. Very often
the parties do not accept the general conditions which
‘we impose. Then we have to negotiate with them. Then,
there are instructions of Government that where public
sector undertakings are involved, if the prices differen-
tial is more than 10 per cent, we must bring them to the
negotiating table and try to bring down the differential
to less than 10 per cent. Therefore, whenever any
public sector undertaking tenders, it becomes obligatory
on our part to have negotiations. But we agree in prin-
ciple that there should be no negotiation.... But in
some cases it becomes absolutely essential. If the ten-
derers form a cartel, we have to bring down the price-
through negotiation.”

_ 2.18 In response fo a suggestion made during evidence that the
post-tender negotiation should be conducted by an authority higher
than the tender accepting authority, the witness stated. “We do not
consider it necessary. If I had my way, I would say that negotia-
tions should be brought down to zero.” He further added that
according to General Financial Rules when a case was being dis--
cussed or until the contract was awarded, no higher authority
would interfere.

2.19 The Committee drew the attention of the witness to the
possibility of liaison between the contractors and tender calling
authority abetting the contractors to quote higher prices initially"
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on starting post-tender negotiations to favour them, The

witness stated:

We

..Certain powers for accepting tenders have been dele-

gated and these powers are absolute, whether there are
negotiations or no negotiations, . But what we do is that
even though the powers of purchase have been given to
the Deputy Director, the negotiations are done at the
Director’s level only. Where the powers are given to
the Director General, then the permission to negotiate

‘will be required from the Government. The negotiations

will be done by the Director-General or the Additional
Director-General. In cases where it is not within the
powers of the Director-General and the Government
feels that the negotiations should be done, the Govern-
ment also decides who will do the negotiations although
in such cases the final orders will be passed by the Gov-
ernment alone. But negotiations can be done even at the
level of Director-General and Additional Director-Gene-
ral in consultation or in collaboration with such other
officers as may be required. Generally, in all negotia-
tions, an officer of the Finance Ministry is aiways present.

feel that this system is working all right. In most cases,
we do not negotiate. The number of cases is only about
700 and odd which we want to bring down further. In
fact, I have suggested to the Government and it is a
matter for the Government to decide that it should not
be necessary for me to negotiate even with the public
sector units in case there is a price preference of more
than 10 per cent. Why should we give this special price
preference to the public sector? It is 2 matter of policy
and it is for the Government to decide whether the
negotiations should be obligatory in such cases or not.

Personally speaking, I want to reduce the number of cases

2.20.

where negotiations are to be done, The ideal situation
would be zero. But since we do not work in an ideal
situation, we will try to reduce the number of such cases
as much as possible. We trust our officers upto the level
of Directors and above and, if they do not do justice,
such matters are always looked into.”

It has been represented to the Committee that to further

bring down the pnces, there is a growing relisnce on post-tender
megotiations which is not only bad fin principle but also umdermines
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the very rationale and sanctity behind inviting tenders throwing the
secrecy of tenders over board, and that negotiations resulting in un-
remunerative prices create genuine difficulties for suppliers inhibiting
timely and regular supplies. The Committee were informed by the
Secretary. Ministry of Supply during evidence that while he was in
agreement with the general principle that post-tender .negotiations
should be avoided, in exceptional circumstances post-tender negotia-
tions became inevitable such as where abnormally high prices were
quoted or where competition was lacking or the prices shown in
the tenders were considered unreasonable for any reason. . .In all, cases,
such negotiations were held to bring down the prices. Noting the
assurance given by the Secretary anstry of Supply that post-tender
negotiations will be resorted to only in exceptional cases,the Com-
mittee recommend that even in circumstances where such negotiations
become inevitable, the post-tender negotiations should be conducted
Jnvariably by an authority higher than the Tender Accepting Autho-
rity. Any complaint made at the time of negotiations should be
promptly investigated and appropriate action taken. Where tender
conditions are modified at the time of negotiations equal opportunity
should be given to all the tenderers to revise their quotations.

D. Time Gap between advance acceptance of tenders and acceptance
of Tenders

2.21 It has been noted from a memorandum submitted to the

Committee by a representative Organisation of Trade and Industry
that: —

“A/Ts are often issued after a considerable lapse of time
after the advance A/T has been issued. The A/T in-
corporating the full terms are issued’ very late—are
issued after 2-3 months, Changes are also made in the
terms/specifications/inspection  procedures/indicated in
the advance A/T and the A/T. These cause great hard-
ship. The entire procedure involves inconvenience to the
tenderers. DGS&D should ensure that A/Ts incorporat-
ing the full terms are issued within a week of the Advance
A /T."

2.22 During the evidence, the Committee asked the representa-
tive of the Ministry (i) whether the gap between the advance A/T
and the A/T could not be reduced; and (ii) the reasons for making
changes at the A/T stage in their terms/specifications/inspection
procedures. The witness replied: —

“The observations made by the Committee have been very
well taken. Although instrugtions exist that a formal
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contract A/T should be issued within 10 days of the issue
of the advance A/T, there have been instances, which I
. have noticed, where these instructions have not been
complied with. We are now making a standard pro-
forma for A/T for different items, and the same will be
circulated for the guidance of the Purchase Officers.”

2.23 Asked by the Committee whether there had been any
instance where changes had been made in ATs vis-a-vis advance
"ATs, the witness replied that it was not permissible, if somebody!
did it, he committed a- wrong. As regards the time gap between
issuance of advance ATs and ATs the witness submitted that it
took nearly 20 days. The witness further explained:—

“Decision to issue contract is (sometimes) taken on the expiry
or one day before the expiry and it is not possible to
complete all the formalities to get over the legal lacuna.
The contract has to be issued before the offer expires
Sometimes in the midnight we issue the offer and we
put it in the post office. It amounts to acceptance by the
Government and then we follow it up with a regular
contract.” '

2.24 The witness added that in some Directorates the maximum
_ gap was upto 30 days but in no case beyond that,

2.25 The Committee further asked the witness as to what was
the necessity foi .Advance Tender System. The witness replied:—

“The need for issuing advance acceptance comes only in a
small number of cases where the decision to award a
contract cannot be taken. Sometimes there are certain
reasons. We have to get foreign exchange released. The
time was so short that we would have iost the offer and
perhaps somebody could have asked for higher price, In
order to safeguard the interest of the Government we
say this ¥s accepted. Then foreign exchange is released.

W It takes about ten to fifteen days.”

-~ 2.26. It has been brought to the notice of the Committee that a
considerable gap of time imtervenes between issue of “Advance Ac-
cepted Tenders” and the “Accepfed Tenders”. Sometime the gap /
runs into 2 to 3 months and causes inconvenience to the tenderers. |
Secretary, Ministry of Supply admitted during evidence that there wag/‘ ;
some delay despite instructions that ATs should be issued within a' -
period of 10 days of the issue of advance AT. The Committee would
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stress that normally it should not be necessary to issue an Advance
AT. I for any reason it is necessary to do so regular AT should
be issued within the prescribed time limit. In exceptional cases
where this time limit has to be exceeded, the matter should be brought
to the attention of the appropriate higher anthority, who should
initially examine the justification for the delay. ..

»

E. Delay in Issuance of Amendments to Advance Tenders

2.27 It has been represented to the Committee by a non-official
organisation that:—

“Generally speaking there is an inordinate delay in issuing
amendments to A/Ts in almost every case holding up
submission of final bills. This badly affect the liquidity
position of the suppliers.”

2.28 The Committee, during evidence, wanted to know whether
any time limit had been laid down to issuing of amendments to
A/Ts to ensure timely settlement of Bills. The representative of
the Ministry said:—

“It is true that amendments to A/Ts take considerable time
for different reasons which include delay on the part of
our purchase officers also; the other reasons are reference
to the indentor for accepting the proposed amendment,
reference sometimes to the inspector if a price reduction
is involved, reference to the Ministry of Law where con-
tractual obligation is involved; calculations in respect of
raw materials, excise duty, sales tax, etc., take some time.
It has, however, to be appreciated that if the suppliers
were to discharge their responsibility in terms of contract,
necessity to seek any amendments thereto would not be
arising at all. We are ourselves very keen the expedite
action on amendments and we want to eliminate delays.
Instructions have been issued. In fact, the Director-
General/and the other supervisory officers at various level
have been given this task to ensure.that there is no avoid-
able delay in the issue of amendments. As I mentioned,
a certain amount of delay does take place. Unless the
contract is amended, naturally the bills cannot be paid
fully. Mostly this delay takes place because of the varia-
tion in prices. Sometimes if the party does not supply/
things on time and delays supplies and suppose there
is a downward trend in price in the market, then the
question arises at what rate we have to pay him for
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delayed supplies. All these take time. We have to con-
sult the Law Ministry, we have to talk to various people.
In the majority of cases, if the suppliers supply their
things on time according to the terms of the contract,
the need for amending the contract would not arise.”

2.29 The Committee asked, if escalation and deescalation clauses
‘were being provided when the tenders were invited. The witness
replied that this was not being done in every case. But if supplier
desired and asked for it, its was being provided on certain agreed
conditions.

2.30 When enquired by the Committee whether the amendments
to ATs arose only due to the failure of contratcors or suppliers to
keep up to the schedule of supplies, the witness stated:—

“Not ‘only’, but primarily. Sometimes it is possible that the
indentor may change the place. Suppose steel is required
by the Railways at a particular place or Defence wants
a ‘particular supply to be made at a particular place and
then they change and want to tell the party that the
supply, instead of at place ‘A’, be made at place ‘B’
That will require an amendment to the contract.”

2.31 In regard to the amendments to ‘A/Ts, the witness further
clarified the position as follows: —

“What we are paying is strictly according to the contract.
So there is no guestion of paying more or less, All I said
was that if the price variation is already in the contract,
then only these will be given. Suppose the contract says
that if there is increase in steel prices. prices will be
automatically increased, then only it will be incréased.
It has to be provided in the contract.”

2.32 The Committee enquired of the witness as to what happened
if the prices fell down during the extended period of a contract.
'The. witness replied: —

“Where we find that the prices have come down we pay him
at the lower rate and not at the higher rate, So auto-
matically this is-covered. Liquidated damages are not
penalty. It is against the damage which has been caused
and it is done in consultation with the indentor and in
all such cases we also consult the Ministry of Law.”
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The witness further added: —

“If we find that it is in our interests to give extension, we
generally extend and we alsc do it in writing. Other-
wise we reserve our rights to levy liquidated damages,
and also deny any increase which may take place because
of any reason after the extension of time.”

2.33 Asked whether the Committee could be assured that no
cost escalation claims were entertained because of the extensions
of the delivery period, the witness stated:—

“We will not entertain the claim. We do not pay anything
extra. We are not supposed to pay. We cannot pay
over and above that is specifically mentioned in the con-
tract. But if a party says ‘We cannot supply you now at
what rate because the prices have gone up very much....
legally, it is open to us to cancel the contract and go in
for normal risk purchase, liquidated damages etc. in con-
sultation with the Law Ministry. However, where we:
feel that if we cancel the contract and enter into another
contract, and we are likely to pay much more, in such
cases, we may agree, in consultation with the Ministry
of Finance for such payments, and we call these pay-

ments ex-gratia payments and this is shown to the Fin-
ance Minister.

2.34. The Secretary, Ministry of Supply has admitted before the
Committee during evidence that “a certain amount of delay does take
place” in finalising and issuing the amendments to the “Accepted
Tenders” which according to him, naturally holds up payments of
suppliers’ bills for stores delivered agaims¢ the ATs. The Committee
would like the Ministry to streamline their procedure in such a way
that the delays in the finalisation and issue of amendments to the
Accepted Tenders is reduced to the minimum. One-of the measures
could be to refer the matter to a Committee consisting of all the parties
concerned for consideration and decision, as is being done for accept-
ance of Tenders. .



CHAPTER III

PURCHASES

Centralised Purchase

3.1 The following suggestion has been made in a memorandum
furnished by a Chamber of Commerce to the Committee:—

“The services of DGS&D as the Central Purchase Organisa-
tion should be utilised to the maximum extent possible.
o This will ensure uniformity in purchase policy and pro-
cedure and guarantee optimum advantages to the buyers.
For procurement of stores required by all Government
Departments and Public Sector Undertakings beyond
a certain monetary limit, this should be encouraged. The
Central and State Government Departments, Statutory
Corporations, Municipalities, Corporations, Public Sector
Undertakings and'so on should be persuaded to increas-
ingly avail themselves of the proven services and facili-
ties available from the DGS&D.”

3.2 During evidence, the Commitee sought the reaction of the

representative of the Mlmstry on the suggestion, the witness re-
plied: —

“We certainly welcome the suggestion of the Committee that
the services of the DGS&D should be utilised by State
Governments, Central Purchase Organisations of various
Public Sector Undertakings, Municipalities, Corporations
etc. In fact we have written to the Bureau of Public
Enterprises and to the State Governments also that we
have expertise available and they should try to avail of
this expertise as much as possible. As it stands today,
Public Sector Undertakings and State Goverhments are
not obliged to meet their requirements of various stores
through DGS&D irrespective of the value of the purchase.
Experience shows that these organisations utilised the
services of DGS&D mostly against rate contract items and
on such items where they find difficulty and are unable-

- T T .
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to buy things and when they are really in a tight corner,
they come to us for help.”

3.3 Pointing out that during the years 1979-80 and 1980-81, State
‘Governments purchased goods worth Rs. 59.70 crores and Rs. 66.95
.crores respectwely through DGS&D but during the year 1981-82
such purchases slumped to Rs. 1.68 crores, the Committee asked the
witness reasons therefor. The witness replied that most of the
States had established their own purchasing organisations.

3.4 When asked whether any comparison was made of the prices
at which the State Governments purchased the goods direct vis-a-
vis the prices at which goods were obtained by DGS&D, the witness
replied that no such statistics were maintained.

3.5 The Committee consider it that it would be certainly econo-
mic for the States as also the Public Sector Undertakings to avail of
the expertise built up by the DGS&D in the matter of purchase of
stores. They recommend that the advantages of centralised purchases
of common stores through DGS&D should be brought home to the
State Governments, and the Central Public Sector Undertakings
through the Bureau of Public Enterprises. A¢ the same time, the
Ministry should ensure that the DGS&D is properly geared up to
accept and expeditiously execute indents from a wider field. As a
step in this direction in the overall interest of the country, the Com-
mittee desire that a stady of the time taken on procurement and the
prices settled vis-a-vis those of the States/Public Undertakings in
respect of a few typical items should be made to see whether it would
be really economical and expeditious to make purchases through the

DGS&D. The Committee would also await the outcome of this
study.

3.6 Incidentally the Committee desire that the existing .system
of DGS&D handling the purchase of products of Public Undertak-
mgs like petroleum companies-the prices of which are either con-
trolled or informally administered, on behalf of Government depart-
ments etc. should be reviewed to see whether in view of no price
advantage being derived and the distribution being legitimately the
function of the Public Undertakings concerned, the DGS&D should
continue to handle them unnecessarily adding the service charges to
the prices and creating an artificial element of profit for the Public
Undertakings. A Senior Official each of the Finance Ministry and
the Bureau of Public Enterprises should be associated with this Stady.
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B. Proprietory Purchases

' 3.7 It has been represented to the Committee by a private party
that: —

“(i) DGS&D should not accept the proprietory certificate
issued by any indentor without thorough scrutiny of the
same, All the indents received from indentors giving
proprietory certificates should be first screened by an
independent Committee to assess whether the items are
really of proprietory nature,

(ii) such items, for which proprietory certificates are receiv-
ed, should be brought to the notice of DGTD so that
parallel sources of manufacture and supply may be deve-

loped expeditiously.

(iii) The Chambers of Commerce and Industrial Associations
should be approached to develop paralle]l sources of such
items and in this process DGS&D should assist the entre-
preneurs who come up for development of such jtems by
giving developmental orders initially for part quantity
and after successful development, the entrepreneurs may
be considered at par with other suppliers,

3.8 During evidence the Committee asked the representative of
the Ministry as to how the DGS&D ensured that proprietory items
purchased did not have alternatlve source of supply. The witness
replied: —

“By and large, the DGS&D have to go by the proprietory
articles certificate furnished by the indenting Department.
But wherever the Planning and Development Division
of the DGS&D have information that a particular item
can be purchased at competitive rates, reference is made
to the indentor advising him on same. But if he still
insists buying on proprietory basis after taking approval
of their internal finance, then the DGS&D as a Service
Deptt. has no other option but to go along with the De-
partment’s indent. Tt might not be entirely appropriate
for the DGS&D to interfere, but DGS&D can play an

- advisory role, which, even now, they are doing. How-
ever, the DGTD is kept informed of the purchases made
of the proprietory items. While we do advise in one or
two cases, we are the agent of somebody and agent can-
not become master.”
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39 To make his position on this point more clear, the witness
clarified:

“It is our constant endeavour to find a new source of supply
so that monopoly of anybody could be broken.”

3.10 The witness further added that “when the proprietory item
is asked for and we have information with us that there are other
makes also available at a more competitive rate, we certainly
bring it to their notice.... where we certainly know that there
are certain things in market which are doing equally well, then
we will certainly bring it to the notice of Ministry concerned.”

3.11 When it was suggested by the Committee that in case of

traditional spare parts, the proprietory purchases should be stop-.
ped altogether, the witness responded:

“The Ministry concerned has to get the concurrence of the
Finance also. The function of the Finance is normally
to see that the most economical thing is purchased, so
it is for that Ministry to specify. Generally a proprie-
tory item should be costly.”

3.12 In this connection the Committee asked for the reaction
of the witness to the following suggestion made to them:

“All the indents received from indentors giving proprietory
certificates should be first screened by an independent
Committee to assess whether the items are really of
proprietory nature.”

MRS >

The witness stated that the Directorates of Planning and Deve-
lopment in DGS&D examined whether there were alternate sup-
pliers with them for proprietory items.

3.13. The Committee consider that since the system of proprietory
purchases is liable to abuse, in addition to the existing restrictions on
such purchases (which are of procedural nature) there is need for-
further controls at the level of the DGS&D. DGS and D is not
merely an agent of indentors but also the principle policy making
organisation in respect of Government purchases. It is, therefore,
incumbent upon them to see that the system of proprietory purchases
is not abused by the Government Departments. The Committee
suggest that all indents for proprietory purchases should be scrutinis-
ed by the DGS&D in consultation with Director-General of Technical
Development and in case it is found that alternative sources of supply
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exist, the indentors should be advised to try the item obtained from
the alternative source. Any difference of opinion could be thrashed
out at a meeting between the representatives of the indentor, DGS&D
and DGTD and procurement action taken accordingly.

3.14. The Committee also recommend that 2 list of items procured

by DGS&D undger the Proprietory Purchase System during the 6-month

' period with value of orders placed in respect of each item should be

- published in the next Issue of the Indiap Trade Journal so as to evoke

interest in trade and industry to make sustained R&D effort. There

 should also be effective coordination between DGS&D and DGTD in

| developmg alternative sources for proprietory items to derive price

 advantage arising out of healthy competition.. .Particular attention

- should be paid in regard to the items procured from abroad to develop
}indige.nous source(s) speedily.

C. Preferential Purchase from SSI

3.15 According to the Preliminary Material furnished by the
Ministry of Supply, out of the total valua of orders placed by
DGS&D during the last 3 years, Orders placed on the small scale
industries were as follows: —

Year Total Indigenous Total Impprted % of SSI

value of LSI o SSI indinge- to total
orders: nous. : indig-e
placed - ) nous
l : : purchase
1979-80 . . . 1186-87 993 81 13578 1129° 59 57-28  12%,
109081 . . - . 1490-73 . 1235 23 197-35 1432'58 58- 15 13-8%
1981-82 . . . 183550  1547°06 221-50  1768-56 66- 94 12:5%

The above details show that value of orders placed on small
scale industries range between 12—14 per cent of the total indi-
genous purchasés by DGS&D.

3.16 During evidence, Committee asked the representative of
the Ministry whether he considered the p051t1on in this regard
atisfactory. The witness stated:.

“The DGS&D purchases have been divided in six groups. The
first group relates to those items which are manufactured
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only by the organised large-scale sector such as petro--
leum products cement, paper and jute bags. Group II
consists of those items which can be purchased only
from large scale units, whereas the large-scale units buy
a number. of ancillary items and components from small
scale units. These are items of construction equipment
Machinery, automoboiles, power-house equipment, lifts
etc. Group III items are those which we purchase both
from the large scale sector and from the small scale
sector. We do not make any distinction—as far as the
DGS&D is concerned—between the large scale and the
medium scale. We put medium scale under the large
scale category itself. So, we buy from both the large
scale as well as the small scale sectors. The Government
orders are that a price preference up to 15 per cent can
be given to purchases from small scale sector. The
items under Group IV are those which are reserved for
purchases exclusively from the small scale sector. The
total number of such items, at present, is 401, . In the
same group, we have also included items which are
Teserved for purchases from the handicraft sector and
‘the handloom sector. There are 14 items like this.

Now, groups 5 and 6 comprise of those items where small
scale sector is still in the development stage and their
capacity is not considered equally enough to meet the
entire requirements of the Government. But we reserve
50 per cent to 75 per cent purchases from the small
scale sector. The two categories are exclusively in the
large scale because the small scale is not there to com-
pete or supply. So, the percentage of small scale units
in the remaining items will work out to 37 per cent in
1978-79." It has progressively gone up.to 42.5 per cent in
1979-80, 45 .per cent in 1980-81 and 45.6 per cent in 1981-
82. When we have discussed this with the small scale
sector people and various associations, they also appre-
ciated that the progress has been very good and we have
now achieved almost half (45.6 per cent) where they
are in a position to supply. We constantly have meet-
ings to see what more items they can supply and there
is a standing review committee of which I am the chair-
man and the Development Commissioner, Small Scale
Industries is the convener which goes into continuously
whether any more items can be brought under groups.
4 5 or 6.”
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3.17 The Committee enquired of the witness whether there was:
any possibility of manipulations through collusion between the
large scale industries and small scale industries to abuse the pre-
ferential prices accorded to Small Scale Industries. The witness
explained:

“When 'we give an order on price preference, we have to see
that it is not a subsidiary of a large scale unit and,
therefore, we get a capacity report. Our inspectors are
also supposed to ‘inspect during the production after it
has been given to them for production, that this is
actually the product of that. There is always coordina-
tion with the Development Commissioner, Small Scale
Industries. They help us in these matters. But it is
possible that somebody may surreptitiously put up a
small scale unit and supply from a large scale unit. As
far as it is practicable, we satisfy ourselves either through
the Development Commissioner, Small Scale Industries,
or through our own inspectors that this firm has the
capacity. In actual practice our Examiner of Stores do
go there to see.”

3.18 On the Committee pointing out that the malpractices could
be checked if instead of inspecting the final products, the inspections
were made during the manufacture, the witness replied that the
inspectors were supposed to do it.

3.19 Clarifying further the Secretary informed the Committee
that it was specified in the tender document itself that tender should
be filled by Small Scale Units only and that tender from others
would not be accepted. In many items 15 per cent price preference
was given to the Small Scale Units, but this preference was neither
automatic nor universal. It was being given only after examining
the case on merit according to General Financial Rules. He said:

..many of the small scale units are saying that 15 per cent
pnce preference should be available to them automatically
in all cases, In fact, I have proposed a brief note for the
Cabinet asking for clarification. If the Govt, of India
wants that in all cases we should give them price prefer-
ence of 15 per cent, I would be happy.”

A 20 The Committee further desired to know whether there was
any procedure through which it might be made obligatory on the
part of Large Scale Industries to accept small scale units as their-
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ancillaries in order to encourage small scale units, The witness
stated:

“We have also requested large scale industries to get their
things done through small scale industries as far as possi-
ble. But the contractual relationship between them is a

matter for them, and we cannot come and interfere in
that.”

3.21 The Committee note that DGS&D purchase have been
<livided into six groups...Group I consists of items which are manu-
factured only by the large scale sector. Group II consist of those
items which are purchased only from large scale units but the large
scale units buy number of ancillary items and domponents from
small scale units. In Group III are included items purchased from
large scale sector as well as from small scale sector. Group IV
consist of items which are reserved for purchases exclusively from
the small scale sector. Group V and VI comprise of those items
where small scale sector is still in the development stage.. .Ban'ing‘
the first two groups, the percentage of purchases from small scale
units in the remaining four Groups is claimed as being 37 per cent
in 1978-79, 42.5 per cent in 1979-80, 45 per cenmt in 1980-81 and
45.6 per cent in 1981-82. The Committee have been further in-
formed that there is a Standing Review Committee with the Secre-
tary Ministry of Supply as the Chairman, and the Development
Commissioner, Small Scale Industries as the Convener which goes
continuously into whether any more items could be brought under
Groups IV, V and VI for purchase from the Small Scale Sector.

The Committee trust that efforts to encourage small scale sector
would continue. e

3.22 The Committee learn that 15 per cent price preference has
been made available to the smal scale sector which is at present
being allowed in selected cases on merit. The Secretary, Ministry
of Supply informed the Committee during evidence that he has
sought certain clarifications from the Cabinet in regard to the ex-
tent of applicability of this policy. In this connection, the Com-
mittee would like Govt. to bear in mind the following considera«
tions:—

(i) Price preference is an indirect financial subsidy to the
small scale industrial units by Govt. and as such has
sizeable financial implications.



27

(ii) It has to be in the nature ‘of a temporary concession "
allowed to specified small gcale industries in the early
siage ‘of their developmer't when 'they are unable to
compete in the matter o, pricing of their products with
the large scale industry; engaged in the same manufac-
turing activity. .

(iii) The price preference policy has to be clear and unambi-

guous so as to leaye. no scope for doubt in the minds of

the manufacturers and the adwhnistering authority. It

should leave mb pimum discretion with the administering
authority. ..

(iv) The policy shouw id be sub.ject to review at stated inter-
vals S0 as ‘'to prompt entrepreneurs to constanily endea~
vour to impro’ ye economy of production in their umits.

D. Ar :cepta,n.ce of Higher Prices

3.23 It has been s§ ated in the Preliminary Material furnished by
the Ministry to the Committee that, “absolute powers have been
given to the Purchs ;se Officers for acceptance of higher prices over
L.ast Purchase Prir e

3.24 The Covy imittee asked the- representative of the Ministry
during evidence . to elaborate as to at what levels these powers had
“been ‘delegated and how it was ensured that powers were not mis-
used. The wi tness replied: ' ‘

- “Regar ding contract value upto Rs. 1.5 lakhs, the concerned
A ssistant Director (Purchase) has power to accept tender

7 ind award the contract. Deputy Director (Purchase) has
got powers if it exceeds Rs. 1.5 lakhs and it goes upto
Rs. 7 lakhs. Director (Purchase) has full powers- to
sanction and approve contract upto Rs. 25 lakhs. Deputy
Director General has powers upto Rs. 75 lakhs. Director
General and Additional Direcfor General have powers
. apto 1.5 crores, Over and above that it has to go to the
. Mini Sﬁ) .This is th(: delega}:iéh" 1of powers given....
Previously the powers have been lower and now they ‘

have been given more pc ers. ._""he power of . Director
g € pow “~. MNow it is Rs. 15

General was upto Rs. 1 crore only, » ow !t i
crores. This was done after the whole n..'TS" was -f-_
cussed in the various Ministries including the Ministry
of Finance, and approved by the Secretaries Committee
" and also approved by the Hon. Prime Minister. The
concerned purchase officer can accept higher price over
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the last purchase price.* These powers are delegated to
him.” . ‘

3.95 The Committee pointed out to the witness that prior to the
latest delegation of powers, the Director GeneralI had powers ft&
accept normal tenders upto Rs. 1 crores and negotiated tenders‘ upis
Rs. 50 lakhs. The last delegation of power had empowered him to:
accept tenders, whether fiormal or negotiated, upto Rs. 1.50» Crores.
The Committee desired to know the rationale behind the delegatiom
of such powers especially in the case of negotiated contracts. The
witness replied: —

“Government in their wisdom felt that more power should
be given. Senior Officer is to be trusted to deliver the:
goods. Previously Finance Ministry did not delegufe
power; now they have delegated to various Ministries;
on our part, we have also delegated to officers down thes:
line.”

3.26 The witness added that more powers had been delegated ta
cut short the delays in award of contracts. In regard to the delega-
tion of powers for the acceptance of higher prices over the Iast
Purchase Price, the witness explained: — : .

“We have seen that during the last 3-4 years, the prices have
increased very much. We go by the tender system. IE
we find that there is an increase of 30 per cent then we
leave it to the discretion of the officer and he has got fuBk
powers irrespective of the fact that the increase in the:
price is 30 per cent over the last purchase price, as fome
as it is within the financial delegation given to him.™

3.27 A point was raised during eévidence trat it was always better
to have institutionalised checks rather than leaving it to the discre-
tion of an officer. The witness responded: —

“There was so many rules and regulations and conditicms
laid down. Apart from the control at concurrent level by

. the Finance Ministry, consultation with the Law Mings-
try, the concurrent audit in all cases, there is a full tigse
vigilance. .. .Every effort is being made to ensure that
there is no malafide. There is very little discretion with:
the officer if there is any deviation from the terms amf
conditions. If there is any deviation from the standard
terms etc., those powers are not given to him. He cam-
not deviate on the specifications. We feel that it is in &

SAt the tim~ of factual verification. the Nty oF somaiv hoas G o
&dd: In consultation with the “finance”. inistry of supply have d.c“"cd i
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interest of the organisation, Government and the sup-
pliers also. Their cases are decided at a yery early date.
Within these checks and balances, these safeguards are
considered adequate. We meet these people quite fre-
quently. . ..I hope, nobody has complained to you that he
could not meet me. But at the same time, I do want to
build up the morale of the officers.”

3.28 On a doubt being expressed that the power to make pur-
chases at higher prices over the last purchase price could he abused
and lead to malpractices, more so, if tenders were called at short
intervals of a few months, the witness stated:—

“As far as financial powers are concerned, he has full powers.
But he cannot change the specifications and ether condi-
tions of the contract.”

3.29 The Committee note that the Purchase Officers have been
empowered to accept higher price over the last purchase price if the
difference is upto 30 per cent. While the Committee see justifica-
tion in the delcgation of this power because of rapid escalation in:
prices in recent times, they would like the Ministry to devise suit-
able checks to ensure that this power is not abused.

E. Price Préference to Public Sector Undertakings

3.30 It has been stated in a memorandum submitted to the Com-
mittee by a non-official organisation that public sector undertakings
are being granted 10 per cent price preference in respect of supplies
to Government and other public sector enterprises on the plea of
ensuring better utilisation of capacity and improving their economic
viability, The policy is, according to the memorandum, highly dis-
criminatory and runs counter to the concept of free and fair
competition and as such, the sooner this policy is done away with,
the better it is fer national economy and the buyers.

331 The Committee during evidence desired to know the views
of the Ministry in this regard. The Supply Secretary replied: — .

“Similar feelings have been expressed in various meetings of
FICCI and other Associations domsinated by the private
sector. We have also heard these things in the Regional
Purchase Advisory Committee meetings and also in the
Central Purchase Advisory Committee meetings. This
decision about giving the price preference is actually not
initiated or taken in the Department of Supply kut the
Ministry of Finance and the Bureau of Public Enterprises’
are doing it. All I can say is that we may appreciate
that public sector undertakings do not work for indivi-
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dual profit. In their case, it is the national profitability

which is involved. There are several other considerations

such as belanced regional development, rehabilitation of

sick mills, socio-economic comsiderations, planned deve-

lopment of industries, etc. and all these factors can in-

volve a higher cost.” .

3.32 A point was raised that when bids were made by the Public

Undertakings on behalf of foreign parties, price preference, if any,

should be confined to indigenous components only. The witness
replied: —

“We agree to this principle....Actually, very few contracts
are given in this way. Our policy is that the price
preference to public sector undertakings will be to the
indigenous goods and it should be like that.”

3.33 The Committee consider it reasonable that when a Public
Undertaking bids against tenders floated by DGS&D on behalf of
a foreign party, the price preference of ten per cent should be
‘made available to it only on indigenous components, This was
agreed to ‘in principle’ by the Secretary, Department of Supply
during evidence before the ommittee. The €ommittee trust that
this principle will be followed in future. T

F. Operation of Rate/Running Contract

3.34 ‘The Committee have received complaints that there are a
large number of Government Departments and Public Sector
Undertakings, which buy the items covered under the Rate Con-
tract at much prices higher than Rate Contract prices.

. 3.35 The Committee, during evidence asked, the representative
of the Ministry as to how this practice could be stopped or at least
minimised. The witness replied: —

“Under the delegated powers, the Central Departments can
buy items on RC. This is up to Rs. 10,000 at a time not
exceeding Rs. 50,000 in all in a year., That limits the
quantity that théy can buy....We expect that all State
Governments and even Public Sector Undertakings will
use our RC rates. I know generally they do so. In fact,
these RC rates are circulated to all the State Govern-
ments and the Accountants General of various States
also know these rates and normally they also in their
own interest want to buy under the RC to avoid any
audit objection. But we shall be certainly very happy if
the Committee can make some suggestions on this
because we have no authority over the State Governments
or on Public Undertakings.”
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3.36 The Committee asked the witness if the State Governments
and Public. Undertaking were not bound to make purchases on the
RC rates. The witness replied in the negative:

3.37 In reply to a query from the Committee, the witness said
that sometimes goods were purchased on rates higher than RC rates
by Ministries cr Public Undertaking on the plea that there was
emergency. ¢

3.38 Asked about the periodicity of the publication of RC list the
witness replied, normally it was brought out annually but if the
circumstances warranted it could be brought out after a iew months
of the publication of the earlier list. The lists of RC included about
200 items.

339 Asked about the circulation of RC lists, the witness replied
that whoever asked was supplied with the list.

3.40 When the Committee suggested that the RC lists should be
automatically forwarded to all concerned, the witness accepted the
suggestion and agreed to provide RC lists to all Central Public
Undertakings.

3.41 The Committee are unable to conceive as t¢c why Govern-
ment Departments should buy an item included in the running rate
confract at prices higher than those provided for in the rate contract
unless it is that the rate contract is not readily avallable with them ox
that the procurement under the rate contract would take’time while
the stores were required immediately. However, with a view to achiev-
ing wider and better utilisation of the system, the Committee would
like to suggest that the Secretary, Ministry of Supply may write to the
Chief Secretaries to the State Governments/Union Territory Adminis-
tratioas, the State Accountanfts-General and the Bureaw of Public
Enterprises pointing out the economic advantage of purchases under
the rate contract system. Further, copies of the rate contract may
be sent suo moto to all the State Governments|Union Territory Ad-
ministrations, the State Accountants General and the Central Pablic
. Undertakings. Faei



CHAPTER IV
INSPECTION
A. Organisation of the Inspection Wing
4.1 It has been pointed out in a Memorandum to the Committee
that:
“viewed from the organisation angle, the supplies wing appear
to enjoy greater importance than the Inspection Wing.
Thus, the Purchase Wing has got DG and Additional DG,
whereas Inspection Wing has got only DDG as fop boss.
Inspection, however, occupies no less crucial position
when judged from the points of view of effective quality
control and the value of purchases subjected to inspec-
tion.”
4.2 It has, therefore, been suggested that the “Importance of
Inspection Wing should not be underrated. Both the Purchase

Wing and the Inspection Wing should be provided with Additional
DG and Deputy DG and the Senior most ADG should be the D.G.”

Asked during evidence to comment on the above observation
and suggestion in the Memorandum, the Secretary Ministry of
Supply stated:

“It is not qur case that inspection is less important than pur-
case. As this august body has itself noted, there are
17 Purchase Directorates; there is one Planning & Deve:
lopment Directorate, there is one Disposal Directorate;
there is one Coordination and Work-Study Directorate
manned by officers of the Indian Inspection service.
There are 10 Directorates of Inspection manned by the
Indian Inspection Service. The Inspection wing of the
DGS&D handles 50 per cent of the total purchase made
by the DGS&D. The role of the inspection wing in the
total procurement effort is generally limited to standar-
disation of specifications, capacity-assessment of sources
of supply, inspection - of stores for quality, etc. The
strength of these various services was considered long
back, some 20 years ago. It was decided that so many
officers should be there and a cadre must be created o}
such Inspection Service. That was in 1961 That was

32
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done on the basis of requirements and the number of
directorates needed depending upon the workload which
was involved. However, it is conceded that the posts of

the DGS&D should be open to both officers of Indian
Inspection service as well as Indian Supply Service.”

4.3 Commenting on the suggestion made during evidence that
Imspection Wing of the DGS&D should be taken out of DGS&D and
atiached to the Ministry, the Secretary stated:

“I personally feel that it is not necessary that Inspection Wing
should be & separate wing headed by a Director General.
What is itaportant is that there should be close co-
ordination between Purchase and Inspection wing and
this can better be achieved under one single Head of the
Deptt. (irrespective of whether he belongs to Indian
Inspection Service of Indian Supply Service or IAS or
any other service). It is complete and composite work
of making purchases and involves registration of firm,
call for tender, place order of purchase, inspection of
material etc. Without inspection there cannot be proper
purchase. The organisation cannot be compartmentalis-
ed; it can’t be separated...... As far as a separate Addi-
tional DG is concerned, I have recommended this myself
and this matter is under consideration by the Cadre Re-

view Committee.”

4.4 Pointing out of the instances of the Ministries of Railways
wnd Defence where the Inspection Directorates had been given
independent status to free them from extraneous influences, the
Committee asked the representative whether such a system could
mot be applied to DGS&D. The witness replied:

“No officer has got any power to over rule inspection. The
Deputy Director General is charge of the Inspection Unit, '
. But no D.G. can direct him to give any favourable inspec-
tion report....I am certainly not in favour of taking up
overall responsibility of purchases from the head of the
' Department....On the basis of delecation of powers, let
the DG be responsible for proper purchases which includes
inspection. Inspection has a function before purchase.
Purchase comes in between. We are certainly open to
what the Hon. Committee says.”

The Secretary further added:

“persgnally I would prefer a unified Deptt. because the func-
tions are separate, the officers are separate, the services
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are sepirate. The examiner of Stores and Inspector of
Stores are under the control of the DDG. Supposing,
there is a Director General of Inspection. In that case,
1 cannot guarantee that there will be no complaint from
the indentors. The, function of the DGS&D is to buy
quality goods and at the most economic price. In this the
coordination of inspection and purchase is required at
every level. But it is the coordination and not authority.
For example, inspection people have got "no business to
dictate to the purchase people and vice-sersa.”

4.5 The Committee find that at present the Inspection Wing is a
part and parcel of the DGS&D under the administrative control of the
same Director General who looks after the Purchase Wing. Since the
Inspection Wing has to carry out inspection of the Stores ordered for
by the Purchase Wing, it would, in the opinion of the Committee be
a better arrangement to. separate this Wing from the DGS&D and
bring it directly under the Ministry of Supply. This System would
josure the Inspection Wing against possible extraneous pressures for
clearing sub-standard stores. The Committee would like to point out
that similar arrangement exists on the Defénce side where procurement
functions have been separated from Inspection functions.

-

B. Standards of and delays in Inspections.

4.6 It has been stated in a memorandum submitted to the Com-
mittee that the standards of inspection vary from region to region
and also from officers to officers in absence of specific and clear
guidelines.

4.7 During the evidence, the ‘Committee asked the represen-
tative of the Ministry whether uniform standards of inspection had
been evolved. The witness replied:

“The inspection is done according to the standard specifica-

. tions laid down by the ISI and in some cases by similar

bodies. It is uniform. The various processes of inspec-

tion are regulated by the guidelines laid down. Wherever

on individual items inspection inforrnations are required,
the same are covered by the inspection schedule.”

4.8 Asked whether any guidelines had been laid down specifying
the time limit within which the inspection should be conducted
after the stores have been affered for inspection, the witness replied:

“The guidelines are the same whether it is in the Northern
O region or Southern region. Of course, human factor
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will always be there. They are given in the book of ISI
which is available.”

4.9 When asked about the disparity in the time taken for conduct
of inspection in various regions. the witness ascribed it to various
factors like quantum of goods to be inspected, human factor, clima-
tic conditions and many other such factors. The witness attributed
the delays ini inspections -also to the manifold increase in the work-
load of the Department without'the matching increase in the staff-
strength. He submitted that “there is need for having much greater
supervisory staff” and added that the matter had been taken up
with the Cadre Review Committee and Government.

410 Dealing with deliberate delays in inspection, the Secretary
Ministry of Supply stated:

“Where the Inspectors deliberately delay the Inspection,
then the Directorate of Inspection is supposed to refer
these cases to the Director of Vigilance in DGS&D. These
cases are being examined and the Inspecfors are being
punished not only for delay but also for passing defective
material. If necessary, even joint discussions are also
held and if after the joint discussion alsp the rejection
has been approved, then the action is taken against the
Inspector by our Vigilance. Sometimes these cases are.
reported by CBI and in consultation with '+ CVC these

. cases are decided. Inspectors are punished to the extent
of even premature retirement.”

“The Director of Inspection in whose region the company
falls is maintaining a register in which entries are made
regarding the inspection calls received and disposed of.
If it is for testing, then entires are made as to why the
material has gone for testing, Till the inspection notice
is released, the Director of Inspection is maintaining the
register and in cases of undue delay which can be said
to be deliberate on the part of the Inspector to help the
contractor, such cases are reported to the Director of
Vigilance in Delhi.”

4.11 When asked whether any case of fraudulent Inspection had
come to the notice of the Department, the Secretary, Ministry of
_Supply informed the Committee that in Jaipur in March, 1983 an
inspector approved and passed some consignment which had not
been manufactured or partly manufactured. Disciplinary action
had been started against the Inspector. '

L
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412 Asked what action had beéen taken against the defaulting
inspector, the witness informed the Committee that the lnspector
had been charge sheeted and transferred.

4.13 In reply to a query, as to why the Inspector, had not been
suspended, the witness drew the attention of the Committee to the
guidelines on suspension of an employee which, according to him,
provided that an officer could be suspended if continuing the person
in the same post wuold result in his sabotaging the enquiry or
damaging the evidence.

4.14 The Committee are concerned at the considerable time taken
in inspection of stores after the stores have been offered for inspec-
tion. They appreciate that it may be partly due to shortage of staft
as pointed out by the Secretary, Ministry of Supply, which is already
engaging the attention of the Government. The Committee however
‘take a serious view of deliberate delays in conducting inspections by
the Imspecting staff for obviors reascas. The Committee weunld like
the Ministry to devise a suitable monitoring system under which delays
beyond a prescribed time limit are identified and prompt action is
taken to counduct inspection and also punish the staff responsible for
the delay, if warranted by the result of an inquiry into the matter.



CHAPTER V
MISCELLANEOUS
A. Indig Supply Missions abroad

5.1 The administrative control of India supply Mission at London
and Washington and office of the Chief Accounts Officer, India
Supply Mission, London and Washington, which earlier formed
part of the Department of Supply, has been transferred to the
Ministry of External Affairs with effect from 1-4-1975. These offices
are known as Supply Wing of the High Commission of India,
London and Supply Wing of the Embassy of India, Washington.”

5.2 During evidence, the Committee asked the representative of
the Ministry about the total cost of the goods purchased through
the Missions during each of the last three years. The witness
replied that “we purchased from London goods worth Rs. 3 crores
and from Washington about Rs. 1.93 crores.”

3.3 Pointing out that on ISM, London about Rs. 10 million were
spent while 96 per cent goods were purchased for Ministry of
Defence, the Committee asked the witness why shcould not the
Mission be abolished and the purchases made by the Defence Minis-
try whose officers were attached to our embassies abroad, the wit-
ness replied that to make purchases, some expertise was required.
He clarified that “whosoever makes the purchases he should be an
experienced person.”

5.4 Asked whether the Mission could not operate from India’

instead of being stationed at London and Washington, the witness
replied:

“There is an expert body which keeps in touch with the
manufacturers. .They-know in the past who had been
supplying what and they keep in touch with them.”

5.5 The Committee recall that in paragraph 2.42 of their 54th
Report (7th Lok Sabha) on Ordnance Factories, they had observed
that shey did not appreciate the existing position wherein the Ministry
of External Affairs had control over the ISM London which wag
mostly catering to the needs of the Ministry of Defence and had ex-
pressed the view that it would' be more appropriate to transfer control

37
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of that organisation to Ministry of Defence which was ilie main user
of the facility of the organisation. In this conngection, the Government
kas informed the Committee that it had been decided by the Govern-
ment that the Supply Wing in London would® work under the local
administrative control of the High Commission but would functionally
be answerable to the Ministry of Defenec. It was further stated that
specific ways and means by which the functional control over the
Supply Wing would be effectively cxercised by the Ministry of Defeave
were heing devised in consultation with the Service IHeadquarters and
others concerned. The Committee desire that the vways and means
of functional control by the Ministry of Defence and the local adminis.
traztive control of the High Commissicp should be drawn up urly.
The ways and means should clearly define the responsibility of the
Supply Wing in the matter of procurement of stores and the line of
control in regard to various aspects of the working of the organisa-
tion.

B. Arbitration

5.6 The Committee have been informed by a non-official organ:-
‘sation that “at present the system of arbitration followed by the
DGS&D is that a representative of the Union Law Ministry is
appointed as the sole arbitrator.” It hag been further stated that at
present, arbitration has become a time consuming process. This has
been ascribed to two reasons: The number of arbitrators available
is much to small as compared to the number of cases involving
arbitration. Quite often in the process of arbitration the arbitrator
might be transferred to another Ministry/Department or may even
retire calling for appointment of a fresh arbitrator.

5.7 The same organisation has, therefore, suggested that in the
interest of equity and justice, arbitrators—one representing the
suppliers and the other the buyer—should be appointed for the
purpose of meaningful arbitration of disputes,

5.8 When the Secretary of the Ministry was asked during
evidence, to give his reaction to the abeve suggestion be said:

“Experience in the past has shown thag dual arbitration con-
sisting of a representative each of the supplier and of the
buyer led to more delays and complications, than the
pogition obtaining now. The fact that a representative of
the Ministry of Law who is well acquainted with the Law

of contract is being appointed as the sole arbitrator,
should more than satisfy any criticism against this practice
being one-sided, because such a person is an independent
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i person like a judicial officer, on whom we have no control.
Since he has knowledge of law, he is able to decide cases
according to law. It is not compulsory for a person or
party to agree to an arbitration clause. If he does not
accept it, the alternative method of settling the disputes
through the court is available, but the courts also delay
matters. He need not accept arbitration at the time of
entering into the agreement.”

“o there is an arbitration clause which says that there
will be a sole arbitrator. A few years ago, the other prac-
tice was there. If there are two arbitrators, one from the
Law Ministry and the other representing the party, there
should be an unpire. It will lead to complications. So,

«there is no reason why it should be felt that either it is
delaying things or that it is not fair. It is not compulsory
to have one Arbitrator. If the party is not sa‘isfied with
the Arbitrator, he can go te the court.”

5.9 Asked by the Committee whether at the time of drawing up
the contract, option is given to the contractor to accept or not accept
arbitration, he witness replied:

“in the tender itself he has to say that he does not accept arbi-
tration by the arbitrator.”

5.10 As regards the delays in arbitration, the witness conceded:

“It is not a very difficult thing. The Ministry of Law should
make a realistic assessment of the number of arbitrators
required. We are not the only departmefit; there are
other departments also. The Ministry of Law should have
an adequate number of Joint Secretaries who could be
earmarked for this purpose. That will be a much better
solution.”

5.11 The Committee enquired of the witness whether the arbi-
frators gave “speaking awards”. The witness replied: “we have
requested them (Ministry of Law) that an award of over Rs. 1 lakh
should be a “speaking award” but it has not been implemented.”
When it was pointed out that the procedure could be changed by
nmending the relevant rules, the witness replied that amendment of
Rules were the responsibility of the Law Ministry. '

5.12 The Committee would like the Ministry of Supply to make
‘3 general survey of the pendency of cases under Arbitration and if it
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is found that Arbitration proceedings are taking unduly long time,
the matter should be taken up with the Ministry of Law for remediai
action. ;

5.13 The Committee agree with the suggestion of .the Ministry
of Supply that awards of the value of Rs. 1 lakhs or more should be
“speaking awards”. They recommend that the question of amending
the relevant rules accordingly may be examined by the Ministry of
Law.

New DeErHn; BANSI LAL,
March 14, 1984 Chairman,

Phalguna 24, 1905 (S) ‘Estimates Committee.




APPENDIX

S.
No.

1

1

éummary of Observations/Recommendations

Parg No. of
Report

2

1.17

Recommendation/Observation

3

It has been represented to the Committee in a
memorandum from a non-official organisation
that there is lack of coordination between Plan-
ning and Development, Purchase and Inspection
Wings of DGS&D and between DGS&D and the
indentors, which affects the speed and quality
of procurement of stores. During evidence, the
Secretary, Ministry of Supply spelt out the exist-
ing methods of coordination but pointed out that
for a more effective coordination between DGS&D
and the indenting departments, the Planning
and Development Wing of the DGS&D needed
to be strengthened. He further stated that in
order to bring about better efficiency and super-
vision, there was need for increasing the number
of Purchase and Inspection Directorates, parti-
cularly when the stores which DGS&D was re-
quired to procure were becoming more and more
sophisticated. The Committee are informed that
proposals for strengthening the organisation of
DGS&D are under consideration of the Ministry
of Finance and the Department of Personnel.
The Committee recommend that the systems and
procedures of work and the staffing pattern of
the DGS&D should be reviewed and rationalis-
ed and the Organisation suitably strengthened.
if and when necessary, so that the store procure-
ment process is streamlined and the objective
of purchase of stores of .the .requisite .quality at
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2.5

2.7

economic prices and at greater speed than
hitherto is realised. The Committee wish to add
that the Inspection Wing should be independent
of the Purchase Wing so as to obviate any possi-
ble malpractice. They have dealt with: this
aspect elsewhere in this Report. °

It has been brought to the notice of the Com-
mittee that belated publication of tender notices
is one of the difficulties encountered by the
suppliers. It has been pointed out that the pub-
lication of the Indian Trade Journal is not up-
to-date and regular and the Bulletins issued by
the DGS&D are often received late by the parties
concerned. Coupled with this is the difficulty
of complete tender documents not being avail-
able readily; tender copies not being available at
local offices; occasionally the tender documents
being without connected drawings and specifi-
cations,

Although the Seécretary, Ministry of Supply
during evidence stated that there was no sub-
stance in the complaint that tender documents
were not made available to all those who were
interested in bidding, the Committee would like
to emphasise that in this matter constant vigi-
lance is necessary to ensure that unscrupulous
persons in or outside the Organisation do not.so
manoeuvre that the tender notices do not reach
the parties interested in bidding at all or reach
them very late. It should also be ensured that
complete tender documents including the draw-
ings and specifications are made availablg *. -
prospective bidders well in time sg w the
courage free and fair competitir 25 0. €n-
bidders. Any complaints in this __ " among . the

promptly enquired into for » rega.lrd Shm.ﬂd be
a higher level. «ppropriate action at
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2.20

With, a view to ensure that the tender notices
reach the addrésses the Secretary, Ministry of
Supply during evidence agreed to the suggestion
that the tender notices/eircular letters shouid
be sent to all concerned under Certificate of
Posting. The Committee hope that this proce-
dure would commence forthwith.

The Committee recommend that the system
of finalisation of contracts by Tender Coramit-
tees, which has been experimented for over 3
years in a few Directorates of DGS&D and
found successful in expediting tender decisions,
should gradually be extended to cover all con-
tracts entered into by DGS&D of the value cf
over Rs, 75 lakhs.

It has been represented to the Comittee that
to further bring down the prices, there is a
growing reliance on post-tender negotiations
which is not only bad in principle but also
undermines the very rationale and sanctity be-
hind inviting tenders throwing the secrecy of
tenders over board, and that hegotiations re-
sulting in unremunerative prices create genuine
difficulties for suppliers inhibiting timely and
regular supplies. The Committee were informed
by the Secretary, Ministry of Supply during
evidence that while he was in agreement with
the general principle that post-tender negotia-
tions should be avoided, in exceptional circum-
stances post-tender negotiations became inevi-
table such as where abnormally high prices
were quoted or where competition was lacking
or the prices shown in the tenders were consi-
dered unreasonable for any reason. In all cases,
such negotiations, were held to bring down the
prices. Noting the assurance given by the Sec-
retary Ministry of Supply that post-tender nego-
tiations will be resorted to only in exceptional
cases, the Committee recommend that even in

4037LS—4
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2.26

2.4

circumstances where such negotiations become

inevitable the post-tender negotiations should
be, conducted invariably by an authority higher
than the Tender Accepting Authority. Any
complaint made at the time of negotiations
should be promptly investigated and appropriate
action taken. Where tender conditions are
modified at the time of mnegotiations equal
opportunity should be given to al] the tenderers
to revise their quotations,

It has been brqught te the notice of the Com-
mittee that a considerable gap of time inter-
venes between issue of “Advance Accepted
Tenders” and the “Accepted. Tenders”. Some-
time the. gap runs into 2 to 3 months and cause
inconvenience to the tenderers. Secretary,
Ministry of Supply admitted during evidence
that there was some delay despite instructions
that ATs should be issued within a period of 10
days of the issue of advance AT. The Com-
mittee would stress that normally it should not
be necessary to issue an Advance AT. If for
any reason it is necessary, to do so regular AT
should be issued within the prescribed time limit.
In exceptional cases where this time limit has
to. be exceeded, the matter should be brought
to the attention, of the appropriate higher
autharity, - who should initially examine the
justification for the delay.

The Secretary, Ministry of Supply has admitted
before the Commitiee during evidence that “a
certain amount of delay does take place” in
finalising ahd issuing. the amendments to the
“Accepted Tendgrs.” which, according to him,
naturally holds up payments of suppliers’ bills
for stores delivered against the ATs. The Com-
mittee would like the Ministry to streamline
their procedure in such a way that the delays
in the finalisation and, issue of amendments to
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3.5

3.6

the Accepted Tenders is reduced to the minie
mum. One of the measures could be to refer
the matter to a Committee consisting of all the
parties concerned for consideration and decision,
as is being done for acceptance of Tenders.

The Committee consider that it would be
certainly economic for the States as also the
Public Sector Undertakings to avail of the
expertise built up by the DGS&D in the matter
of purchase of stores. They recommend that
the advantages of centralised purchases of
common stores through DGS&D should be
brought home to the State Governments, and
the Central Public Sector Undertakings through
thel Bureau of Public Enterprises. At the same
time, the Ministry should ensure that the
DGS&D is properly geared up to accept and
expeditiously execute indents ifrom a wider
field. As a step in this direction in the overall
interest of the country, the Committee desire
that a study of the time taken on procurement

- and the prices settled wvis-a-vis those of the

State/Public Undertakings in respect of a few
typical items should be made to see whether it
would be really economical and expeditious to
make purchases through the DGS&D. The Com-
mittee would also await the outcome of this
study.

Incidentally the Committee desire that the
existing system of. DGS&D handling the pur-
chase of products of Public Undertakings like
petroleum companies the prices of which are
either controlled or informally administered,
on behalf of Government departments etc.
should be reviewed to see whether in view of
no price advantage being derived and the distri-
bution being legitimately the function of the
Public Undertakings concerned the DGS&D
should continue o handle them unnecessarily
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adding the service charges to the prices and
creating an artificial element of profit for the
Public Undertakings. A senior Official each of
the Finance Ministry and the Bureau of Public
Enterprises should be associated with this
Study.

The Committee consider that since the system
of proprietory purchases it liable to abuse, in
addition to the existing restrictions on such
purchases (which are of procedural nature)
there is need for further controls at the level of
the DGS&D. DGS&D is not merely an agent of
indentors but also the principle ‘policy making
organisation in respect of Governmeni pur-
chases. It is, therefore, incumbent upon them
to see that the system of proprietory purchases
is not abused by the Government Departments.
The Committee suggest that all inden‘s for pro-
prietory purchases should be scrutinised by the
DGS&D in consultation with Director-General
of Technical Development and in case it is
found that alternative sources of supply exists,
the indentors should be advised to try the item
obtained from the alternative source. -Any
difference of opinion could be thrashed out at
a meeting between the representatives of the
indentor, DGS&D and DGTD and procurement
action takep accordingly.

The Committee also recommend that a list of
items procured by DGS&D under the Proprietory
Purchase System during the 6 month period
with value of orders placed in respect of each
item shald be published in the next issue of

“the Indian Trade Journal so as to evoke a in-

terest in trade and industry to make sustained
R&D effort. There should also bez effective co-
ordination between DGS&D and DGTD in
developing alternative sources for proprietory
items to derive price advantage arising out of




1 2
healthy  competition.  Particular  attention
should be paid in regard to the items procured
from abroad to develop indigenous source(s)
speedily.
9 3.21 The Committee note that DGS&D purchases
to have been divided into six groups, Group I

consist of items which are manufactured only
by the large scale sector. Group II consist of

* those items which are purchased only from large

scale units but the large scale units buy number
of ancillary items and components from small
scale units. In Group III are included items
purchased from large scale sector as well as
from small scale sector. Group IV consist of
items which are reserved for purchases exclu-
sively from the small scale sector. Group V
and VI comprise of those items where small
scale sector is still in the developmental stage
Barring the first two groups, the percentage
of purchases from small scale units in the re-
maining four Groups is claimed as being 37 per
cent in 1978-79, 42.5 per cent in 1979-80, 45 per
cent in 1980-81 and 45.6 per cent in 1981-82. The
Committee have ®been further informed that
there is a Standing Review Committee with the
Secretary Ministry of Supply as the Chairman,
and the Development Commissioner, Small
Scale Industries as the Convener wh{ch goes
continuously mto whether any more items
could be brought under Groups IV, V and VI
for purchase from the Small Scale Sector. The
Committee trust that efforts to encourage small
scale sector would continue.

The Committee learn that 15 per cent price
preference has been made available to the small
scale sector which is at present being allowed in
selected cases on merit. The Secretary, Minis-
try of Supply informed the Committee during
evidence that he has sought certain clarifications
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from the Cabinet in regard to the extent of
applicability of this policy. In this connection,
the Committee would like Government to bear
in mind the following considerations: —

@)

(ii)

Price preference is an indirect financial
subsidy to the small scale industrial
units by Government and as such has
sizeable financial implications.

It has to be in the nature of a ‘empo-
rary concession allowed to specified
small scale industries in the early stage
of their development when they are un-
able to compete in the matter of pricing
of their products with the large scale
industry engaged in the same manufac-
turing activity. -

(ili) The price preferance policy has to be

(iv)

clear and unambiguous so as to leave
no scope for doubt in the minds of the
manufacturers and the administring
authority. It should leave minimum
discretion with  the administring
authority,

The policy should be subject to review
at stated intervals so as to prompt
entrepreneurs to constantly endeavour
to improve economy o# production in
their units,

The Committee note that the Purchase Officers
have been empowered to accept higher price over
the last purchase price if the difference is upto
30 per cent. While the Committee see justifica-

tion in

the delegation of this power because of

rapid escalation in prices in recent times, they.
would like the Ministry to devise suitable
checks to ensure that this power is not absued.
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3.33

3.41

4.5

The Cdmmittee consider it reasonable that
when a Public Undertaking bids against tenders
floated by DGS&D on behalf of a foreign party,
the price preference of ten per cent should be
made available to it only on indigenous compo-
nents. This was agreed to ‘in principle’ by the
Secretary Department of Supply during evidence
before the Committee. The Committee trust that
this principle will be followed n future.

The Committee are unable to conceive as to
why Government Departments should buy an
item included in the running rate contract at
prices higher than those provided for in the rate
contract ynless it is,that the rate contract is not
readily available with them or that the procure-
ment under the rate contract would take time
while the stores were required immediately.
However, with a view to achieving wider and
better utilisation of the system, the Committee
would like to suggest that the Secretary, Minis-
try of Supply may write to the Chief Secretaries
to the State Governments/Union Territory Ad-
ministratons, the State Accountants-General and
the Bureau of Public Enterprises pointing out
the economic advantage of purchases under the
rate contract system. Further, copies of the rate
centract may be sent suo moto to all the State
Governments/Union Territory Administrations,
the State Accountants General and the Central
Public Undertakings,

The Committee find that at present the In-

- spection Wing is a part and parcel of the DGS&D

under the administrative control of the same
Director General who looks after the Purchase
Wing. Since the Inspection Wing has to carry
out inspection of the Stores ordered for by the
Purchase Wing, it would, in the opinion of the
Committee, be a better arrangement to separate
this Wing from the DGS&D and bring it directly
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under the Ministry of Supply. This System
would insure the Inspection Wing against possi-
ble extraneous pressures for clearing sub-stan-
dard stores. The Committee would like to point
out that similar arrangement exists on the
Defence side where procurement functions have
been separated from Inspection functions.

The Committee are concerned at the consider-
able time taken in inspection of stores after the
stores have been offered for inspection. They
appreciate that it may be partly due to shortage
of staff as pointed out by the Secretary, Minis-
try of Supply, which is already engaging the
attention of the Government. The Committee
however take a serious view of deliberate delays
in conducting inspections by the Inspecting staff
for obvious reasons. The Committee would like
the Minisiry to devise a suitable monitoring
system under which delays beyond a prescribed
time limit are identified and prompt action is
taken to conduct inspection and also punish the
staff responsible for the delay, if warranted by
the result of an inquiry into the matter.

The Committee recall that in paragraph 2.42
of their 54th Report (7th Lok Sabha) on
Ordnance Factories, they hag observed that they
did not appreciate the existing position wherein
the Ministry of External Affairs had control
over the ISM London which was mostly catering
to the needs of the Ministry of Defence and had
expressed the view that it' would be more appro-
priate to transfer control of that organisation to
Ministry of Defence which was the main user
of the facility of the organisation. In this con-
nection, the Government has informed the Com-
mittee that it had been decided by the Govern-
ment that the Supply Wing in London would
work under the local administrative control of
the High Commission but would functionally be
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answerable to the Ministry of Defence. It was
further stated that specific ways and meazns by
which the functional control over the Supply
Wing would be effectively exercised by the
Ministry of Defence were being devised in con-
sultation with the Service Headquarters and
others concerned. The Committee desire that
the ways and means of functional control by the -
Ministry of Defence and the local administrative
control of the High Commission should be drawn
up early. The ways and means should clearly
define the responsibility of the Supply Wing in
the matter of procurement of stores and the line
of control in regard to various aspects of the
working of the organisation.

The Committee would like the Ministry of
Supply to make a general survey of the pendency
of cases under Arbitration and if it is found that
Arbitration proceedings are taking unduly long
time, the matter should be taken up with the
Ministry of Law for remedial action,

The Committee agree with the suggestion of
the Ministry of Supply that awards of the value
of Rs. 1 lakhs or more should be “speaking
awards”. They recommend that the question of
amending the relevant rules accordingly may be
examined by the Ministry of Law.
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