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INTRODUCTION 

• I, the Chairman of the Public Accounts. Committee, do present 
On their behalf this Seventy-sixth Report on Paragraph 10 of the 
Report of the Comptroller and Auditor General of India for the 
year 1984-85, Union Government (Defence Serviges) ~ t  to 
delay in development of an equipment for Air Force. 

~ . 
2. The RepOrt of' the Comptroller and Auditor General of India 

lor the yeal' 1984-85, Union Government (Defenee Services) was 
laid on the Table of the House on 7th May, 1986. 

a. The CommIttee's examination has revealed that in spite of the 
fact that operational requirement for equipment 'X' whlch was of 
urgent necessity for defence requirements was ~ e te  by the .Air 
Force as early as in March 1967, it could not be provided even after 
a "lapse of over 19' years. The implementation of the .. project has 
failed on' all eounts. The Committee have expressed concern that 
the project' which was sanctioned at.a cost of Rs. 142.50 lakhs in 
July 1976 has not made any headway even thcrugh ordel"s for pro-

• duction to the extent of Rs. 409 crores have been placed on indigen-
ous production agency. The Conunittee have ~ e  regret that 
even now there is no specific indication 'about the time by which this 
equipment of great strategic importance would actually be ~ e 

for use with the Air. Force. The Committee have observed that 
r ~t  should be completed not only within the stipulated tune 

and cost schedules ~ also' should -.meet the technieal performance 
specified and project goals. 

4. Another disquieting feature distinctly ,noticed· by the Com-
mittee is that non-availability of equipment has left a number of 
'critical gaps in Air defence, as conceded by the Ministry of pefence . 

. In ~  the' need of tJ:1e equipment was also felt in the ~  'War at;ld 
dufing Air Force exercises- in later years.' A contract had -to be 

.. signed with a..foreign country for import of 8 number' of similar 
equipment at a total co,st of :as. 45.6 crores. The delivery was ex-
pected over the period 1985 to 198&. There was also a steep escala-
tion. in the cost of this project Against the original estimated cost, 
of Rs. 142.50 lakhs, total project expenditure as on June ~  is 
Rs. 492.32 lakhs representing an increase of over 346, per cent over 
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~ e 'Iriginal estimated cost. The ~ ttee ~ e viewed with con-
cern that a I lot of additional expenditure had to be incurred clue to 

'dela, in the development of e er ~ 'X' and lack of adequate 
:.car6' in finalising agreement with suppliers. 

5. The Committee opine the ultimate aim of all defence research 
~  ~ e e t eifort js to attain production capability within the 
reasonable time span so that the country becomes se1f-l'eHant in 
vital defence equipment. The hard fact remaing that the country 
}oday. after 19 years of reseal"ch and development effort has not 
been provided with t ~ equipment. The ~~ttee have e91pha:' 
s1aed that the t ~r should be yigorously pursued with the' pro-
auotion ~ e e  to ensure that both the versions of the equipment 
become avatIable with the Air Force within the shortest possible 
time. 

6. The Committee have also found that the 2 tubes meant for 
su.b-system • XX' anci' which were procured from another fore4gn 
.6rm at a total cost of $ .1;84,159 in July/August 1982 became 
defective due to prolonged storage. 'fhe Committee have been dis-
k'esIed. over the lack.· of r ~r precautions on the part of ,the 
Ministry due to which huge expendi lure of S 1,84,159 incurred on 
these tubes'appears to have become infructuous. If the Minitltry 
had closely monitored. the project and identified areas of slippage 
and had taken timely corrective measures. the abOve tubes could 
have been put to use. The. Committee have desired that responsibi:' 
lity leading to this omission may be fixed. 

7. ~t is imperative that the development of our weapon systems 
should' keep pace with the te ~  advancements in t ~  
countrles and our research and development efforts have to be gal-
vanised in this direction. Defence projects should be carefully 
planned and implemented efficiently so that there is no unnecessary 
cost escalation and on the completion of such projects they are not 
l.gging behiDd the latest scientific technology.' There should also 
be periodical and effective review of the execution of such projects 
at an appropriate level. , 

8. The Committee (1986-87) eXllmined Audit Paragraph 10 at their 
sittin, beld OIl l8 .. November, 1986. The Committee. considered and 
ftaaltaed tbeReport at their sitting held on 24 March, ,1987, Minutes 
of: the sitU. from ·Part II of the Report. , . 

--;;-ot printed. (One ~t e  copy ~  oathe Table of the ~e and five copies 
plJced In p..rliament Library) 
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9. For facility of· reference and convenience, the observations· 
. and recommendations of the Committee have been printed in thick 

type in tl1e body of t~e Report and have also been re r ~ in 
a cohsolidated ·forIn in 'Appendix II to the Report. 

10. The Committee would like to express their thanks to. the 
Officers of the Ministry of Defence (Deptt. of Defence Research and 
Development) for the cooperation extended to them iI), giving infor-
mation. to the Committee. ". 

11. The Committee place on record their .appreciation of the . 
assistance rendered to them·i. the matter by the Office of Comp-

o trQller and Auditor General of India:: 

N:EW DELHI; 
March 25, 1987 
ChaitTa 4, 1909(8). 

.",' 

E. AYY APU REDDY. 
Chai'rman., 

Public Accoun.ts Committee. 



REPORT .,. 

Delay in Development of an Equ.ipment 

1. The Report is based on paragraph 10 of the Report of Comp. 
. troller and Auditor GeneraJ. of lIldia. for the year 1984-85, Union 

Government .(Defence Services), which is at Appendix-I ..... . 

The Audit paragraph under examination seeks to highlight ab-.· 
normal delay in getting ope'rational requirement for an eqwpment. 
to function a$ an early warning station for ; air d,efence. The facts of 
the case as intimated by the Ministry of Defence are recounted in 
the succeedina- paragraphs. . 

2. The OR 3/67 lor the equipment 'X' was issued by the. Air 
Force in 1967 as part of the Air Defence Ground ,Environme,nt Sys-
tem ~  This waS! gone into by a committee of experts. 
Since R&D effort in the field of such equipments in the country was 
in its infancy, it was decided to invite 'PfopOSals. 'from \ companies 
all over the world to meet these requirements. A team of experts 
headed by the then Director of ~  Air Force. was deputed in 
1968 to visit' these companies to see and evaluate the systems as well 
as hold discussions and seek clarifications .. It was brought out by 
the .team that no off .. the-shelf equipment 'X' meeting the OR 3/6'! 
was availabie. .It was decided to follow up the developments. After 
a series .of e t ~t r  and meetings the Government 'signed a con-
tract for production collaboration in 1970 with one of the firms from 
abroad for two ADGES equipment with the provision to exercise 
the option for the 'X' if the developments being carried out by the 
firm abroad" resulted in a system that met the requirements 'of OR 
.3/67. In 1971, when the firm offered a system 8-1. it was decided 

.. that the short term requirements of the Indian Air Force may be e~ 
by importing a few sets from the firm of a system 5-1 even though 
it fell short' of OR 3/67' requirements and the long-term require-
ments be met by joint deyelopment and collaboration of system 
5-2 with the firm for meeting the OR 3/67. Since the delivery terms 
and conditions offered. by the firm were not acceptable. it was 
decided subsequently to try out another equipment 8-3 available 
from a friendly cOuntry for meeting short-term re re e~t  ~  
refer the long-term requirements' to the e e~ e R&D organisation. 
The Defence R&D submitted a proposal in 1972 for indigenous deve-
lopment of the equipment to meet OR 3/67. It was. e e~  found 
out that. the propOsal could. not be accepted from the point ot view 
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of target visibility in. severe c.lutter con<litions .. When Ii, technologi-
cal breakthrough was reported. in ·1974 in the r e~  of sntem 
~  leading to higher performance ,.vel for visibility of targets 
. In clutter, a fresh proposal for the development of the system was 
submitted in December 1974. The project for the development· of 
the eqUipment ··X· to meet ... the· OR 3/67.. based on state-of-art tech-
niques and technology was sanctioned ill July, 1976 ... According to 
the Department, ~ er e design, d4ta and infonn,ation had to 
be generated and it was also dec!ded to examine the state-of-art 
·abroad for some major ~e  and ascertain the availability 
for use. Development of two sub-systems XX and XZ ~  contract-
ed to specialist firms abroAd.·. SCientists. of· the DRDO later deve- . 
loped a &Ubstitute for the sub-system XX with reduced power and 
integrated this with other sub-systems including· XZ into version I 
equjpment which was offeredf to the Services for user trials in 1984 
and according to the Department it proved liuuccessful in their eva-
luation for operational use. In a meeting held in September 1985 
in the office of the Defence Minister under the-Chairmanship of the 
Prime Minister, the Chief of the' Air Staff contirmEfl that the version 
I equipment which has been tried by the Indian Air Force was supe-
rior to any ·of the systems that they ~re  for acquiring from 
the Western European Countries as well as from the United States. 

In the e t ~  indigenous ~ e e t ot'sub-system XX was 
vigorously pursued and according to the ~ rt e t  it has now 
rea,ched a stage where it is being integrated into. the equipment for 
verSion II with enhanced capabilities. By the end of 1985 the Servi-
ces who had tried out version I placed orders for· about .Rs. 100 . 
crores· on an indigenous production agency. Based on the perfor-
II1ance of version I and the confidence thereby gained ..orders. for 
er ~  I and version n have also been placed for production to the 

'- extent of Rs. 309 crores approximately: 
Del.a.y in. the wbmilsBion. of Project RequiTement and sanction by 

. the Govemmen.t' 41 

3. The CormnittE!e desired to know the reasons due to which the 
IAF took ~re than seven yearS to submit -the project to the ~ 
try of Defence .... In a note furnished to the Committee, the Ministry 
of Defence (J?epartment of Defence, Research and Development) 
replied: ' 

liThe OR 3/67 for the eqUipment 'X' was issued by the Air 
Force in. 1967 as part of the Air Qefence Ground 
Environment System (ADGES). The ORg for- all the 
various equipment including 3/67 was gone into by a 
committee of experts· consisting 01' the Late Dr. Vikram 
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Sarabhai, the then Chairman of Atomic Energy Commis· 
sion, Dr. S. Bhagvantam the then Scientific Adviser to 
Raksha Mantri alongwith the 'then Director of Signals 
Air 'Force, Late Air Vice' r~  K; A Joseph. Since 
R&D efforts in the field of such equipments in the cOun-
try was in its infancy. it was decided that proposals be 
invited from compan.ies all over the world to meet these 
requirements. The l'eplies received· from the various 
firms were compared and evaluated and a short listing 
of the more' promising firms was made. A team of 
experts headed by the then Director of Signals Air 
Force was deputed in 1968 to viSit thoBe' companies to 
see and evaluated the systems as well as old discussions 
and seek clarifications., The team on 'its return Jiubmit-
ted its report ,by end 1968 bringing out that no off-the--
shelf equipment 'X' meeting the OR 3/67 walt available •. 

~ er  ~te  based on pulse doppler .prinCiple using 
analogue techniques were. under development in some 
countries. It was recommended by the' expert team that 
these developments may be further. folloWed up. Based 

.on their recommendations, two firms were short listed 
for all such equipment requirements of ADGES and 
were 'approached with regard to the terms and condi. 

I tions for collaborations for production of them in India: 
After a series of negotiations and meetings, the Govern-
ment signed 'a contract for production cetHMoration in 
1970 with one of the foreign firms fo1' two ADGES' 
equipment with the provisions' to exercise ,the options 
for the equipment 'X' if the developmenUi being carried 
out by the firm abroad resulted in a system that met the 
requirements of OR 3/67. 

In 1971, the firm offered a system S.I' which was earlier in 
the development stage, for consideration by the Indian 
Air Force. In April 1971 meeting of the Steering Com· 
mittee of the Radar and Communication Board, it was 
deCided t ~t the short term requiJements of the Indian 
Air Force may be met by importing a few ~ from the 
firm of a System S-1 even though it fell short of. OR 
3/67 requirements and ·the long term requirements be 
met 'by j6int development and collaboratioR' of system 
5-2 with the .firm for meeting the OR 3/67. The delivery 
terms and coq-ditions offered by the firm were. however, 
not ,cceptib1e to the Indian Air Force, Besides, the 
Irm also escalated the price' of the system S-1 & a-2 
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that were being offered. In February 1972 the firm 
indicated that they were no longer interested in t ~ pl"o-
posal for collaborating with India for development or 
production of a system to meet OR 3/67.·'.Jn a e r~te 
decision it was decided to tryout another equipment 6-3 
available from a friendly country for meeting the short 
term requirements and refer the ·long term requirements 
to the Defence R&D Orgn. 

l'he Defenee R&D submitted a proposal in 1972. for indil. 
genous development of the equipment to meet .OR 3/67. 
This was examined by Air Force from the poi.nt of view 
of target visibility in severe clutter conditions. It was 
found that the proposal could. not meet this important 
parameter." The situation was however 110 better in the 
wolld over ltill 1974 with respect to the availability of 
techniques and technologies to' meet the visibility of. 
target in clutter conditions outlined in OR 3/67. In the 
mealltime, a technological re~ r  was reported in 
1974 in the processing of system signals leading to a 
higf.1er performance level for visibility of targets in clut-
,ter. DRDO' scientists were quick to grasp the import-

~e 9f this technique for meeting the stringent require-
ments outlined ·in OR 3/67 and a fresh proposal for 
development of a system was, submitted in December, 
197.4. •• 

4. When ~ re  about the reasons for delay on the part of· the 
Go.vernment in according approval, the Ministry of Defence in a 
note stated as under: 

"By December, 1974, no report on ahy specific system, incor-
poratiJlg newer techniques. for improvement of target 
visibility in clutter that had been built at that time any-
whel"e in the world was available and hence a large 
amount of· information and data had to be generated 
about the configuration architecture and response lUlder 
differentcoilditiohS. Besides this a number of presen-. . 
tations had to be made to the users, the National Radar 
Council as well as to ether scientist in this field sq that 
tlie novel technique could be critically examined. The 
project for the development of the equipment 'X' to meet 
the OR 3/67 based on state-of_art techniques and t~
nology was therefore sanctioned -in July 1976." 
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5. When asked about. the progreSs of the project monitored and 

the measures taken to remove bottlenecks, the Ministry of Defence, 
Direct.rate' of Planning and Resource ~ t (Defence 
Research and Development Organisation) replied: 

\ ~ 

"The project is being· monitored by a high level Steering 
Committee appointed bY the Government, and headep by 
DCAS, It also comprises of the users, designer (R&D). . , 
p,roduction/inspectioq,. agencies, Finan,cial specialists of 
thE' Ministry and membf,!rs dra\Vn from' the Dept. of 
Electronics. This Committee is further assisted by il 
Technical Sub-Committee to look into the technical ·as. 
pects 'of the project. The project progress was being 
monitored re r ~ e e er bottlenecks were repor-
ted or noticed, the Steering Coimpittee looked into t ~  
areas of difficulties, proposed solutions and made neces. 
sary recommendations to the Government to provide all 
~ e help and speedy sanction. It is considered that the 
morutoring was effective." 

Procurement of Sub-!y8tem 

'6. The Committee enquired wheth\!r if all t ~ sub-systems had 
been imported it would not have 'expedited the development of the 
complete equipment 'X'. The Committee also enquired whetIier 
these systems were available abroad at that time. The Department 
of Defence Res.rch and Development stated as under: - , 

"Of the' 4 main sub-systems XW, XX, XY and XZ, the ,team 
of officers deputed abroad could effectively locate sour-
ces which, can carry out the necessary development and 
also supply the final i1}odel well within the time frame 
for only 'XX' and 'XZ'. For the t~  'XW' there was 
only one firni in one of the countries abroad. who had 
the' ,capability and willingness to supply the system. 
HoWever, the team found as a result of their discussions 
that this sUb-system 'XW' being supplied also did not 
materially offer any advantage as compared with what 
could be developed indigenously; it was therefore decid. 
ed not to import this sub-system. Stmilarly, the sub-
system 'XY' though' available through one firm was not 
likelv to be available freely for export to outside that 
country's borders as per their' Government policy.'" 
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Import of sub-system. XX 

7. The Committee desir,d to 1m.ow the extent of progress on the 
contract till May 1981 and the reasons for not stipUlating in the 

, contract penalty clause for ~  or re~  supplies for safe-
guardIng Government interest. The e~rt e t of Defence 
e e ~ and 'Development stated in their note: . 

"1&>st of the sub-slstem of the brass board model were either 
completed Or were under test in May 81 and harc;Jware 
or the prototype had. been procured. 

The contract entered into with the fohn 'Was on cost plus 
fixed fee basis which type was prevalent in the country 
of the firm for development jobs and the firm was not 
prepared to undertake the work on any other form of 
contract. Thds type of contraCt did not permit any stipu-

• lation of penalty clause for del8lYs. However, the inter-
est of the Government was duly safeguardE'd through 
the arbitration clause of the' contract. Before tle award 
of the contract to the' firm, it ~  finalised in consulta-
tion with the Legal Adviser and, the Integrated Finan-

~ AdViser of this Ministry." . . 
8. Asked aoout:the expenditure incurred by firm IB' on the, con-

tract upto May, 1!'JBl the Department' of Defence Research and 
Development intimated that based on the invoices submitteli,' a 
Bum of ~ Dollars 7.36,250 was the expenditure incurred by the 
firm till May. 1981. 

9; The Committee enquired as to why amendment nos. 2 and 3 
to the contract were issued in 'September 1982an,d June 1983 when 
there was, no pr,ogress of work after August ~  The Department 
of Defence Research and Development intimated as under: . ~ 

"Most""of-the development had been completed and the firm 
had indicated its inability to proceed further on account 
of cost over-run to it, without further negotiationS. 

Baaed on the e~t t  held in ~ t t  with the 
, Financial Adviser and the Legal Adviser of the MinIstry 

the amendments 2 and 3 were issued with a view to pro-
gress the balance of work and to bring the contract 
hopefully to 'a fruition." 

10. The Committee wanted to know the details of bank guarante-
e ~ showing the amount and period Gf validity obtained from 



the ',firm 'B' and also enuired as to why were payments released to 
firm without having safe-guard for the full amount released from 
time to time and under what authority. The Committee also en .. 
'quired as to why were the letters of' credit not invoked or got ex-
tended' before the expiry of their date. The Ministry of Dllence ip 
a post evidence note replied: . ' 

lI(i) The firm was paid 95 per cent of the contract value as 
per the terms and conditions of the contract. 

(ii) Since the, firm had completed the b1l.lk of the 'work by' 
Aug. 82. our aftorts Were more to get the firm resume 
work. Based on the negotiations held in co\lSultation with 
the Financial Adviser and e~  Adviser to the ~tr  
of Defence, amendments were issued with a view to 

. progress the balance I/)f work and to bring the contract 
hopefully to a fruition. Encashing of the letter of credit 
would have jeopardised the possibility of ~  com-
pletion of the contract.·, \ 

(iii) The payments were· made' as .per the contract which was 
duly gone into by the Financial Adviser' as wlill as' the 
Legal Adviser and was accepted by the Secretary to the 
Government of India. Deptt. of Defence Research." 

11. Asked as to why at the time of signing the contract with 
finn "B' on 20th June 1979 no Bank Guarantee was taken from the 
firm for sMeguarding· Go.vernment interest. The Department of 
Defence e~e r  and Development intimated that as per Laws of 
the country of firm 'B' no Bank Guarantee was iaken and henc,e 

'a reverse letter of credit for the amount of down payment was 
provided in accordance with the contract. 

12. The Cotnmittee further enquired about the steps other than 
Arbitration which were taken at the time of release of 95 per cent 
of contract value to, the firm so as to enSure that it sticks to the 

,original date of completion of the contract i.e., 15th October 1981. 
Tbe Department of Defence Research and e e~ e t intinlated 
as follows: 

, 
The contract entered- with the firm' was on 'cost-plus-fixed fee' 

basis. This type of contract "was prevalent in the country 
of the firm for developtnent jobs. The firm was ~ ere ~re 
not prepared to undertake the work on apy otiler, terms. 
The interest of the, Government was primarily safeguard-
ed through the Arbitration clause. In addition, through 
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correspondenee as well as by stationing of the scientist at 
their works, the firm wa.s being . constantly pushed to 
accelerate the pace of work." .. . . 

13. The Committee desired io know the reasons for ..not taldna 
any action against firm 'B' on expiry of original date of completion 
viz. 15-10-1981 t~ about 3 years i.e.., upto August 1984. The 
Department. of Defence Research and Development' intimated 88 
follows: 

,. 

"The. amendment 3 of the contract which was duly 'accepted 
by the firm 'B', stipulate the reV'ised deliv:ery schedule 

. as, Sept. '83 and so ,Government of India had to wait till 
atleast to this date as a contractual obligation before 
proceeding against the finn 'B'. Hence the matter re-
garding legal action. against the firm 'B' could only be· 
taken up after sept. 83. After due process of consulta-
tion with Legal Adviser to the Ministry, Government 
of India issued a contract termination notice to the 
firm 'B' in Sept. '84." 

'14. Asked about the rt'asons for taking one year' after the expiry 
of latest delivery schedule of September, 1983 to issue termination 
notice in September, 1984. The Department of Defence Research and 
Development stated as follows: 

"Amendment 4 Was issued in S,eptember 1983 to the firm:. This 
was accepted by the finn and sent back, to India duly 

, signed by the re ~ t of the firm. signifying the willing-
ness ~  the firm to go ahea.d with the work. Since the 
bulk of the development had been completed by that 
. time our eftort ~  . interest was to persuade the firm 

• to complete t ~ remaining portion rather than break-
off. Correspondence. with the firm. was maintained till 
May, 1984 as there were indications that.it had inte.ntions 
to complete the jobs. " . 

15. The Committee further enquired whether the e~ e t 
~  entered into any contract with firm 'B' in the ~t and how 
the firm's' suitability was assessed. The Departmjnt of. Defence 
Research and Development, stated as followes: . 

"No but ~ e suitability of the firm 'B' was assessed based 
'ori the following:-" . 

"(8a) It. was one of the top 500 approved· contractors listed 
. by Deptt. of Defe-neE: of that ~r  
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(ab) Its" financial stanaing was assessed as adequate by 
perusing the annual report of the firm and in consulta-
tion with the Embassy of India officials in that country. 

(ae) The 1.irm 'B' was also a specialist firm in custom build-
ing products of thlt; nature for the Navy of that 
country." 

16. As per the amendment to contract signed by firm 'B' on 7th 
October, 1983, the firm was required to provide within 15 days an 
irrevocable letter of credit (jnstead of Bank Guarantee) which it 
did not furnish. The notice about breach of contract was issued to 
firm 'B' on 24-9-1984. The Committee enquired whether under these 
circumstances the enforcement of recovery against the firm was 
covered by the contraet. The Department of Defence Research and 
Development stated "yes, through the process of arbitration". 

Arbitrati.on Proceedings 

17. The Committee desired to know as to when the arbitration 
proceedings were instituted against firm 'B' and what was the 
progress of arbitration. The Secretary, Department of Defence 
Research and Development replied in evidence: 

"In January, ~  we asked for an arbitration. Justice .... 
was appointed as an arbitrator. The company went into 
court and got a stay order that the arbitrator cannot be 
appointed like this. The Court gave a judgE:.aent in writw 
ing in F'ebruary, 1986 saying that the criterion for the 
selection of arbitrator should be discussed between the 
two 'Attorneys i.e., of our country and that of the foreign 
company. Right now our Attorney is discussing with 
their Attorney who was unwilling at that tiIlle. We have 

" already given another panel of names of Arbitrators. 
This is unfortunate. We went on genuinely thinking that 
this is the right company because they had done similar 
thing to another armed force. The prjce was the lowest 
quotation.' , 

18. The Committee enquired as to when were the fresh arbitra-
tion proceedings ~ t the firm initiated and what was the latest 
position of those proceedings. The Committee also asked 98 to what 
were the loopholes in the" contract that enabled the' firm to agitate 
the isuues before the law courts and as to what steps have been 
556 LS-2 "1 
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taken to plug such loopholes. The Department of Defence Research 
and Deveiopment intimated in a post evidence note: 

"As per the court order, the legal counsel of both parties were 
to arrive at a consensus with regard to the criteria for 
selection of thE' arbitrator. After having done this, the 
DGISM ha&l>forwarded a panel of arbitrators to the firm 
in March 1ge6. Based on the observations made by the 
court, the firm has sent a set of questionnairs to be arbi-
trators. The matter is being pursued to expedite the fina-
lisation of the arbitrator acceptable to both the parties. 

The contract was framed having reprd to the fact that this 
item was desparately required and as such did not have 
any loopholes. Whatever may be the contract, if one of 
the parties want to agitate in the court, he will do so. In 
this case the firm's eontention was on the neutrality of 
Indian arbitrator to judge this issue. 

19. As desired by the Committee, the Department of Defen('e 
Research and e e ~ t furnished. the following details of Gov-
ernment claims submitted by them to the Arbitrator. 

"(i) An amount of $ 736250 US Dollars plus interest as pro--
vIded by ....... Law paid by the buyer to the !teller for 
performance of' ct>ntract. 

(ii) An amount of Thirty Million Dollars $ 30.000.000 towards 
. damage caused by failure of the seller to deliver the pro-

to type. 

(iii) An amount of One Hundred Thousand Dollars $ 1,00,000 
toward. cost of travel aCC!bmmociation, miscenaneous ex-
pendlture etc. for various officials and employees deputed 
to the firm. ' . 

(iv.) Actual costs and. expenses includine Attorney's fees. 

(vl Any other additfonal &: incidental relief to which entitled 
to" 

. . 

Equipment procured for Sub-system XX 

20. JA'hcn ~  as to why no action was taken to §hip equipment 
costing Re. 12.08 lakhs for sub-sfstem XX whiek· were laying abroad 
in the W4rehouse since JanUBJ Y 1983 ami as to what was tb latest 
pcD8ition JPout the utilisation of this equipment, the Department-of 
Defence- Research and Development stated: 

"(i) The reissue of Export Licence by the foreign govern-
ment held up immediate despatch. 
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(ii) These are being utilized in the indigenous drlelopment 

and testing of radars." 

E'xtradition of Scientist 
21. The. Committee enquired as to why the Scientist was allowed 

to stay till January 1983 when there was no progress of the work on 
the contract after August 1982. The Department of Defence Researeb 
and Development intimated as follows: 

"Though the work on the contract had stopped by Aug 82, the 
scientist from the laboratory was asked to stay on as the 
tube manufacturer had earlier indicated return of the 
tube to finn 'B' within six weeks. As negotiations were 
continuing with firm IB' it was' expected. that the work 
would' continue for the successful development of sub-
system 'XX', after the tubes were repaired and returned 
to firm IB' by the tube manufacturer. It was considered 
that the presence of our scientist at site would put some 
pressure on firm IB' to again deploy their man·power en 
this project immediately after the tubes were received 
by tliem It was' therefore not considered' neeessary to 
recall the scientist at that stage." 

22.· The Committee desired to" kr..JOW the reasons for. not lodging 
the Report about the. SCientist with police authorities in August 1983 
itself. The Department of Defence Research and Development inti-
mated as follows in a post evidence note: 

"After the expiry of his leave in Aug 83, the officer remained 
absent and applied for extension of leave for 3 months. 
This was refused and he was asked to report back for 
duty by 07 Sep. 83. As he did not rejoin duty, enquiries 
were made at his borne address in Trivandrum and at his 
temporary address at Bangalore which revealed that the 
scientist had left the country. Airport authorities at Bom-
bay. Calcutta, Madras and Delhi were approached to con-
finn his departure from the country and his exact date 
of departure. However, confirmation to the effect that the 
scientist did not leave the 'Country through that Airport, 
could become available only from the authorities at Delhi. 
However, as the prelirfrlnary enquiry had revealed. that 
the scientist has left the country. Ministry of Extemal 
Affairs, were requested in November, 1983 that neeeanry 
action for the cancellation of his ~ rt and for his re-
patriation may be initiated. Orders for the revocation of 
his passport were issued on 24 January, 1984 00 all pass-
port authorities in India and abroad. ~e Ministry of 
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External Affair,; official also confirmed in February, 1984 
when one of our officers called on them that assistance of 
Interpol cannot be saught in such cases. This Department 
took up the maiter again with the Ministry of External 
Affairs in April, 1984 and apprised them of the urgency' 
in the repartriation of the officer. The full details of the 
case were again furnished to Ministry of External Affairs. 
In reply, we were supplied with the relevant portions 
of the Extradition Treaty between India and the foreign 
ooWltry for t ~ necessary action for extradition of the 
scientist. The various provisions under which the scientist 
could be extradited were explored and the advice of the 
Legal Adviser (Defence) was obtained. Action on the 
basis of the advice was initiated. A delegation from this 
Department met the Counsellor. Embassy of India, ..... . 
in January, 1985 who promised that all possible efforts 
would be made to denart the officer. In 1985 the Con-
sulate General of India in... ... confirmed that depor-
tation/repatriation cannot be 'considered unless some 
specific charges are established by a court of law and the 
scientist convicted. ~ matter was then taken up witli 
the police authorities of Karnataka and Kerala. In ad-
dition to the above. the matter was also taken up with 
the Chief Secretary, Karnataka and Director General 
(Police), Kamat'lka for institution of criminal proceed-

ings againsl the scientist. ~ 

Embassy of India,........ has requested in OCtober, 1986 
the Associate Commissioner (Enforcement) to ascertain 
the whereabouts of the scientist and for his deportation 
to India. . 

It may be seen from the above that the mRtter has been 
brought to the notice of all concerned authorities in time 
and appropriate actions were taken on the advice of 
various agencies." 

• 

23. Asked whether the Scientist had ~ e with the ofticial pass-
port after he came back, the Secretary, Department of Defence Re-
search and Development, replied in evidence : 

UYes. He was supposed to ~  to that foreign country again. 
Then he went on leave." 
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The witness furth:er elaborated as follows: 

"He had the official passport with him to collect his wife and 
her baggage. Then he went to Kerala on leave for ten 
days. Then on the pretext of his sister's marriage he 
wanted three months leave. His leave was not sanctioned 
and he was asked. to come back. Even another person wu 
sent to Kerala for this purpose. We have not sent him on 
our money. He ran away." 

24. '!be Committee. enquired the reasons for giving the oftlcla1 
passport again to the Scientist when he was going to the airport. 
The Secretary of the Department stated in evidence : 

"If you have travelled from a foreign country and your baggage 
comes back, you must have to present the passport to the 
customs for clearance of your ~  

The witness further elaborated as follows : 

"His wife was returning after three years and SO was he, She 
came much later. And he said that he wanted. the p .... 
port to collect his unaccompanied baggage and. also her 
baggage which was coming as transfer of re e e~ Be 
was to go in perhaps a month later on official passport for 
official work." .. 

25. Asked whether the Scientist possessed any official secrets. 
the Secretary of the Department stated in evidence: 

"I would like to correct a few of the facts. This man had no 
official secrets . at all except working for a power supply 
and Transmitter on amplifier contract, with a company. 
So, he did not possess any classified information. The 
second important point is that he was the only young man 
who has gone on deputation abroad. and 'run away from 
our organisation. So far we have sent 175 people abroad 
on deputation. I am happy to say that they are not only 
back here but also they are committed themselves to the 
pursuit of some of the activities." 

26. The Committee desired to know the present progress in regard. 
to extradition and recovery of Rs. 6.43 lakhs from the' Scientist. The 
Department of Defence Research and Development stated as 
follows: 

"Extradition proceedings against the Scientist were initiated 
during May 85 by Consul General of India in that ~ 
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based on the request made by the Department in January 
1985. The Consul General of India has subsequently inti-
mated that as per existing regulations, the depm'tation can 
be considered only if some specific criminal charges are 

established by ~ rt of Law in India and the court con-
victs him. Accordingly, cases were filed against the 
scientist at Bangalore and Trivendrum tmder Section 12 
(1) (b) of the Passport Act 196'7. The deportation pro-
ceedings are pending awaiting the decision of the court. 
Director General of Police, Trivemirum(Kerala) haa been 
Deq\WSted -to ~ e te the case. 

Action with regard to -the recovery of bond money (Rs. 6:43 
lakhs) is pending for finaUsation of issue regarding extra-
dition/repatriation of the scientist." 

27. The Committee further enquired whether the Department had 
been able to acquire the technology anqkDow-bow gained by the 
scientist and if so to what extent. The Department of Defence Re-

o -.e&roh ad Development stated as follows: -"The iaformatien eommuniea.ted, th1!ough _. the periodical 
tepol1l mndere:d .by tbe Scientilt, was evaluated lor its 
uaefuiIIDess in other related projects. AlII) after his re-
turn to India, during January -lJ6a to -August 1983, the 
the practical inputs based on the knGw-hDw gained by 
this scieJatist during his stay with the firm 'B' were marle 
use of in a similar sub-system." 

Delay in .,.epaM- Of tube 

28. -The Committee desired to know why one of the two defec-
- tive ·tubes have not been got repaired so far. The Committee also 
_. --ericimred as to who was responsible for the -damage in the tubes 

and what was the position in regard to utilisation of these tubes. 
-'In a post evidence note the Department of Defenee Research and 

fJevelopment stated: 

"The tube has not been got repaired as the cost of repairs is 
mOJ:e than half _ &f the. cost of the tube and as the Wbe is 
still with the firm 'B': 

(i) Ac::cording to the manufacturer of the tubes, they ,ba.ve. 
no shelf life. Also, the manufacturer of the tube is of 
the view that this is the respcmstbility fit .. firm 'B'. 
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(Ii) The tube cannot be utilized as they are still with the 
·finn 'B'." 

. 29. 'I1Je Committee desired to know the reasons due to which the 
firm 'C' expressed. their inability to execute the contract concluded 
with them in October 1979 for the development and supply· of sub-
system 'XZ' at a cost of $ 5,08,0U7. The Department of Defence 
ftresearch and Development stated as follows: 

"The firm. 'c' expressed their inability to obtain the bank 
guarantee as stipulated in the drafteontract sent to them." 

The ·Committee further enquired. whether th«e was any r ~ 
sion of 'recovery ot damage from firm 'c' for this failure as e~ 
qu,entlyin ~~ e er  1980 anotbar ~ tr t for the 18ID.e 
item had to be entered into wiUl firm ·'D' at a much higher price of 
$ 12,90,132. The Department of Defence Research ad Develop-
ment stated as follows: 

"The contract did not become eftective ad heDce tlle question 
of claiming compensation does not arrlIe." 

30. ·To a question whether firm '0' had made the supply for ~ 
system 'XZ' as per terms of the contract, the Department of De-
fence Research and Development stated "yes, October 1985". 

Indigenous e e ~e t of Bub-systems 'XX' and 'XZ' 
31. The Committee enquired whether the indigenously develop-

ed sub-system 'XX' and izldigenous interim solution of sub-system 
'XZ· have been evaluated and integrated. The Department of De-
fence Research and Development stated as follows: 

"Indigenous sUb-system 'XX' is being integrated and test will 
be conducted shortly. Indigenous sub-system XZ (interim 
solution) has been integrated in stand alone mode and 
the re ~t  were found satisfactory. This interim ~ 
tion had provided much needed technical inputs for integ-
rating such a device in the equipment ·X'. This valuable 
information enabled us to integrate the imported sub-
system XZ without serious delays or techno.al pro-
blems." , 

32. Firm 'D" had'suppJjed the sob-system 'XZ' by July 1985. The 
Committee desired to know the following information: 

(a) Has the 'firm supplied all t ~ details of sub-system 'XZ' 
and also transferred the techItolo,y? 
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,(b) When the fully developed imported sub-system 'X' is 
available why is the interim solution 'XZ' being integrated? 

The Department of Defence Research and Development intima-
ted as follows: ' 

"Yes. Indigenous sub-system 'XZ' (interim solution) has been 
integrated in stand alone mode and the results were 
found satisfactory. This interim solution had provided 
much needed technical inputs for integrating such a 
device in the equipment 'X'. This valuable information 
enabled us to integrate the imported sub-system 'XZ' 
without serious delays or technological problems." 

'33. The Committee also enquired about the s,ouree which sup-
pUed the technical know.-bow to the undertaking for development 
of the sub-system 'XX' and 'XZ'. The Department of Defence Re-
search and Development state: 

"It was generated indigenously for sub-6ystem XX based on 
the technological inputs gained by the public sector un-
dertaking from the development cum production program-

. mes from the foreign collaborators. ,Also an engineer 
from this PSU was sent to firm 'B' a10ng with our scien-
tist for about 3 months. 

As far as the sub-system 'XZ' is concerned, the knowledge is 
being generated thrQugh the information already obtain-
ed by them in ,connection with another equipment pro-
gramme and also through the information r ~ e  by, 
DRDO from the know-how obtained from firm 'D'. Also 
one more engineer of the PSU was trained in the firm 
'D's premises for about 3 months. All relevant documents 
obtained by DRDO from firm 'D' have been given to the 
public sector undertaking with a view to generate nation 
wide capability in this area." 

34. The Committee enquired about the foreign collaborators and 
the time whE!n the development-cum-production programmes were 
undertaken. The Department of Defence Research' and Develop-
ment stated as follows: 

"Tbomson-CSF, Finance. The production r ~  is fO,r 
other systems, and not for Equipment X. The Collabora-
tion agreement was signed in the seventies. The equire-
ment for sub-system 'XX' for equipment 'X' was much 



17 
more stringent than the equipment for which the colla-
boration agreement was signed in the seventies. Hence 
the information obtained from the collaborators had to 
be substantially worked upon before it could be useful for 
sub-system 'XX'." 

35. Asked about the money paid to the undertaking for indige-
,nous development of sub-system 'XX', the Department of Defence 
Research and Development intimated that Rs. 58,00,000.00 as on date. 

36. The Committee enquired about the pi.'ogress of indigenous 
development of sub-system 'xz' in July, 1983. The Department of 
Defence· Research and Development stated as follows: 

"Indigenous XZ sub-system (interim solution) was completed 
and tested in the factory by July 198.1't 

37. The Committee further enquired as to hlOw the, cost of impor-
ted sUb-system 'XZ' compares with indigenous ~  The Depart-
ment of Defence Research and Development stated as follows: 

", 
'The devolpment contract for the imported equipment was 

for $1290132 in July 1983. The indigenous system has been 
contracted with PSU for Rs. 60- bikhs including FE of 
Rs. 20 lakhs." . 

I 
Development of Equipment XZ 

38. The Committee asked about the progress towards indigenous 
development of sub-system XZ/long term solution. The Department 
of Defence Research and Development stated: 

"The development contracts for indigenous sub-system 'XZ' 
(long term solution) on local firms have 'been placed in 

¥arch 1985 and the delivery is in March )987. However, 
progress monitored indicates that there may be a time 
over-run of approximately 3 months", 

Position abou.t Development of equipment 'X' 
39. The Committee desired to know the latest position about the 

development of equipment 'X', The Department of Defence Research 
and Development stated as follows: 

"Version 1 equipment ~ offered to the Services for user 
trials in 1984 and has proved successful in their evaluation 
for -operational use, It is relevant to mention that version 
1 equipment with its present capability can be ~e use 
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of by the ~ Force as per the current philosophy of de-
ployment, thUs covering the gaps in low level Air Defence. 
In a meeting held September 1985 in the o'ftice of the 
Defelwe- MiDisterunder the Chairmanship of the Prime 
Minister, the Chief of the Air Staff confirmed that the 
Version 1 equipment which has been tried by the lDdian 
Air Foree is superior to any of the system that they c0n-
sidered for acquiring from the foreign countries. 'Xhe 
Chief of Army Staff also confirmed in the same meeting 
that they are also happy with the Version 1 .,..tem and 
they would also like to have the same equipment for 
me:eting their requirements. 

In the meantime, indigenous development of sub-flystem XX 
has been vigorously. pursued and it has now reached a 
stage where it is being integrated into the equipment for 
Version 2 with enhanced capabilities. By-·end, ISJ85the 
services who had tried out version 1 placed orders for 
about Rs. 100 crores on an indigenous productim -agacy •. 
Based on the performance of Version 1 and the conft-
qence thereby gained, orders for versional/version 2 
have also been placed for production to the extent of 
Rs. 309 crores approximately." 

40. In November 1976 a Public Sector Undertaking was nominated 
to produce 41 numbers of the equipment 'X'. The Air Force was to 
accept a model of the equipment for user trials in September 1982 
and supply of the equipment was to commence from September 
1984. The Committee desired to know the basis on which the targets 
for the acceptance of the model and commencement of the supply 
of equipment were fixed. 

In a note the Departmen.t of Defence Research and Development 
stated as follows: 

"On the basis of the feasibility report submitted by LRDE 
for the development of equipment 'X' for the Air Force 
in Dec. 1974, the target date$ for making the prototype 
available for the user evaluation was ~~  after con-
siderable discussions in a meeting on 2' Apr. 79 -cDaired 
by Defence Secretary. Conaidering the stringent nat1l1l"eof 
the requirement projected in the QR 3/67 and t ~ contem-
porary equipment that are likely to be tn existence at the 
time of completion of the project, ·the DRDO had to go 
in for a state-of-art equipment which was highly sophis-
ticated and complex in its signal processing and other 
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systems. IIi view of the magnitude 9fthe, development 
efforts involved, a time frame of 5-6 years was e t t ~ 

In arriving at this PDC the urgent nature of the user 
requirement had to be reconciled with the need for a 
longer development time. This was alao accepted by the 
user who is membetl af the Steering 'Committee. 

Also, ,the large number of trials,fip.al acoeptance by the user 
preparation of the document item and production draw- ~ 

ings etc. waS expected to take a certain amount of ad-
ditional time. This was the reason for arriving' at the 
proposed time frame for the commencement of supply of 
the system by BEL -<Gad) as Sep. 84'>' 

41. The Committee desired to know the reasons due to which the 
eaWlaged tar:pta for the development and prociuetioo of the 
eQu.ipm.eatcould not be adhered to. In a 'notetbe Departme:lLt ·of 
Defence Beeearch and Development stated as 1allows: 

"The aforesaid targets could not be adhered to as the deve· 
lopment contract for ~ te  'xx' siFed dh firm 
'B' did not ultimately materialise. 

In view -ol the sophisticated nature of the, sub-osyste11l ,involved, 
it took some;time to identify a suitable agency, wtdch 
CQuld undertake the design and development for our ... 
qllirement. Two critical sub-systems were specifically 
identified for getting developed t ~ the country. 
However, parallel action was taken to initi'ate R&D effort 
with the help of other agencies within the country. Ulti-
mately, this indigenous effort paid off, though resulting 
in &ome unavoidable delay." ' 

42. The Committee enquired about the preient progreu regarding 
produeUcmisation of equipment 'Xl. The Department of Defence Be-
search and Development stated as follows: 

"Production planning and transfer of know-how from DRDO 
to 'the Public Sector Undertaking is in progress and a high 
level Programme Management Board headed. by RRM(A) 
has been constituted. T,lae first meet.iD.g was held in July 
86 and the Board -Ras expressed satisfaction hi. the progress 
of transfer of the '!mow-how to the production agencies". 

43. The Committee desired to know as to how far the Depan.ent 
was satisfied with the progress so Jar .achieveci em this project. The 
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Secretary, Deptt. of Defence Research and Development stated dur-in, evidence: . 
"'-',"" ; 

"I want to submit here that the programme has succeeded be-
yond our e e t t~  This programme will bring into 
our COWltry the most powerful system including the 
AWACS detecting target!! at low flying level. There 
were some difficulties. We have succeeded in this field 

• -, beyond our expectation. 

I ~  be grateful if this programme is considered as an 
appreciation of the amount of work that my colleagues 

have done-with whom I am privileged to work for our 
~t r  

44. The Committee desired to know as to how far the delay ill 
development and productionisation of the equipment has affected the 
opertional preparedness of the Air Force. The Department of De-
fence Research and Development stated as follows: . 

"Non-availability of equipment has rendered a number Qf 
. critical gaps in our Air Defence." 

45. The Committee further enquired about the alternative 
arrangements which were made to meet the deficiency. In a note 
the Deptt. of Defence Research and .Development stated as follows: 

"Essential Air Defence requirements are being met by ~ rt
ing near suitable equipment and redeploying the ~ e 
systems to cover only the more important areas." 

46. According to the Deptt. the need of this equipment was felt 
in the year 1971 war and during Air Force exercises in later years. 
The Committee desired to know the steps which were simultaneously 
taken to bridge the critical gaps created by the non-availability of 
this equipment. The Deptt, of Defence Research· and Devel'Opment 
stated as follows: 

"In order to fill these gaps in the area coverage, a number of 
Mobile Observation Flights were raised to provide ade-
quate early wamiD;g. Beside a few additional equipments 
YI/Y2 of somewhat comparable class have been imported 
from a friendly country." 

47. The Department intimated Audit in September, 1985, that no 
import of equipment" was made. However, a contract was 
signed with a foreign country for import of some numbers of a 
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certain equipment costiug Rs. 45.6 cr·ores. The Committee desired to 
know as to when the contract ~r the supply of the equipment was 
signed and scheduled date by which the same would be received. 
The Deptt. of Defence Research and Development stated 88 follows: 

Contract for 8 number of the equipment was signed in May 
85. The delivery schedule is as follows: 

Dec 85 3 
Dec 86 2 
Dec 87 2 
Dec 88 1 

Expenditure on the Project 

48. The original estimated cost of Rs. 142:50 lakhs (including 
Rs. 84 lakhs in FE) was increased to Rs. 578.76 lakhs (including 
Rs. 383.88 lakhs in FE) in July, 1983. 

The Committee desired to know the total expenditure incurred on 
the project so far with break up of the expenditure on indigenous 
development and procurement of sub-system 'XX' and 'XZ' from 
.foreign country. The Department of Defence Research and Develop-
ment elucidatd as follows: 

"Total project expenditure as on June 86 is Rs. 4,92,31,528/-. 
(a) Indigenous development: Rs. 2,70,22,928/-

.' 
(b) (I) Sub-system 'XX' at : Rs. '73,67,500/-

J'irm 'B'-
Expenditure. 

(0) Sub-system 'XZ' at : Rs. 1,48,41,100/-
Firm'D'-
Expenditure" 

49. The Committee drew specific attention of the Secretary • 
. Deptt. 0: Defence Research and Development to the newsitem on 
the subject which appeared in the Sunday Statesman on 16.11.1986 
and desired that the doubts expressed therein may be suitablyex-
plain.ed. The Secretary. Deptt. of Defence Research and Develop-
ment elucidated as follows: 

"The tr ~ rt ~  

According to informed sources, the manufaduring'-agency 
BEL, will have to almost completely redesign the system 
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which was prepared by the Electronic Research and 

Development Establishment ....... , 

It is not true; technology transfer has been completed. The only 
paragraphs that I ~ e to bring to your notice is the last paragraph' 

"It now appears that the Air Force has been sold a dummy 
and its plans are bound to be seriously affected. It could 
well regret' its decision to abandon perhaps under pres-
sure acquisition of proven low level from established 
manufacturers abroad:" 

Do I have to say anything more? Technology transfer to BEL 
has been completed. It also says: 

"The ~ r t r  model which was supplied to BEL by the 
designers. uses equipment that is obsolete." 

Not at all. 

I can only say what I have genui.nely come to believe. 

We are talking of 40 kms. at the low altitude. How ~  t in-
crease it to 90 kms.? I am blind there." 

SO. The Air Force projected an operational requirement for equip-
ment 'x' to tanetion as an early warning station for air defence In 
Mareb 196'7. The Beseal'ch and Development Establishment took 
more than '7 years to submit the project lD "December 19'7' for deve-
lopment of this equipment. The MlDtstry of Defence further took 
11 yean to accord sanction to the project for development of the 
equipment at a cost of Bs. 142.58 lakhs (iacluding forelp. exchange 
Rs. 84 lakhs). In November 1916, a Public Sector Undertaking was 
nominated to produce 41 numbers of the equipment as required by 
the Alr Foree. According to the targets laid down, the Air Foree 
was to accept a model of the equipment for user trials III September 
1982 and supply of the e e ~ was to commence from Septem-
ber 1984. According. to the Mlni&try, In arriving at the probably date 
of completion the urgent nature of the user requlrement had to be 
reeoncUed. with the need for a longer development time. The Com-
mittee are astonished to find that Insptte of the fact that require-
ment was projected as operational by the Air Foree as, early as In 
March 196'7, the equipment which was of 1II'g8B.t neoesslty fGr de-
ference requirements could not be provided even after a lapse of over 
19 years. The Committee's examination has revealed a number of 
loopholes which need to be" plugged. The Committee would like 
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to obsene t ~t projects shoul4 be completed. wlthba the stipulated 
time and cost schedules. That is where the imporiallce of e81cient 
project management comes in. Project· implemelltatioD can be 
saeeessf1l1 only when In addition to the proJeet gettin&' completed 
on achedUle at the estimated costs, the technical performaace speci-
fied and project goals are fully met. Lamentably, in this particular 
case the Implementation of the project has failed on all counts. The 
Committee feel coaceraed to note that the pn»ject whick was sanc-
tloa.ed at a cost of as. 14.2.5& Iakhs in July 1916 has not made afty 
headway even thOUCh onters for prod1lCtien to the extent of Rs. 409 
crores have been pIaeed on lntIIgenous production. agency. The 
Committee note with· ·rerret flbat evell DOW there is no specific ill-
dication about the time by which this equipment of great strategic. 
importance would aetually be avallable for use with the Air Force. 

51. Another disquieting feature distinctly noticed by the Com-
DIIttee is that nOIl-avaHability of equipment has left .a number of 
crltieal gaps in Air defence, as conceded by the Ministry of Defence. 
III fact, tile need of the equipment was also felt in the 1911 war and 
during Ail' Force exercises in later years. Essential air defence re-
qalftllRelltl are now being met by Importing near suitable equip-
ment and redeployiDg the avaHable system to cover only the more 
Important areas. A contract had to be signed with a forelp coun-
try for import of 8 number of sillllW equipment at a total cost of 
Rs. 45.6 crores. '!be delivery was expected over the period 1985 
to 1988. There was also a steep ~ e t  in the cost of this project. 
Thus. against the ori&inal esthpated cost of as. 142.50 lakhs, total 
project expenditure as on JUDe 1986 Is Rs. 492.32 lakhs. This ~ 
prese. an Increase of over 346 per cent over the original estimated 
cost. The Committee view with concern that a lot of additional 
expenditure Ilad to be incurtled due to delay ill the development 
of eqplpment 'X' and lack of adequate care in flnalislq' ap'eement 
with suppllers. The Committee feel that foremost reason for in-
crease in project expocUture waa nothing else but lack of care in 
scrutinising the acreemeut with suppUers iporinc the finaaactal 
Interests of the Government. The Committee recoJDDIend that 
Government may go into this aspect so as to ensure tbat situ.tioa 
of tbls type is not repeated in future. 

58. 'l'Jle Committee feel that the ultimate aim of all defence re-
searcb and development effort Is to attain production eapabUlty 
within, tlae reasou.able time SPall so that country becomes self-reUant 
in. 'Vital defence equlpment. The hard. fact remains that the COUD"!' 
try tolay, after 19 years of research and development effort has 
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not been provided with this equipment. The Committee need. hardlJ 
emphasise that the matter should be vigorously pursued with the 
production agencies to ensure that both the versions of the e ~ 
~ t beeome available with the Air Force within the shortest pos-
sible time. 

53. The Committee note that a contract was concluded with a 
foreign firm 'B' on 20-6-1979 on cost plus fixed fee basis with a ceil· 
ing FOB cost of $ 7,75,000 for development of sub-system 'XX'. The 
Committee note with regret that the contract agreement .did not 
stipulate any penalty clause for delay or failure of suppUes as 
according to the Ministry this type of contract ~ dot permit any 
stipulation of penalty clause lor delays. By May, 1981, a sum 
of $ 7,36,250 (Rs. 58.90Iakhs) being 96 per cent of contract value 
was drawn by firm 'B'. Another disquieting feature noticed by the 
Committee is that this firm failed to complete the contract inspite 
of the fact that 4 amendments extending the date of deUvery were 
Issued. in January 1982, September 1982, June 1983 and September 
1983 respectively. In addition, payment of sum of $ 1,70,000 was 
also agreed to as an addition to the contract value. The Committee 
are astonished to observe that inspite of all these Uberal conces-
sions there was no progress of work after August 1982. 

54. The Committee note that according to Ame,ndmenti No. " 
Issued in September 1983 firm 'B' was required to provide within 15 
days of signing the amendment an irrevocable letter of credit for 
an amount of $ 2,25,000. The Committee note with regret tbat 
even though· there was no progress of work after August 1982 the 
MInistry failed to terminate the contract immediately on expiry of 
latest delivery schedule of September 1983. The contract teJ:mina-
tlon notice was eventually Issued In September 1984. According to 
the Ministry of Defence, since the bulk of. the development had 
been completed by that time their effort and Interest was to per-
suade the firm to complete the remaining portion rather than ter .. 
mlnate tbe contract. The Committee would Uke to besatlsfted that 
when bulk of the development work had already been completed 
and tbe Government had also assured tbe additional payment of 
,0 1,70,000 to the 6.rm, why it W8S- note possible for the Government 
to make the firm agree to continue with the implementation of the 
project. The Committee cannot help remarking that t ~ were 
serious lacunae in drafting as well . as enforcing of t ~ acteement 
with the firm. 

55. The Committee also note with regret that due to t ~~re of 
contract with firm IB' equipment·w.orth as. 12.08 lakhs procured for 

" 
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:saIHystem 'XX' Iau remained allied WI .. _ 1J85. TIaII eqlll ... 
__ t rem.i .... abroad ill the warehouse aiace .... 1181'7, 1113 .d ... 
...... ,..to IDdia OIl M-I-188S after obtai_, export lieence. Aeeol'd.-
_ to tile MIni.,. W. equpmeat ........ utilised III tile bull • 
.PDODS development aDd testlnc of equipment 'X'. The aforesaid 
. .lads clearly iIldieate that there were IIOJDe ~ defects in the COll-
·met with firm 'B'. The maldn, of 95 per cent "VUlee pa)"IDeDt 
-without obtalnln .. coDaWal leCurity lor IuD amount was not pr0-
per and was III total dlsreprd of the finandal IIlteresta of the Gov. 
ernment. BesIdes loddng/la. of .. bstanUaI 10relcDl Behan,e, 
Illere was also a eonsIderable risk of lallure 01 the Arm aDd resul-
:Sant delay III completion 01 the project. De Commlttee tnst that 
;&he Government would III future exerelse adeQuate precaution aDd 
are in clrattID, agreement with ftnns particularly III forelp COUll-
VIes so that the ftnancial Interests 01 the Government are not leo-
pardIsed and there Is no loss to the Government. 

56. The Committee note with dismay that thourh the contract 
...... terminat.eJlln September 1984, there is stUl no'J)rogress on the 
arbitration proceecUnp instituted &plllst the 8rm In .January 1985 • 
.£veil the question of selection 01 arbitrator remains to be settled. 
The matter should be pursued vigorously so that arbitration pro-
aedinp are flnaUsed as early as possible and stePs taken expedi-
tiously to recover dues to the Govemment. The methodology of 
the appointment of the Arbitrator should be specified III Lbe COD-
Jract agreements. 

57. The Committee also find that the 2 tubes meant for sub-system 
~  and which were procured. from another forelp. ftrm at a total 
cost of $ 1,84,159 in July/August, 1982 became defective due to 
prolonged ~r e In the premises of firm 'B'. While one of the 
t ~ has been repaired· ~e other one has not been repaired as the 
cost of repairs is more than half of the cost of the tube. Sur-
prlslngly, both these tubes are still with firm· IB'. The Committee 
would like to be Informed as to why these tubes have not been 
received from the firm so tar. It Is distressing to find the laek of 
proper precautions on the part 01 the Ministry due to wbJch hare 
expenditure' of $ 1,84,159 incurred on these tubes appears to have 
beilOme Infructuoa8. It the MInistry had closely monitored tile 
project and Identlfted are&$ of slIp .... e and had ~e  timely cor-
rective measures the above tubes could have been pat to use. 
ResponsiblUty leadlDr to thII omission may be bed. 

5&. The Committee note with repoet that the .... enUst on whOm 
1iIIe MinIstry ineurI'e4 an espeadltare of Be. 8.41 IakbI and who .... 



,. 
II. ~ I' j t ~  tpa..., "'. ........ \.II '. 

~ "l \o! t ~  '. eli with dae 'c:ha.a8' f .. ..:,., '. "'tI ... · H\:;'''.n.· ,./ ..... ~  ~  pur: Q ~e~~~ 
saneP. Uoum, ~ ~ eou.ky aDd has DOt beeD repatriated . ~  

after ~  ~ ~ a.iore .t¥D 3 yean. . 'fhe Govel'lUlient mustqie 
et ~t e ~~ to get ~ re~tr te  and also take e t ~ 
step in t r~ to eDllUe Uaat such .incidents do not feeur. steJ»S 
must be takeia immediately to execute the Bond made lD favour 
of the ~er e t  

59. 'fhe Committee alsO 'note that contract with a forelgJ1 8rm 'C' 
in -October 1979 for the development and supply of sub-system 'U' 
at a cost of $ 5,08,000 was terminated in September 1980 as firm 
'e' had expressed their inability to obtain the bank guarantee as 
stipulated in the draft contrart sent to them. Another development 
CODtract was concluded lD October-November 1981 with foreign firm 
'D' at a much higher price of $ 12,47,000 which was subsequently in-
creased to $ 1;'90,132. Tho contract was completed by the firm 
by July 1985. Both the flrms 'c' and 'D' e~ e  to the same COD-
try. ~r  to t ~ e ~ t of Defence Research and Deve-
~ e t ~ :per. laws of ,the. country 0( filIJl 'c' no collateral secar1ty 

was taken, from. them. The Committee would like to know as to 
iW.wi the finn 'If could. . fuiabh ~e collateral security UDder the .me.an . 'the Co ... ~ are coUtrained to beUeve that elUler 
t..e blfonDaUon given 1;0 the Conunittee was Incorrect or there wu 
Iaek of dort and wlll on the part of those at the ~ ~t  aIIa1n 
to eusure sutlldent safeguardS for the GoVenuDeDt··fntereSt. ,TJIe 
Committee desire that the matter' aluniter be IDvestiptetl .... ' re.-

o ..,'".'.. "''' 

poaaibiUty for the lapses fixed. The termination of e ~t wbh 
Inn 'e' baa resulted In ." hUge esealauoD .In the eost froiD 
• 5,08,000 to $ 12,90,tU in view of the treIb e ~et  with arm ", 
The reasons for changing the cOntract from 8rm 'e' to an..: 'D' 
resulUDg'lD Increase In the cOstS reqilres aD 'eQlWk 

80. The CoDunlttee' would ub'to streiB t~  er t ~e ~ hr 
adeftuateiy e ~ t ~~ .. reseUdaae#vltles partleaJarlJ. ~ 
the defence Ield so as to make ... ~tr  aeU-reUanl e~
mtt1ee ~  ~ ~er ~  ~ .. ~~ of t e ~ ... to ~  
the initial staitS the e~e t ~ ~ exP,iored. the ,..aJtWtJ 

~ ~~ ~ ~ t ~ ~~ t~ ~e~  : 
~ e ee t~ of prqjeet. 'the Committee are however happy to 
..... , 911, ~  e ~tte  aeIlinemeats made ., 
DRDO In the development of efluipmeat 'X'. Tbe Committee ne&e 
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wlQa .. t ~ that the ChJeI of AIr Staft .............. tJaa& .. 
Version 1 of the equipment already tried by tile AIr Fene • 
superior to any of tlie systems that the Air Foree bad couIdered 
fOl'f acQuiring from. foreign OOUDtriea. Farther, the 0bIef of tile 
Anny Staft had also conftnned tbat they were also bal'PY. with 
the system and they would also like to have the same equipment 
for meeting their requirement. The Committee bave also noted 
with satisfaction that production orden tofalUn, to over as. teO 
crores have already been placed on a· Publie Seetor' u.aertaldatr 
for Version I and Version 2 of equipment 'X' based on the R&D 
effort of DRDO. 

61. It is imperative that the develeprneat of our Wftpea systems 
Sh01lld keep pace with the techDolOJical advancemeDts In oUter' 
countries and our researeh and develepment dons have to '1M) pi-
vanlsed In this direction. Defence projects should be carefally pJU-
ned 'and implemented eftlciently so that there Is no tllUlMeiia.i'j' ·eOd·: 
escalation and on the completion 'of such projects they are DOt laalDr, 
behind the latest scientific technology. There shod aile' be peJtO' 
cHeal and effeCtive review of the eseouUoD of sucb projeet. at u·'.p-
proprlate level. 

NEW DEi.HJ; 

Ma:rch. 25, 1987. 
Chaitra 4, ':":190=9""-"(S=)-

ChaiTmGR, 

Public Accou.nts Commit'"'. 



APPENDIX I 

A.udit Paragraph 10 of the Report of ComptroZler And Auditor; General 
of ltaelill tot' the year IM-86, UniOn. Govemment (Defenpe Servica) 

. De141/ i" cfevelopmeft.t of 4" equipment for Al,. FOf'ce 
In March 196', the Air Force projected an operational require-

ment tor equipment 'X'to function 81 an early warning station tor 
air defence. In December lWi4 a project was submitted to the MinJB-
try of Defence (Ministry) by a Researd1 and Development Establish-
ment (R & D EBtt.) for development of this equipment. The deve-
lopment project was sanctlonec:l by the Ministry in July 1976 at a 
coat of Re. 142.50 lakba (including foreign exchange Rs. 84 lakhs). 
In November 1976, a PubHc Sector Undertaking (Undertaking) was 
nominated to produce 41 numbers of the equipment as required by 
the Air Force. 'l'he Air Force was to accept a model of the equip-
ment for user trials in September 1982 and supply of the equipment 
was to commence from September, 1984. . 

For'the purpose of development of equipment 'X' sub-systems 
'XW', 'XX' 'XV' and 'XZ' were originally contemplated to be import-
ed. A team of officers was deputed abroad during October-Novem-
ber 1978, with the main purpose of acquiring technology for these 
crucial sub-systems. The team recommded that only sub-systems 
'XX' and 'XZ' be imported and sub-systems 'XW' and 'XV' be de-
veloped indigenously . 

. Import of BUb-aystem 'XX' 
Based on the report of the team the R&D Estt. recommended 

the offer of foreign firm 'B' in February 1979 for supply of sub-sys-
tem 'XX'. The Ministry accorded the t ~ in April 1979. A con-
tract was concluded with firm 'B' on 20th June 1979 on cost plus 
fixed fee basis with a ceiling FOB cost of $ 7,75,000. The original 
date of completion of the contract was 15th October, 1981. 
However, the contract agreement did not stipulate any penalty 
clause for delay or failure of supplies. By April 1981, a sum 
of $ 7,36,250 (Rs. 56.90 lakhs) being 95 per cent of 
contract value was drawn by firm 'B '. In August 1981, the 
finn, stated that they had exceeded the expenses on this contract 
and that they would not be able to progress further without 
IdcU.tional funds. According, 'Amendment No. l'to the contract was 
laJed (January 1882) by the Ministry wherein the delivery date 
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for the prototype was extended up to l'lth August 1982 aDd e ~ 
of a sum of $ 1,70,000 was agreed to as an addition to the convact 
value provided the FOB delivery of the prototype was advance to 
17th April 1982 or earlier. The firm could not deliver the equipment 
even by 17th August 1982. By Amendment No.2 issued in Septem-
ber 1982 the delivery date was further e t~ e  up to 1st November 
1982. There was no progress of work after August 1982. As a result 
in J1une 1983, Amendment No.3 was issued agreeing to pay the 
earlier increased amount of $ 1,70,000 subject to completion of deli-
very within 120 days of the revival of contract. 

As per the contract agreement, a letter of credit in lieu of Bank 
Guarantee was required to be furnished by firm 'B' aga1Dst the pay-
ments made to it. The original letter of credit furnished by the 
firm was valid till 15th N oveinber 1982 but the firm did not agree to 
extend. the same pending negotiations. As a result, the Ministry 
was left with no security against the payments already made to the 
firm. Amendment No. 3 also called for submil810n of JDsuraDee 
Bond within 15 days for the full amount, i.e. 7,38,260 (Ra. 58.90 
lakhs) already paid to the firm. However, in July 1983, firm 'B' 
agreed to provide a letter of credit for an amount of $ 2,20,029 only 
covering the cost of materials reimbursed by the Oovernment 
($ 1,51,170) and tlie total fee element _Of $ 68,_ charged by the 
firm. In August 1983, based on legal opinion, the J!iDfBtry agreed 
to accept the letter of credit. Accordingly, Amendment No.4 was 
issued on 27th September 1983 according to which firm 'B' was to 
provide within 15 days of signing the amendment an irrevo-
cable letter of credit for an amount of $ 2,26,000. The 
amendment was signed by firm 'B' on 7th October 1983. The letter 
of credit had not been received tram firm 'B' till September 1985. 
The notice about the "Breach of tenns of the contract" was :luueci to 
firm 'B' on 24th September 1984. It was followed by tnetStution of 
arbitration proceedings on 1st May 1985. 

Due to the uncertainty in the progress of tMs contract equipments 
costing Rs. 12.08 lakhs proeu.red for 811b-system 'XX, whtch were 
lying abroad in the warehouse since January 1983 have been shipped 
to India on 24th June 1985 after obtaining export llcenee. 

Further, a scientist of the R&D Estt. who wu deputed abroad in 
January 1980 to .participate in the design, deyelopment aDd test of 
suHystem 'XX' under development by the foreign flrm 'B' for aco-
quiring the technology and transfer of· lmaw-DOW for future uee In 
India was called back QDd reported to the R&D Estt. in J8IIUa1'y 1983. 
The scientist took leave for 11 dava in August 1983 and has alnee thfID 
not reported for duty. The scientist, it is stated, haa left uDautbo-
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riJeGy £oJ: the foreign country where finn 'B' is located, althoUlh 
'til' per·tbe·boDd-exeeued byllUm,he Bad·apeed to·setVe ,for 4 y8Dl'S 
.,...18tum fI'Om-deputatlon. TheMiDistry inCurred an.expeaditure 
fit. Ra. j&4a laIdas -en ,the Scientist's deputation. MiDiatry, intimated 

e ~  that aetlon has been instituted ag,illSt the Scien-
1MtaDd extradition proceedings have Peen initiated. 

J1,.ir Cht1:rgefI 

'In the ~t e  in July/August 1982, two tubes (one intended 
for incorporation in sub-eyStem 'XX' and the second to be kept as 
spare), supplied by a vendor (another foreign firm) at a total cost of 
, . 1,84,159 ,became defective due to prolonged storage in the premises 
~ jrm 'B'. Qt:le of the tubes was repaired at a cost of $1,000, which W,.. ,Q.ot ,bome by Government of India, the other tube was not re-
~ uptU September. 1985. The repair of the second tube was 
~t te  to cost $ 56,000. The Ministry stated that the supplier did 
nQt expressly indicate the shelf life limitation of the tube and due to 
8l.i.PPflge in delivery the tubes had to be stored for a ~  period. 

Procuremtant of sub-system 'XZ' 
A (lQIltract was concluded in October 1979 with foreign firm 'C' 

~ t e R&D Estt. for the development and supply of sub-system 'XZ' 
· at a cost of $ 5,08,000. 4s the firm expreSSed its inability to comply 
,with, the contractual conditions after signing' the contract, it w .. 
,tumInated in ~ te er ~ An9ther development contract was 
concluded in OctQber-November ~  with foreign firm 'D' for 

, $ .12.47,QOO. In May ~  firm 'D" tt~ revised price ot 
~ jue to e ~t  wages etc. and this" was ~ te  

r e ~~ t ~  ~ e  in July 1983 blcreasing the con-
..... ~  llUO,ooo. ,&.dvance ~ t of $ 2,58,000 was made. to 

.,$Iae,.Qrm,Qn..2Otl\,xW ~ t e ~ tr ~  v,.ras completed, byJ'uly 1.... ' . 
In order to meet eventualities lijcefaUure of firm 'B', , at, a Ja1er 

date, ~~te  ~  not meeting specifications, in addition to 
~ in the..,probable !;fate of completlonof .sub-syltem 4XZ', it 

, wa. declded In. ~ ~ er 1980 to go in for lndigeno!JS e e ~t of 
both 'XX' and?CZ' IUb-aystema by the ert ~  In December 
1181 development ~er  were placed on' the Undertaking at a total 
eostof'Ra. 114;17 lakhs (In.cludln,''J'E·Rs. 61.08 lakhs). These 

· cJevelopm,ent orders, although expected to be completed. by 
Pebruary l-=-Pebruary 19M for'XZ and. XX respeeti.vely have IIOt 
been tompleted tlll· Deeember 11M; (The 'Mlnlatry. stated ,(September 

''II.)' tbat the lnc:Ugenous development of BUb-ey8tem ~ was oam-
· ~ -4 4eUvered to the JW) 1'AItt. ~  ttl5, ad'this W'u bl!lRg 
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~ te  in the main equipment: Aa regards indigenous develop-
ment of 8ub-system ~  t ~ tr  furtber addecf that an indige-
n_,-lntel-lm'sOlution deVeloped byl the undertaldDg 8zid accepted by 
the WIers was' received in March 1985; the total equipment 'X' was 
in the final stage of integration and evaluation (september 1985) 
before offering to t~e ,Air ~ r ~ ~r ~  

The original estimated cost of Rs. 142.50 lakhs (including RI.--M 
lakha in FE) was increased by the Ministry to Rs. 578.76 lakhs (in-
cluding Rs. 383;88 lakhs in FE) in July ~  

The R&D Estt. stated in December, 1984 that indigenous develop-
ment and fabrication of sub-systems 'XW' and 'XY' was completed 
in September. 1983. ' 

Ministry stated (September, 1985) that: 

For indigenous development of sub-5ystem 'XZ' (long term 
solution) contracts have been placed on a private com-
pan} and the Undertaking on 21st March 1985. 

A model of equtpment 'X' was .. expected to be, offered for 
user trials by October, 1985;' the supply of prOd.uctioniBed 
eqUipment would be taken up after completion of trials. 

There were no further development in respect of sub-syatem 
~  by fh:ni ~  

No import of equipment 'X' was made.,However, a contract 
'wusigned With:a foreign-country for import of 8 num-
bers of a certain equipment (Unttcost: RI. 5.7 croret); 
its c:JeUvery was, ~  over tile period 1985 'to 1J88. " ~  .' ~  . . ._, .. 

. The right to terminate, the contract and enforce recoyery 
:' '", ~ ftim iB"'i,y the buyer was covered under the contract 

to safeguard ' Q(t\.enunent'" ~tere t  Iil' the . connec-
tion'it may be mentioned tliBt e~ e t to the contract 
Illllecf'"by ftrin ·B· oft' t ~ ~  called for it to 

, pr09ide W'ltl'l1n 15' 'days "of stgrimg the ~ e t an 
rre t~ ~ of'credlt (fMtead 'of a ~ t r tee  

for , 2,25,000 which the firm did 'not fimilsh. lI'urtber 
the letter ,of credit furnished' earlier 'by '!he finn was 
vaU" only tiD 15tH 1foveibber-;-' 1982. The notice !l \)nut 
breacIl of contr*l ... '1IIUad to 'firm '8' ohly on 24tJt 

• .. .". • ..1"'!'.' .. .. J . ! 
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September, 1984. It is thus felt that enforecement of reo:-
covery by the buyer was not covered by the contract. 

The following are the main points that emerge: 

(i) Eqll1pment 'X' was to have been made available fur-
user's trials by September, 1982 and the supply of pro--
ductionised equipment 'X' by the Undertaking was to· 
have commenceq from September, 1984. But firm 'B' 
could not develop sub-system • XX' till September while-
firm 'D' completed the contract for sub-system 'XZ' only; 
in July, 1985. 

(ii) Though an amount of Rs. 58.90 lakhs ($ 7,36, 250) ~ 

Foreign Exchange was paid to firm 'B', the delivery of 
the sub-system 'XX' is uncertain. There is no standing 
security to safeguard the Government interest and the--
payments already made to the firm. 

(iii) The cost of two tubes (required for sub-system ~ 

paid by the Government was $ 1,84,159. Due to long 
storage in firm 'B's premises two tubes became defective. 
one tube was repaired at a cost of" $ 1,000 which was Dot; 
borne by the Government of India. The repair of the'-
second tube is estimated to cost $ 56,000. 

(Iv) The Ministry incurred an expenditure of Rs. 6.43 lakhs.' 
on the deputation of a Scientist abroad. Within a few-
months of his recall from deputation, the Scientist left 
India despite having executed a bond to serve for 4 ~ 
after the deputation. . 

(v) As a result -of the delays in executing the contract by 
foreign firm 'B', equipments worth Rs. 121akhs, procured" 
by the R&D Estt. were lying unused till JUne 1985. 

(vi) Though the contract with foreign firm 'D' was signect 
on 25th November, 1981, the work on the contract was; 
commenced August 1983 only for completion by April 
1985. Govermnent accepted an increase in cost of the--
contract amounting to $ 43,000 on the ground of escala-
tion in wages. 

(vii) Due to delay and slow progress of the eoiItracts ~ 
the foreign firm. the _ R&I) Estt. ,resorted to indigenoUS'" 
development of 1Ub-systems _"XX' and 'D-' by an Under--
taking at a cost of Rs. 114.2'7lakhs (including FE Rs. 51.«* 

lakhs). 



• 
(viii) Against the oriJiual estimated coat of the project wluch 

was Rs. 142.50 lakhI (including FE Rs. 84 lakhs) in July 
~ the revised COlt for which sanction was accorded by 

the Ministry- in July 1983 was Rs. 578.76 lakhs (including 
FE Rs. 383.88 lakhs). 

(iX> Thongh the requirement was projected as operational by 
the Air- Force as early as in March, 1967, the equipment 
could not be provided to the service even after a lapse 
of 18 years. Although no import of equipment 'x' was 
made, a contract was signed with a foreign country for 
import of 8 numbers of similar equipment at a total cost 
of as. 45.6 crores; ita delivery was expected over the 
period 1985 to 1988. 

[Paragraph 10 of the Report of Comptroller & Auditor General 
of India for the year ~  Union Government (Defence Ser-
vices)]. 
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