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· INTRODUCTION 

I, the Chairman of the Public Accounts Committee, as authorised 
by the Committee, do present on their behalf tbJs Fifty-third Report 
of the Committee on Paragraph 17 of the Report, of Comptroller 
and Auditor General of India for the year 1983-84, Union Govern-
ment (Posts and Telegraphs) relating to Avoidable extra expendi-
ture on the purchase of cross-bar telephone exchange equipment for 
various exchanges. • J 

2. The Report of the Comptroller and Auditor General of India 
for the year 1983-84, Union Government (posts and Telegraphs) was 
laid on the Table of the House on 12 April, 1985. 

3. The Committee have noted that the requirement of local tele-
phone exchange equipment and its availability from indigenous pro-
duction for the 5-year period 1978-83, reviewed in May 1978, was 
estimated at 15.27 lakb lines against the likely supplies of 10.86 lakh 
lines mm indigenous sources. The shortfall, thus, estimated. at 
4.61 lakh lines was provisionally proposed to be met from various 
sources including import of 2.94 lakb lines. Action for bridging 
the gap by imports for meeting requirements of 1979-80 and 1980-81 
comprising of 1.34 lakb lines of cross-bar equipment and 10,000 lines 
Of electronic SPC exchanges (total 1.44 lakb lines) was taken, 
whereas import requirement for 1981-82 and 1982-83 was 
left to be considered later on. A further reassessment of require-
ment for the next-5-year period 1979--84 made in November 1979 
revealed requirement of 17.46 lakh lines against the supplies to the 
tune of 9.80 lakh lines expected from all sources leaving an esti-
~  gap of 7.66 lakh lines. As the import was to be financed by 
World Bank loan, the NIT had to ful1Dl normal conditions applicable 
to such loans which, inter-a.li4, provided a minimum period of 
.. months for keeping ~n  quotations open for acceptance at the' 
rates quoted. According to the Department of Telecommunications, 
for very large orders-and many ~  and in' cases where-in addi-
~ n  clearances have to be obtained from a number of ~ the 
time taken often exceeds the limit of 4: months. In such cases ex-
~ n of validity is ~ ~  the tenderers and the World 
~ n  In the present cUe ~ ~ ~ n ~  the validity 

tv) 
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up to 15-12-1979 without any pre-conditions. The NIT issued oa 
4-10-1978 for import of 1.34: lakh lines, provided enabling option 
clause for repeat order on the same terms and conditions for an 
addition of 1.7 lakh lines to cover the requirements up to 1982-83 
provided such option was exercised. not later than one year from the 
date of complete supply of equipment under the original order. 
Letters of intent issued to the suppliers on 2-12-1979 also incorporat-
ed the above mentioned provision. So much so that on 18120-7-78 
tentative programme of import of 2.94 1akh lines of cross-bar 
exchange was finalised and even list of exchanges for 4 years 1979-83 
was identified and tentative targets for commencement of instal-
lation were also indicated. 

4. The Committee have expressed surprise that in spite of making 
periodical provision for import of additional equipment on the 
basis of established need and import of at least this much equipment 
and the fact that the order for it was to be placed within one year 
to take advantage of the rates already agreed upon with the foreign 
suppliers of 1.34: lakh lines, the Department did not bother to process 
the matter with the seriousness it deserved. The question lor which 
the Committee has sought a satisfactory answer from the Depart-
ment of Telecommunications is: why action for processing  of re-
peat order for 1-7 lakh lines was not initiated simultaneously with 
the floating of indent for import of 1.34 lakh lines pending further 
review of the overall requirement later on when the need for im-
port of this much cross-bar equipment had already been established 
and even a decision has also been taken during further review in 
November 19'79 that the cross-bar equipment shOUld be obtained 
up to 1982-&1. The Committee are undoubtedly of the view that 
inordinate delay on the part of the Department in finalising the 
main order was the real cause tor the suppliers to refuse to :lccept 
the repeat order. The Committee have contended that failure to 
exercise the option ibid for purchase of 1.7 lakh lines has resulted 
in considerable avoidable expenditure to the tune of Rs. 1264.01 
lakhs as rightly observed by Audit. The Committee have held the 
Department of Communications squarely responsible for this costly 
lapse and have recommended that a high level enquiry must be 
conducted expeditiously m pinpoint responsibility tor this lapse 
and actlon must be taken agaItist the ofIlcers responsible for thts 
~ ~ . 

5. The Committee have also desired the Department to examine 
the '-methodoloiy Of peH04ie81-reVlm' Gf requirements of variOus 
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types of equipmenta for the country'. Telecom. Detwork 80 as to 
make it more realiBtlc. 

8. It is obvious that iDordiDate delay in finalising the teDder will 
have totally demoralising dect on the teDderen aDd would 
naturally reIUlt In the teDderen playing safe in giving tbeIr talder 
quotatloJUI. This would deprive the Department the oppoitmdty 
of getting competitive bids and emcleDt ezecution of the wodm. The 
Committee have recommeaded that if the Department CODIlders 
that 4 months time 18 DOt lU1Bc1ent In deaUn, with the teDderB, they 
should prescribe a suitable realistic time limit within which tenders 
must be ftna1laed. 

7. The Public Accounts Committee (1&-88) ezamined the Audit 
Paragraph at their sitting held on 28 January, 1888. '!'be Commitl8e 
considered and flnaUaed this Report at their sitting held on S July, 
1986 baaed on the evidence already taken and written iDtormation 
furnished by the Ministry of Communications (Department of 
TelecommUDtcaticms). Minutes of the sittinp form Part U of the 
Report 

8. The Committee place on record their appreelatlon of the com-
mendable work done by the Public Accounts Committee (1185-88) 
in taking evidence and obtamfng information for the Report. 

9. For reference, facility and convenience, the obset vaticms and 
recommendations 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 Appendiz to the Report. 

10. The Committee place on record their appreciation of the 
assistance rendered to them in the egmtnation of this paragraph 
by the Oftlce of the ComptroDer and Auditor General of T.IldIa. 

11. The Committee will alIo like to apaeaa their thanks to the 
OfBcers of the MinIstry of CommunicatloDs (Department of 'l'eJe-
communlcatiODa) for the cooperation ateDded by them ill gfviDg 
information to the Committee. 

Be ATYAPO RBDDY, 
. CIWIr .... , 

Ptd»1e ~ 0. ... . 

St'IltfCIM I, 1108 (Salc8, ~ 



PART I 

REPORT 

AVOIDABLE EXTRA EXPENDITURE ON THE PURCHASE OF 
'CROSS-BAR TELEPHONE EXCHANGE EQUIPMENT FOR 

VARIOUS EXCHANGES 

Audit Pamgraph, 

1.1 On review in December 1979, the requirements for switching 
equipment during 1979-84 were worked out at 17.46 lakh lines 
including the carry over of 0.53 lakh lines for 1978-79. The depart· 
ment decided to restrict the requirement only to Telephone 
Districts which worked out to 3.41 lath lines for the year 1981-84. 
Excluding requirements of 1983-84, which were deferred pending 
decision as to how many Of these should be electronic and how 
many electro-mechanical the requirements for. 1981-82 and 1982-83 
came to 2.43 lakh lines. Accordingly, it was proposed in December 
1979 to import this equipment from 3 firms 'A', 'B' & 'e' whose 
rates had already been approved with reference to tender enquiry 
issued in October 1978 for 1,34, 000 lines. 

1.2 This tender enquiry had, inter alia, provided for procurement 
of additional lines to the extent of 1.7 lakh lines under repeat order 
clause at the tendered prices provided the repeat order was placed 
within one year from the date of complete supply of the equipment 
under this tender. This was agreed to by the 3 firms except that 
finn 'B' stated that the repeat order should be placed within one 
year after date of signing the contract. 

1.3 The follOWing data indicate the time taken by the depart· 
ment in finalising the tender for 1.34 lakh lines:-

(I) Tcmder anROWlced . 
~  Tender opened 

(3) 

(4' 
(5) 
(6) 

Tender E\'aluation C .. lllmitl,." T ~ "'1 up 

Report ,ubmiurd by Tf.C 
Report ."bmitted by the study 1r.aDl .fI,.r \;,ir to Japan 
Report .ubmitted by the High lnoel ~ on l'Jat'ing of 
arden .  .  •  .  .  •  .  .  .  . 

e,) Ict1rn oIiDtcnt releuM br the ~ n  

(8) Detailed orcIcn iawcl 

4-10-1978 

29-1-1979 

29-1-1979 
30-4-1979 

5+1979 

;-112-1979 

~  ~ n  
17-7"'lgao I'Jl'ID 'A'} 
24-7-rg80 f'1Iftl 'H" ------.,.-.. .. _---_. -------_.,--.-----.. -----.---
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1.4 It would be seen that at the time the letters of intent were 
issued in December 1979 for the purchase of 1.34 lakhs of lines, the 
total requirements of 2.43 lalhs . of additional. lines was clearly 
known. 

1.5 As a result of delay in' the issue qf ~  orders for supply· 
of 1.34 lakh lines all the 3 firmS expressed their inabUity to supply 
additional eqUipment under repeat order clause. . 

1.6 Delay in finalising the main tender of 1.34 lakh lines resulted 
in extra avoidable expenditure to the tune of Rs. 1264.01 lakbs. 

1.7 The matter was reported to the DGPT in July 1984, reply 
was awaited (Septentber 1984). 

[paragraph 17 of the Report of Comptroller & Auditor General 
of India for the year 1983-84 Union Government (P&T)] 

1.8 The Audit Para points out that against the overall requirement 
for switching eqUipment worked out in December 1979 at 17.46 
lakh lines for 1979-84, the Department decided in December 1979 
to import 2.43 lakh lines against the requirement for 1981-82 and 
1982-83 from 3 Japanees firms 'A', 'B' and 'C' whose rates had 
already been approved with reference to tender enquiry issued in 
October 1978 for 1,34,000 lines against the requirement for 1979-80 
and 1980-81. 

1.9 The Audit Para further points out that this tender enquiry 
(for 1.34 lakh lines) had, in.ter alia, provided for procurement of 
additional equipment to the extent of 1.7 lakh lines under repeat 
order clause at the tendered prices provided the repeat order was 
placed within one year from the date of complete supply Of the 
equipment under this tender. This was agreed to by the 3 firms 
except that firm 'B' stated that the repeat order should be placed 
within one year after the date of signing the contract. The schedule 
of import of equipment for 1.34 1akh lines was as under:-

I. Date of inviting tenders: . 

2. Last date orlubmiaion of tenders 

3. Date or Opening or tender :. 

.f. Paiod for which ofFen were to remain DJ"1I : 

5. ~ of intel1t re1c:aIecI by tIae DepartJDeDt : 

" DetaIW..ten __ GIl 

1 8-g-1 978 

29-1-1979 

29-1-1979 

,-12-1979 

21-S-'gBo (firm '0') 
17-7-'010 (firm 'A" 
94-,-'910 (tam 'B') 
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1.10 However, as a result of delay of about 16 to 18 months f;rom 
opening of tenders on 29-1-1979) (letters of intent issued on 7;'12-i9'79 
after a delay of about 11 months) to issuing of detailed purchase 
ordei's from 21-5-1980 to ~O for supply of 1.34 lath lines, all 
the 3ftrms expressed their mability to supply additional equipment 
under repeat order clause on the same price. Thus according to 
Audit Para, delay in finalising the main tender of 1.34 1akh lines 
resulted in extra expenditure to the tune of Rs. 1264.01 lakbs. 

1.11 The Department of Telecommunications have furnished the 
following details regarding import requirement of 1.34 lath lines:-

''Import of LM Iakh 1iBes: 

Estimate oj Requirements: 

The requirement of local telephone exchange equipment and 
its likely availability from indigenous production in the 
context of Agreed Programme of Development for the 
period: ~ was reviewed in May 1978. The require-
ment was estimated at 15.27 lakh lines as indicated 
below: 



p,opoat&l/or bridging the gap: 

'Jlae shortfall in supplies for the period 1978-83 was thus. 
estimated at 4.61 1akh lines. This shortfall was provisio-
nally proposed to be made up as below: 

(i) Import 'Of 0.60 lakh lines already planned on repeat 
order basis under Yen Credit and estimated to be 
delivered during 1978-79 and 1979-80. 

(li) Fresh import of 2.94 lakh lines under various credits 
under World Bank/OECF etc. during 1979-80 to 1982-83. 

(iii) Supply of 1.07 lakh lines from m's proposed Rai Barelie 
Crossbar Factory Phase n to be assembled by import 
of components and assemblies. 

Identi;fication of E:ldl4f&ges: 

The following criteria were adopted for the identification of 
~  

(i) Only requirement of large exchanges in Telephone 
Districts to be considered. 

(ii) As far as possible 10,000 lines units· to be imported. 

(iii) Only such partially equipped units (less than 10,OO()' 
lines) to be imported as may have fast development so 
that equipment for expansion to full 10,000 lines could 
be imported from the original supplier within a short 
period. 

Imports plonned for 1979-80 to 1982-83: 

Based on the above criteria, the import requirements fOr the-
four years 1979-80 to 1982-83 were estimated at 2.94 lakh 
lines. It was however proposed to undertake finn 

~ 

action for import to cover the gaps for 1979-80 and ~  

with imports and for 1981-82 and 1982-83 being left to be 
covered after afresh review later. The imports for 
1979-80 and 1980-81 were planned as follows:-

------------_._-------------
Ca) Crcabar J97g-80 : 6g,000 

Jgao.aJ : 6s,ooo 
~  .•.......•. 

(b) Electronic SFC Ig80-8J : 10,000 

GrudTotal .. 

~ 

J,+f.,OOO 
--:-.----. -------------_ .. _-.---
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'The Department have further stated: 

"In the Notice for tender for import of crOssbar exchanges to 
cover gap for Ur19-80 aDd 1980-81 provision was made for 
import of 1.34 lakh lines of total crossbar exchanges to 
cover the gap upto 1980-81. However, as a matter of 
discretion provision was made in the NIT for an option 
for placing an addltioJ?81 order to cover the. gap upto 
1982-83. ThougJt the anticipated gap was 1.5 lakh lines 
(2.M-l.44) the quantity was rahled to 1.7 lakh lines to 
cover the slipages of supply from other sources. 

N.I.1 ~ \ 

A .ongwith the NIT the specifications for individual exchanges 
totalling 1.34 lath lines (Total 15 ~  of 10 
thousand lines each and remaining 4 totalling 24 thouaDd 
lines) were given to enable the bidders to carry out pre-
Uminary engineering and quote firm price for u..e 
exchanges. They were, however, also required to quote 
unit price for individual building blocks so that if Deed 
be additional quantities could be ordered and also to form 
basis for repeat orders, if the options were to be 
exercised. 

The import was to be financed by World Bank Loan. Hence 
the NIT had to fulfil normal conditions applicable to such 
loans. Four months time is the normal perioc1 prescribed 
in an tenders iSsued for financing by World Bank LoaDS. 
Very large orders, involving a large number of exchanges, 
and many bidders; and in cases where in addition clear-
ances have to be obtained from a n~ of agencies, the 
time taken often exceeds the time limit of 4 months. In 
'such cases eXtension of validity is Obtained from the 
tenderers and the World Bank. In tbfs case also the 
tenderers had extended the validity without any pre-
conditions.· 

1.: 2 The next review made in 1979 for the period 19'19-&f' buff-
cate(f a gap of '7 •• lakh lines and the total import fIDa11y was res-
tricte'll to 1.83 lath lines as per detans furnisbe'd by -the Department 
of Telecommunications given below:-

E,ifim4te of requirements: 

As part of the 'Boll on Plan' reassessment of requirement for 
the period 19'19-84 was made in November. 1979. The 
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total requiraDlDt WI8 elUmated at lUI lakh linea as 
n ~  belOW: 

(Y.... ill 1Mb 1iDea) . 

(ij l.ocal B.vhanr ap .... 

(ii) it ........... t fIIM.Daa1 ~ • 
(Iii) Beplaament fila apUed eIII:hap 

, I. 

19"-as 

11·511 

I· 10 

0· ... 

ToJtaI 1:1.81 

Ig8S-a. 19,....,a. 
-

3·M 14.86 
~ 

0·35 1·45, 
~ 

0·110 o· &a 

16·93 
. 

4·09 

"'-ther with 0.53 lakh linea broU8ht forward from 19'18-'19 
the total requirement is 1'1.48 lakh liDes. 

2. ~ of Poaibie ~ aUppIfa: 
The suppUes anticipated durIDI the five year period 19'19-84 
from all aoun:es were estimated at 9.8 lakh linea as 
iDdk:atecl below: 

(I) MAX I SXS • 

(i) JWic Ii sXs • 

Iii) ~  . 
-, 

(h) Osutw . 

(.) B1ecIIaiaic • 
.. , .. 1.-."', .... ! ", ",".-y-: _ .-."'-(' \.,..,,,....,,-.. t: 

(vi) Maaal adaaap (&om Telecom .... , 

Total : 

3. Anllcipatecl Gq: 

(In IUb JiDcs) 

1979"63 198s-8f 1979-'" ~ 

.. " 
a·St-a·so O·M 

l'gS 0·55 .'.5' 
I· 10 0··7 I· 37 

··65 0·45 .·10 

0·01 0·_ o·aS 
"'l (-' 

0·S7 0··3 o· 70 

, ,(., 
,·66 .·14 9.80 

t'be aDttelpated gap c:luririg the period ~ was. estimated 
at '1.88 1akh linea. . 

4. Ider tificlJtion. of E~  UnltB: 

~~~~~  ~~ ~ ~ ~ ~ ~  that 
iUn unit ~~ ~ ~~ n ~  
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imPorts fOr smal11er stations alao. 'l11e considerations 
made were: 

(1) New UDits reCtu!red to be set uP in T~n  ~  
bd other JarIe BtaUbDs aDd eZtensions to imiiorted uDit&· 
eul18r let up or planned. 

(II; New units at medium sized cities largely for automati-
SilUon or replaeameDt of MAX n exchanges. 

Baied on the above criteria the foJlowing categories of ex-
chaD.. were identtfted for possible import. 

Ca) UDIii 01 p"" .... more Jar.., ill TrJc. 
pbc.ae DIiIridI. •  •  •  .  . 

(b) U. 01"'; to 4'00 lines ill replacaDmt or auto 
...-I nc:he..,. .  .  .  .  . I' 15 Jakh lion 

(e) Uolta of 11000 to ~ I*'I in rtplacrmt at 0( t"Xi1tiDs MAX. n  . 
dlClaaalc. I • '5 Jakfa liru. 

(d) New lIDiII of 2000 110 4000 IiDcI ill medium IiIed towns 
where IeCIJDCI wailS arc aecded for mcctiDc fur-
ther dcmaada 

The total came to 5.93 lakh lines. This was in addition to the 
1.34 lath lines for which a LOI had been issued, 0.1 lakh lines of 
outstanding orders and 0.3 lakh lines of Electronic Exchanges 
Un_ instaUation. The tot81 import l'eCluirement thus came to 
7.M lakh Unea. 

It was further decided that crassbar . ~ should be 
~  uj,to ~ ~  ,Iqr ~  the ~  should be 

either ·crossbar or e1eetroDlc to be decided later. Based on the 
O ~ deCIsion it was propOsed to unport 2.47 1akh Unes. As 0.8 

~~ ~ ~ C  :: ~ ~~ ~ 
mtew of oDe of the ~ n  Indicated thAt the requirement will 
lie 1ei$ bY 4000 lines. The toial. imPort finally was restricted to 
1.63 I8kIi unes. 
5. Strategy fqr Im/iOrt: 

It Was observed that IDlY rle'W tender for import entaUs long 
periOd to flDalfR as ... eVident tram the ~ ma'de for 1.34 
lakh unell and eodderiftr that ~  Ordei-e1lwie h:d been in-
corporated In the oiijJna] teder, It was ~ to place addi-
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tiOIlaI order oL 1.83 lakh lines on the three firms, where bids were 
the lowest teclmicaUy accepted ones. 

However, when the detailed Purchase orden for I.M iakh lines. 
flere placed on the three firms, the firms regretted their inability 
to accept the repeat orders for further equipment on the same 
price due to increase in the cost of raw materials and labour. 

The firms had earlier extended the. validity of their tenders upto 
15th December, 1979 without any"pre-conditions. The 3 firms 
having expressed their inability to accept the repeat order on the 
&ame terms and conditions, the department considered the best 
strategy to be adopted. and decided to invite limited tenders from 
the three firms giving the technical specifications of the excbangel. 
Based on the quotations received on this basis. orders were placed 
on the three firms for the quantities indicated below by choosing 
the offer for each one of the exchange: 

I\"EC Bs.ooo liDeI MaiD 
115,(oQO IiDa BztrneIc-

Hitachi 116,000 IiDcs -""..,.Jon 
OK! 40,000 IiDeI Mala 

7.000 JiDeI n ~ 

-rota!: 1.83.000 liaeI 

Asked as to when. and at what level was the decision taken to 
import switching equipment for the period 19'19-84 the MinIstry 
of Communications, in a note, stated. as under: 

"The review made in 1978 had indicated a gap (anticipated) 
of 4.61 lakh lines during the period n~  .It was 
tentatively proposed to bridge this gap by direct import 
of 3.54 1akh lines. Based on this assessment, import of 
1.34 lakh lines of crossbar equipment and 0.10 lakh lines 
of Electronic (SPC) Equipment was planned to cover 
the gap for the period 19'19-80 and 1980-81. The propoal 
to fmport 1.34 lakh lin. was flnally approved by two 
Kinlsters for Communication Oft 26-'1-19'19 and .... 9-1m 
and Minister for P!nance on 30-10-19'79. 

'I'M next review made In 19'78 for tlie period ~ iDdl. 
cated a gap of". lakh 1blea. KeePnI In view the 
lila!ly deelsion on settIaI up of • Croubar Factory 8lld 
the necessity to import units of 5000 liDell and more, 
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proposal was made to import 2.47 lakh lines. Out of 
this import 1.83 lakh lines of Crossbar ~ n  and 
~  1akh lines of Electronic (SPC) Equipment was 
finally approved by Minister for Communications on 
26-6-1981 anfl Minister for Finance on 29-6-1981." 

1.13 The Department of Telecommunications have furnished a 
copy of the invitation to tender and iDstructioDa to tenderers. The 
relevant extracts from. the same are given below: 

·Pe7'iod for which the ofJef' lOill ,.em4in open: 

Firms tendering should Dote that their offers should remain 
open for acceptance for four months after the last date 
presc:ribed for submission of the Tender including any 
exteDsion thereof. If the firma are UDable to keep teDder 
offers open for this period, they shoUld speciftcally state 
the period for which their otrera are open but they must 
realise that such a provision may prevent their offer frozQ 
betDg considered." 

1.1. Amen.dm.ent to Commercial ConditioDs to Tender EnquirJ 
contained the following cIa,.: 

"CI. 5.3 the purchaser will have the option to place additioul 
orders for similar telephone exchanges on a repeat order 
basis upto a total of 1.7 lakh Unes. Such option may be 
exercised any time after the contract is executed but Dot 
later thm one year from the date of complete supply of 
the equipment under this tender. The tenderer shall 
indicate clearly the quantity discount for these, additional 
~  in blocks of 10,000 lines each." 

1.l5 The letters of intent issued to the 3 firms on.7 December, 
1979 by the Ministry of Communications, inte,-ali4. cor..tained the 
~ ~n ~  \ 

"The price for exchanges will be the same as quoted in the 
summary of prices in your original offer of 29 January, 
1979 and will include the additional quantities as Indicated 
in the subsequent correspondence exchanged." 

1.16 While coDflrming the aeeeptance of the' detailed ordeIw 
placed on them by the DGP&T on '·12-19'l9 fnr the supply of a \otal 
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of 1. M lakh lines, the three foreign finDs in their letters dated 
2-5-1980, ~  and 7.a.1980 had, inter alicl, stated as under: 

(i) Letter dated 2-5-1980 of NEe and subsequent correspon-
dence i 

"As you are aware, the tender for 134,000 lines was opened on 
30-1-1979 and during this loDg period of over 13 months. 
many unprecedented changes in prices have taken place 
in the World markets resulting in sharp upward increases. 
This is specially so among others, due to the all time re-
cord price hike of gold, silver. palladium etc., which are 
used in the Exchange Equipment, and also because of 
substantial all round inflation due to the iarge increases 
in the prices of petroleum products. In view of the un-
precedented and uncontrollable circumstances, our Head 
Office against their wishes, has been compelled to revise 
their offer regarding clause 5.3 of your Tender relating to 
aceeptance Of additional orders for similar telephone 
exchanges on a repeat order basis upto a total of 1.7 lakh 
lines. The same is attached herewith as Annexure I 
which may please be incorporated under clause 9.3 of 
your AlT." 

Annezure 

9.3 The Purchaser may if so desired, increase the quantities 
of this order upto a total of 1.7 lakh lines as specified in 
the tender documents on the original offered unit price 
subject to escalation formula given hereunder. The order 
for the increased quantities sho¥ld, however, be placed by 
31-12-1980 and delivery of the same would be FOB 10 to 12 
months after receipt of order and let1er of credit. 

9.4 The Contractor shall supply any additional equipment 
and/or service ~  the Purchaser may order within 5 
years of the date of complete supply of equipment in this 
Order. The escalation formula is as under: 

x = ~  10 + 35 _1'_ + 55 _W_'-) 
~C r W 

Whereas: 

X: Indicates the FOB Unit Price for future supply. 

A: Denotes the FOB Unit Price for the present order. 

I: Denotes the Input Price Index, by manufacturing Industry 
Sector for electrical machinery and appliances announced 
by the Bank of Japan from January, 1978 to Decem.ber, 
1978. i 
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1': Denotes the Input Price Index above mentioned at the 
time of future order. 

W: Denotes the Nominal Cash Ea,mings Index for manutac-. 
ture Industry announoed by the Ministry of Labour, 
Gove:mment Of Japan from January, 1978 to December, 
1978. 

W': Denotes the Nominal Cash Earning Index above mention-
ed at the time of future order. 

Letter from. NEe dated 14-8-1980 

"We acknowledge with thanks the receipt of your detailed 
orders for the supply of telephone exchange equipment for 
Karol Bagh, Chanakya Puri and Vile Parle Telephone 
Exchanges, totalling 25,000 lines. . 

As far as clause 9.4 of the orders, i.e. purchase of additional 
exchange equipment upto a total of 1.7 lakh lines OD 
repeat order basis is concerned, in this connection kindly 
refer to our New Delhi liaison office letters No. 28-702 
dated 2-5-1980 and 28-950 dated 10-6-1980 .. 

The price situation at our end has been fUlly explained in our 
previous letters. This is a universal truth that there is 
a substantial all round world inflation due to large in-
creases in the prices of all kinds of raw materials, such 
as gold, silver, palladium etc. and labour. There is ~ 

no denial of the fact that the cost of petroleom products 
has sky-rocketed. 

The above situation can very well be defined as force majeure 
, and does not permit us to accept the repea,t order of 1.7 
lakh lines on the same terms and conditiOlls of the cap-
tioned orders. Moreover, it is not known lous as to what 
quantities and when enqui.ry for repeat orders will be 
floated by you. . 

Considering all above, we very reluctantly regret to accept the 
additional orders on the same price. However, we assure 
you that as and when you issue the enquiry for purchase 
of additional equipment alongwith technical details, we 
shall offer our very best prices keeping in view our long 
term and most cordial relations with your department." 
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LetteT dated 20-6-1980 of Mitsubishi Corporation 

'·We acknowledge with thanks receipt of your detailed order 
Nos. 12-234178-MDIMitsubishi Corporation I, II and III 
all dated May 21, 1980, for supply of Telephone Exchan-
ges for which we confirm our acceptance subject to the 
delivery schedule attached herein. 

Regarding Clause 9.4 (Repeat Order) of above contracts, 
though we had agreed in the original for supplying 
additional exchanges at the same prices given in the 
original offer on repeat order basis, but due to world-
wide increase in the raw material prices and labour 
wage, which you are well aware, resulting which the posi. 
tion has changed. considerably. A very long time lw; 
elapsed between. issuance of your tender and placement 
of order for the present contract and moreover we feel 
there will be still further gap by the time you issue the 
actual enquiry for additional exchanges. We, therefore, 
reserve the right to reconsider our prices depending upon 
the price situation at that time and we will submit the 
offer ticcordingly. We do assure you that we will take 
the "est care while giving you the revised prices in 
repeat order upon receipt of your enquiry. 

We appreciate very much acceptance to our delivery s('he-
du1e and submission of revised prices for the additional 
exchanges on repeat order basis." 

Letter dated 7-8-1980 of ITOH & Co. Ltd. 

We accept with thanks your detailed order Nos. 12-2341781· 
MMDIC. ITOH-I, II and In dated 24 July, 1980 fOT the 
supply of following exchanges: 

I. Chandigarh-. 

,. Marol, Bombay 

3. Muland, Bombay 

4. W01'Ii, Bombay 

5. Mazagoan, Bombay . .. ~  .. 
6. Mankhurd, Bombay. 

10,000 lines 

10,000 lines 

10,000 lines 

'0,000 liDs 

10,1)00 lines 

'Il,ono Unes 
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However, pertaining to the clause 9.4 of the order, we have 
our reseJ'Vation on supply of additional quantiti.es sti.-
pulated in this clause, because of subst8ntial changes on 
market conditi(JDS and prices. It is noticed to you that 
these substantial changes have been direc;tly 'and\or in-
directly resulted, due to disturbed political situations in 
the world especially with producing countries of essen-

tial raw materials and forces ~ economic manipulations 
such as the recent repeated and substantial increase by 
OPEC, which are beyond. oUr control and future of which 
is unforeseeable as well. 

We, therefore, reserve the right to quote revised prices at 
the time the enquiry of additional quantities is given to 
us." 

1.17 On noticing that all the three firms had expressed certain 
reservations in regard to the pricing applicable for the repeat 
order. the Ministry of Communications (P&T Board) in their 
identical letters dated 29 September, 1980 addressed to all the three 
suppliers had, inte7' alia, stated: 

"Kindly refer to DGP&T ~  order No. 12-234j78-MMDl 
Mitsubishi-I, IT and m dated the 21st May, 1980 for the 
supply of a total of 53,000 lines of relephoneExchange 
equipment for Wadala, Bangalore City, Sangneri GatE", 
Tirett Bazar, Calcutta Central, Idgah and Janpath Tan-
dem respectively on the basis of offer against this office 
tender enquiry No. 12-234I78-MMD dated the 4th Decem-
ber, 1978 and subsequent discussions and correspondence 
between your company and the Indian P&T ~ 

on the subject. 

2. Your attention is invited to clause 5.3 of the above E-n-
quiry wherein it was stated that the P&T Dt>partment 
Win have the option to place additional orders for equip-
ment for similar telephone exchanges on you on a repE'.:lt 
order basis. 

. 
3. This clause had been accepted by you in your compliance 
to the tender enquiry and you had confirmed that the 
discounted prices wm apply to the additional order5 
a18o. You have ~  certain reserVations in ~  

to the priclnJt al)pUeable for the ~  order vide your 
letter No. NDIrT-848 dated the 20th June. 80. You had 
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stated that you reserve the right to reconsider the prices 
depending upon the price situation at the time of enquiry. 

4. It is now proposed to procure a total of 1,80,000 lines 01. 
local exchange crossbar equipment under clause 5.3 of 
the tender enquiry and 9.4 of the purchase orders. A 
list of exchanges covered by this proposal with their 
sizes and delivery scheduled is enclosed at Annexure I 
for your reference. 

5. In view of the reservations expressed by you, while 
accepting the purchase order, you are requested to exa-
mine the list of exchanges enclosed and indicate your 
earliest convenience but not later than 31st October, 1980 
the principles you propose to follow in pricing the equip-
ment for these exchanges in relation to the basic unit 
prices quoted by you in your origiilal tender offer. Simi_ 
larly, the principles to be adopted· for the installation 
materials and similar items which are supplied in lot 
may also please be indicated. 

6. On receipt of your reply, detailed specifications ~  the 
various exchanges will be furnished to you to work out 
the detailed material lists and the net price based on 
the pricing principles finalised. The material list receiv-
ed from you and other companies on whom ~  have 
been placed under 1,34,000 lines tender and letters have 
been addressed will be scrutinised and orders for indi-
vidual exchanges placed on the basis of the lowest oft'er."· 

1.18 The Department of Telecommunications have furnished a 
chronological statement of events leading to finalisation of the 
order as under: 

S.No. nair: 

------------_. -----------_ ... 
1. 30-6-'18 Department or,.1ectronb WIll addreaed fOr clearancl' or import 01 

1,31-.000 lines or c:ro. bar eu:bange eqUipment. 

2. 18/20-7-'18 Tentative programme or import o.r ?44 1.kb lines or Ci'OIIbar exc1wlae 
wu rmalilCd under No. 2Or-87/78-TP.; (EA). List 01 em:hangS 
ror 1979-80,  1980-81, IgBr-l'z and r!l82-83 were indentifu-d 
and tr:ntlltWe targets for c:ommenoeaieDt of inataDation were 
also indicated. 

3· I.g-,s MmiItry orF"lRaIIce·(DEA) in their Jetter No. P-Ij(8l'79-FB(I) indio 
cated that they hav· 110obiectlon in orhciple for iIIue of ODe afaglt 
tr:ncier tor 1,s4.000 lines mbject to c1ea...-hm Warld BaraL 



S.No. Date 

4· 8-g-78 

5· ~  

6. 13-11-78 

7· 111-11-78 

8. 29-1-79 

9· ~  

10. 30-4-79 

II. 15-5-79 

12. 5-6-79 

IJ. 8-6-79 

14- 24-7-79 

J5· 26-7-79 

16. ,a-,-79 

17· 4-9-79 
18. 14-9-79 

19· 26-g-79 

20. 30-10-79 

!II. 5-11-79 

15 

EVelU8 

NIT was illued for 6g,ooo liDs tOr 1979"80, 65,000 mea fOr 1980-81 
and requiremeDt or 1,70.000 JiacI apjaat repeat order WM .... 
illdicatl:d. 

A Committee COIIIiating of Addilioaal Dicector (Iep) me Direc:Ior 
(X) aDd Director (MMD) was COIlItitUtl:d fOr furDiIbiDc 
techDic:al c:lariflc:atioua to YariouI bidden. 

Date of receipt of VDden. Opening of' II:Dden was paltpaaed to 
29-1-79/30-1-79. .  . 

TEe colilillinl( ofDDG(MM), ~ DDG(SS), Mdm..a.l 
Dirctor (rcp) me, DDG(FD) aDd· (X) was COIIItibded 
JOr evaluation of tbc teDders. 

Tellden were opeaed and Iix oOi:rs. i.e., MaIrs NEe Mc.n. L.Me 
Erif'lao"l, M'IIn. Nillbo Iw :.M ars. Fp.c:', Stardard (I'l'T). 
M':IIrs. OKI (Mitaubiabi). M-::ars. C.1TOH (Hitachi) WQC 
uc iv.-d. 

TEe IUlxnittl:d its report. 

Orders for depUtiDg a .tudy ceam of two oJI'"lCIeft to Jap ... fOr IUldy 
and detalied disc....,... of certain aspecll in the maaufacturiac 

n~ And with me ceaden ~ iIIaad under No. ~  
Xl) 

Tbe IUudy tram submitted ill report. 

A HiP Level (lom...;,...e CODIiItiDs or Member (TO), M (F) Mciaber 
(TD) aad DOG (MM) aad Jt. Secretary (DEA) was CIIGIIiIuUd 
)« eqmjnjDg the IICPOI't "f TEe aad the repcn oltbe study tIr:aIIl 
dcpueed toJapaa aad to rmalile Iecamnaeadatioal b placcmeDt 
of orden for import of I.,f,ooo Jiaa '-' 15 ~ aad one" 
T ~  

HiP Level Committee IUbmitted ill report aad reD.ilielded 
placemeat or orden '-" 56.000 Iiaas aD HiCllc:lai, 250000 ... 
OD NBC aDd 55,000 JiDeI_ on 

Millister for C ~ approwd the PIOPCaI tOr place. 
men t of order. ..ed -by the High Le.e1 Committee. 

5eQoetary (&peaditurc). MiDiItry ol YlIWlce I'8tUIIIcd tile f. fOr sIIOwJiic to DeW Miaiseer .. CaauaUDil:a .... 
Approval ofaew MiDiIter of Commtmicatioal. 
Ministry of rmaace, l>epartmeat of Expeadit..Jre approwd tile 
proposal. Abo asked fOr l'C-IubmiIIioD with a comprellcaliw: 
Dote for Minisla' of Finance. . 
Cue·wu leftt to Sec retary (Expeaditure). 

Minister for FlIWlce approved proc:urement of 84,'000 IineI 
&om World BaaIt aad f'artier Yen-Czedit aDIl 50.000 IiDII 
&om OECF after the qm:ment was Iiped. 

~  of Economic Aftiain CODf'IrIIIIICl to iIIUe of letter of 
uatentfOr 1.340000 IiaeI. 



Sl.No. Date 

22. 7-11-79 

23· 19-11-79 4 

24- 29-11-79 

25- 5-12-79 

26. 6-012-79 

a'/. 7-12-79 

28. 12-12-79 

29· 13-12-79 

30• 15-1279 

31• 17-12-79 

33. sB-12-79 

34-,-1-80 

35- 30-1-15 

36. 5-1-80 to 
20-1-80 

37· 21 ... -80 to 
7-9-80 

38• 1-!MIo to 
26-4-80 

39- 27-9-80 

EVCIlta 

Letters adcbascd to World Baukfor their concurrence. 

Letter IDucd to OECF for their concurrcDCC. DGTD addte-
sacd for clearance. 

DGTD clcareancc was rccc:ivcd under their No. DGTI 
7/U/UjEQ.l2g4g. 

CIearanoc from World Bank rccc:ivcd for 50,000 lines. 

Local reprcICI1tative of OECF verbally 8grecd to the proposal. 

Advanced purcbaac orderjJctters of intent were issued to 
Mcssn. Mitsubishi for 53,000 1iDcs, Messrs. NEC for 25.900 
1iDcs and Mcssn. C. ltoh for s&.ooo liDcs. 

Mcssn. Mitsubiahi c:onve;.:d acaptancc of letter of Inte t 
dated 7-12-79. 

Mcssn. C. Itoh conveyed acceptance of letter of intent dated 
7-111-79· 

Mcssn. NEC acknowlcdpi the letter ofintcnt dated 7-12-79. 

All the f"U'IDa were requested to f"JDa1isc the material list on 1M 
buill oCtbc discUIIioDs held earlier and the couClpOlUieace. 
They were also requested to IICIld their rqJl'CICIltative fOl" 
discumons on various points. 10 that the dctaiIcd orders 
could bcf"JDa1iIed. 

Requirement of local TeJephonc Exchange equipment and ita 
availability froID. indir.nous sources for 1978-83 was ~  
in file No. 210j86J78-TPS (M). It was noted that the gap 
betweeD indipwullupply and requirement for 1979-84 came 
to 7,66,000 lilies. 

Mcm .. Mitaubishi furnished the matcriallist. 

MeMn. Mitaubilhi were ubd to depute their reprcsc:ntaUves 
for diIcuIIing the material Jilt for ~ days &om 5-1-80 0JIwuck. 
MclIn. C.ltDb were uIred to depute their rcpreIISltatWe 
for ~ the material Jilt for 12 daY' &om 21-1-80 aIIIi 
MaIn. NBC were asked to depute tIicir reprcl("lltatiws fO!" 
diIcuIIiDc the material Jilt for , ClaY' &om 14 ... -80. 

a." 
Member (TD) approved proc:caing of repeat orden on tluee 
f"Jl'JDI for iDqIort oh-4,lath JiDelIO that the lctten of inteat 
were rcIeucd by Dcc:embcr, IgSo. .. 

~ O  held with rcprcIICIltatiws of Messrs. Millubiabi. 

DilcusiOlll ~  with rcpeICIltativcs of MCIII'S. NEC. 

Discuions held with rcpcreseDtaives of Messrs. C, ltoh. 

Secretary (Ol approved in principle for import of2' 47 Jakh 
lines b dclM:nea in IgBl-IW and 1982-83 and procCssiDg 
Olden OIl repeat order buia on all the three firma as per 
their otren for l' 34 lath lines. 
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81. No. Date 

40· 16-4-80 

oil. .-4-&0 

42· 2-5-80 

H· 21-1-Bo 

H· 26'5·80 

45. 10-6-80 

-'7. 20-6-80· 

49. 24-7-80 

so. 7-8-80 

52. 19-8-Bo 

Events 

Maleriallilt wu furniIhed. by MaIn. NBC. 

Secremr; (E) lugested c:aDiDg fOr &all quotatioDs &om weD 
blown partiel incIudiDg tbe three firms. • 

MaIn. NBC mtimated their rcvUcd ofFer m rapec:t or addi-
tional I' 7 1akh lillel. 

Detailed ~ order on Messrs. Mitsubishi for ,53,000 liDes 
released. 

M~  NEC Were n ~  that since tbey had already agreed 
in their original ofFer Cor supply of' 1.70,000 linea additiollaJ 

~  at the ~ unit price as in the original offer 
lor 1,34-0000 lines, it was Dot possible to accept their point 
of'view regarding revised offer. They were reqllCllted to review 
and f'Jrnish the reply to enable us to ilsue the ~  order. 

Messrs, NEC in their letter in timated that they had reviewed 
the position and requested us to iDeep the above mentioned 
letter dated d-5-80 in abeyance for the time bcing and they 
would revert to the subject on later datr. 

S-cretary eE) approved the piaceoaell. t of repeat order for 
2,47,000 lines on thJee &nas stipulatiag that the department 
shoold try to obtain maximUDI quanitity tof' discount siDce 
the rep::at order was bigger thaT. the ori,mal order. 

Messrs. Mitsubishi while aclcnowkcJring the detailed order of 
21-5-80 ltated that they had agreed in their original ~  
for IlIPPly of' additional I.? lath lines at the same price on 
lepeat orders basia, but they submitkd that due to world 
wide iDcrease iD raw material price and Jabour wares and 
d e to deJay in the p1aceoaell t of' orders, they resened tbdr 
right to reconsider their pritts. 

Detailed purchase order on Messrs. NEC for 25,000 lines re-
leased. 

Detailed order on Mean. C. I tob for 56,000 lines. 

Messrs. C ltoh iD their letter while ac:crptiag the detailed pur. 
chase order of' 24-7-80 ltated their rescnatioa fiJI" supply of 
additional quantity in view of'the substantial changes la marlllet 
condition. and irtimated that they reserved tbe right to revise 
the price!. 

=- . 
Messrs. NEC while ackIIoWleciginR the detaiJ.:d order dated 
17-7-80 referred to their letters of 2-5-80 and 10-6-80 in res-
p!:ct of' IIIPply of' additional 1,70,800 lines on repeat "rder 
basis and mentioned that ~  was substantial 
alround world inflation and increase in prices or aiDaost 
all raw material and petroleum products. Messrs NEC re-
gretted acceptaDce 01 additional order on d'e ~  ",itt. 

Arter diacllSSiOlllm a number of· meetiags in the Directorate 
it was decided In tlte first iDstance tQ write to the three firms 
for price quotatioa for additional equipment. 



SLNo. Date 

55 25.g..80 

51· 2g-q-90 

55· I-II-PO 

s6. 17-11-80 

57· 8-12-80 

sR· 29-12-80 

61. ~  

&.z. 25-3-81 

671"'-10-81 

68. 18-11..81 

lIg. ~  

18 

Events 

Draft letter to firm, was apprised by Secretar) (C). 

~  issued to three fimn for indicating the revised quotatiou 
for 1,8'>,000 lines in sealed cover by 31-10-80. 

~  quotadons fron' three finns were opened. 

A corrtrittee consisting of DDG(FD), DDG CMM) and DDG 
. (S) was COl stituted for exambation of the quotation from 
the three firms. 

The Comnuttee submitted its report. 

Three &mu were asked to reconsider their quotations and""-
vise the prices for 1,80,oor. lines to Le at Far with the ~
nally quoted prices escalation as per their escalation formula 
a".ld to submit a revised price by 28-2-81. 

Messrs. NEC were further sent a detailt'd specification for expan-
sion of the existing exchanFs total 25,00() lint's and they 
were aslaed to IeIld the detailed JJ1att'rial list and price esc:ala-
tien by 28-2-81. Messrs. Mitsubishi were seDt sinlilar spt'cification 
for ,,,100 IiDes and -Messts. C. Itoh were sent specificatifoL 
for 3';,000 lines for quoting the detailt'd matt'rial lilt aad 
price by 28-2-81. 

OPenin, date of ~  quotations ~ 1,80.000 lit:es was ez-
tended to 16.8-81 -III ~  

Messrs. NEe. Messr •. Mitsl>bishi n~ Mt's,rs. C. hoh were in-
formed of n~ n of date for ck ta.l( d matt'rial lilt vu! 
prices esca1al#d qllt'tations f3l' expansion of ~ n~  frull 
28 .. -81 to 1&.8-81. 

Tenders were opened. 

TEC co'lsisting of Director (X), Director (NMD) and D (P-
IV)" was constituted for exanlining these offen. 

Report was submitted by the TEC. 

~  of intent were issued 011 Ci) Messrs. NEC for 85.000 
lines and ~ OOO lines for expansion of exchanges. 

(ii) Messrs. Mitsubishi for 40,000 lines and 7,000 Jines for 
expansion. 

(iii) Messrs. C.Itoh for 26,000 lines. 

Detailed purchase orden for 40,000 Jines were issued on Messrs. 
Mitsubithi. 

Detailed TJUI'CbaIe order. were issued on Messrs C  I too for 
116,000 line. 

Detailed CII"ders CJIl MaIrS· NBC were issued for 60,000 lines. 

Detailed order. were iBBUed on Messrs. NEC ror 50,000 lines. 

Detailed orden YI'Q'e issued 011 Masrs." "Mitsubih.i ror 7000 
ftnc:s. 
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1.10 According to Audit para three Committees ~ Tender 
Evaluation Committee, Study Team and· the High Level Committee 
were appointed one after the other to process the tender offer from 
various angles which took in aU about 6 months to submit their 
respective reports. The composition and the .lunctipnsj of these 
Committees are given below: 

"Composition of the Tender Evaluation Committee:-

1. DDG (MM) 

2. DDG(MS) 

3. DDG(SS) 

4. Add!. Dir.. (ICP) 

5. DDG (FD) 

6. Dir. (X) 

The Study Team comprised:-

1. DDG (MS) 

2. Dir. (X) 

The High Level Committee consisted of:-

1. Member (Finance) 

2. Member (TO) 

3. Member (TO) 

4. Joint Secretary, 

Deptt. of Economic Affairs. 

5. DDG (MM) 

The composition of the Committees was different to suit the 
functions of the respective Committee. The Tender 
Evaluation Committee -consisted Of officers from the TRC, 
'Maintenance, Planning, Material Management and Fina-
nce, Wings to study the technical, . commerical and finan-
cial terms contained in the various offers, make an eva-
luation of all the tenders and submit its ~ n  .. 
tion. 

The Study Team consisted of DDG (MS) and Director (X) 
and it was set up to study the suitability for use in India of 
the equipment offered by one of the companies, which 
had not tendered earlier but, whose offer was the cheapest 
for some exchanges in the present case. The Swdy Team 



20 

was to look into the service quality, fault rate, automatic 
testin& quality ~ n  procedures, supply record of 
the company etc. The Team baSically consisted of two 
technical spedalist members of the TEe. 

The function Of the High Level Committee which consisted' 
of the Members of the Board and Joint Secretary from 
the Department of Economic Affairs and DDG (MM) 'was 
to consider the Tender Evaluation Committee's Report 
and the Report of the Study Team and submit its 
recommendations to the Government." 

1.20 Enquired as to why these functions could not be compres-
sed in one team, the Department of Telecommunications stated that 
as the teams were constituted to perform different functions, it \>;a5 
not appropriate to combine and entrust all these issues to one team. 

1.21 At the time if floating tenders, the period for finalisation 
of purchase order was mentioned as fou,r months i.e., by 30-5-1979 
after the last date prescribed for submission Of the Tender. 
However, the first detailed purchase order could be placed on 'One of 
the three firms on 21-!Hl0, i.e. about 16 months after opening the 
tenders. Asked if the Department did not visualise any difficulties 
at that time while mentioning a ~  of 4 months for finalisation 
-'Of purchase order. In reply the Secretary, Telecommunications 
stated during evidence as under:-

• 
"That is the usual time which we thought was sufficient for 

finalising the tender evaluation. The only thing we 
wanted was to take advantage of the price n~  

and try to keep it that way." 

He further stated: 

"When we got the tenders, we found that in ·the three firms 
from Japanese source, the Pr:ices quoted varied. The 
quotation from the lowest one provided for some equip-
ment, which bas not been generally used here. So we 
wanted a technical evaluation/exposition as to how that 
equipment would work."· 

1.22 The Committee pointed out that when the Department did 
not place the order within four months and asked the firms to extend 
the time, they extended it conditionally that they would only supply 
the first equipment and not the repeat O,l"der. Thereupon, the Secre-
tary, Telecommunications stated:-
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"Actually, the validity of the offer was four months, but when-
we found that we were not able to finalise or issue the 
letter of Intent within that period, we had been approa-
ching them for extending the, validity period which 
they did . 

1.23 Asked whether it was a fact \ that because of re-neeotiation 
of the contract, the Department had to agree to the supplier's condi-
tion that they would not accept the repeat order on the same rates. 
The Secretary, Telecommunications, stated: 

"The extension of the validity was not are-negotiation. 
Usually, this is a practice that when we are not able to get 
it finalised, we ask them for holding the prices. In this 
case they did so but they said that they would supply only 
if the firm order was placed in May 1980." 

1.24 Justifying the abnormal delay in placing detailed purchase 
ordEr on the firms, the Member '(Development), Telecommunica-
tions explained during his evidence as follows:-

"Actually, when we had placed the orders for pantalrota 
earlier in 1964, we had burnt oUl" hands very badly. 
When we finally installed that equipment in the country, 
it had problems of corrosion and other things. Therefore, 
we were not willing to take the risk .with a new firm 
without first making sure that their product was up to 
the mark and then by going to some of their exchanges 
and looking at them." 

1.25 The Committee pointed out that the StUdy Team went to 
Japan in June", 1979 and they submitted their report also in June, 
1979. That precaution, the Department would have already taken. 
The witness thereupon stated: " 

"'We took that precaution and the further action resulted in 
the letter of Intent being placed finally in ~ 1979. 
The delay from December 1979 to about M ~ n  is to be 
shared mutually by both the parties in the ser.se that when 
we placed the letter of Intent, we invited ~  to come 
and discuss detailed material list so that the order could be 
finalised. They had some problem'S, we had some problems, 
and finally the list was finalised. In this five-month period, 
detailed orders were placed. In fact, the contract becomes 
valid once we have placed the Letter of Intent. The fact 
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is . that they came back and said that they were not in a 
position to supply at the same price when the material list 
was finalised and a firm order was placed on them." 

1.26 The Committee pointed out that while the SecretarY, . 
. Department of Telecommunications admitted during evidence tbt 
there was marginal delay in placing the final order for 1.34 lakh 
lines equipment on the 3 firms, the Member (Development) stated 
that there was no delay on their part as a lengthy procedure had to 
be gone through for importing this type of items and this took about 
22 months. The  Department of Telecommunications have in a note 
.stated: .' .  ' 

"As may be seen from the chronological statement of events, 
the evaluation of the officers report of the Study Team, 
Report of the High Level Committee, submission to the 
Ministry of Finance and approach to the world Bank. were 
all done expeditiously. 

After the issue of Letter of Intent in December, 1979, it took 
some . time to finalise the detailed purchase order. The 
material list had to be finalised in consultation with the 
representatives of the firms on whom letters of intent had 
been placed. This period could have been marginally 
compressed if the representatives of all the three firms had 
been able to hold discussions simultaneously, but the dis-
cussions had to be held only from 5-1-1980 to 20-1J1980 with 
MIs. Mitsubishi, from 1-:-2-1980 to 26-4-1980 with C. Itoh and 
21-2-1980 to 7-3 .. 1980 with MIs. NEe. No discussions could. 
be held between 20th January, 1980 and 1st February 1980 
as the representatives from C. Itch could come for discus-
sion only from 1-2-1980. 

The basic reasons for the apparent delay are: - . 

(a) A large order covering 15 exchanges. 

(b) 3 different firms quoting highly. competitive bids involv-
ing very careful evaluation of various facto,rs. . 

(c) Need for caution in acceptingofTer of a new firm .. 

(d) Need for detailed engineering and drawal of detailed 
purchase order to facilitate import licence and clearance." 

1.2'1 Referring to the inordinate delay issuing the final orders, the 
C ~  enquired. (i) whether the Department drew up a time-
-table tDr accomplishing different stages of a project whenever big 
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" projects are taken up and (ii) whether such a time-table had been 
drawn up in advance in the present case". The Department of Tele-
communications, in a note, have stated:-

"The Department does draw up a time-table fOJ" accomplishing 
different stages of a project. In regard to preliminary work 
prior to physical commencement of work also, rough esti-
mates are made. 

It has not been possible to detenpine the specific time taole 
that might have been drawn up for finalising the order in 
this case. However, since the tender enquiry specified the 
validity period of 4 months from the last date af submis-
sion of tenders, it will appear that it was generally anti-
cipated that the evaluation of tenders and other formalities 
could be completed and a letter of intent issued within four 
months of the opening of the tender. Normally it could be 
expected that the detailed enginee.ring and finalisation of 
detailed material lists could also be completed in about 2 
months and final detailed orders issued soon thereafter. 

The tenders were received on 29-1-1979 and letters of intent 
were issued by 7-12-1979. This was largely due to certain 
complexities n ~ by the need for a study of the 
production facilities of one of the" prospective suppliers 
whose tenders were the lowest for certain exchanges and 
for development of a new design for a particular part of 
the equipment. 

The detailed orders w\!re further issued by 21-5-1980, 17-7-1980 
and 24-7-1980. This was largely due to time needed for 
drawing up and finalising the detailed material lists. 
Somewhat longer time was taken because of a large order 
~n n  3 different suppliers. J, 

1.28 Asked whether the Department considered this as an etlcient 
and methodical way of executing and monitoring a project of this 
magnitude, the Department of Telecommunication have stated: 

"The Department considEU"s it essential to have a time-table for 
different stages of a proJect to help execute the same effe<:-
tively and monitor the same. In fact, the Department 
draws up !Ouch a time table. 

Since a project such as installation and commissioning takes" 5 
to 6 years for completion, the initial time table drawn up is 
a rough one based on the best information available at that 
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time. The proj,ect is monitored periodically and depend.ing 
upon the circumstances the time table is altered. PERT 
charts are drawn up for monitoring of important projects 
and these are reviewed periodically. Due to uncertainties 
in the completion of various parts of the project, slippagea 
do occur. What was stated was that no precise time table 
could be located in this case in regard to the preliminary 
work upto the placing of orders. 

1.29 Asked about the steps taken by the Department to ensure 
that in future time gap between issue of tender enquiry and ftna .. 
lisation of the orders was reduced to the minimum, the Department 
have stated: 

"Instructions have been issued to avoid delay in evaluation 
of tenders. • 

The Tender Evaluation Committee are now being constitut-
. ed even before the last date of the receipt of the offers. 

The Tender Evaluation Committee is generally able to sub-
mit its report within three months. 

Parallel action is also taken to obtain clearance flom various 
agencies such as Department of Electronics, DGTD, etc. 

However, clearance from the Ministry of Finance, World 
Bank or OECF. as the case may be, can be applied for 
·only after the tender evaluation is completed." 

1.30 The Committee pointed out that in all it took the Depalt-
ment about 22 months from announcing tender for 1.34 lakh lines 
to placing of the detailed order on the 3 foreign suppliers. They 
enquired whether this was the normal time the Department re-
quired for procuring equipment for the exchanges particularly 

~ n element was involved. If so, what concrete steps 
the Department had taken or proposed to take to cut shoTt the 
processing period to the minimum. The Department of Telecom-
munications have stated: 

"Tne time in placing orders depends on various fal!tors such 
as the number of tenderers, type of equipment, number 
of exchange systems etc. involved, value of the order, 
whether any clarifications are required on the offers re-
ceived and the clearance to be obtained before place-
ment of orders. 
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The department is continuously trying to . reduce the time 
taken in evaluating the ofters and placement of orders. 
Steps. taken in' this regard have been enumerated 
above. 

The department also has a system of estimating the require-
ments sufticiently in advance so that the pt"'lcut'Cment 
case can be taken up well in time. 

Where the purchase proposal involves import of equipment, 
involving new technology, a detailed evaluation may 
often be desirable to avoid any complications -later." 

1.31 Enumerating the remedial measures taken anrl ~  ~

provements made in the Deparnr.ent to avoid such proce :!ural del ays 
in future, the Ministry of Communications in a note, have stated: 

"Steps have been taken from time to time to. reduce to the 
minimum the time required for finalising  such orders 
consistent with propriety and need to safeguard public 
interest. 

Instructions have been issued: 

(a) to handle tender evaluation cases with expedition. 

(b) whenever needed. the visits to suppliers works etc. to 
be undertakeD dwing the tender evaluatiOll process. 
itself. 

(c) to commence the departmental side of work of pre-
paration of material lists, as far as possible, immediate-
ly after the TEC report has been received and indica-
tion is available of the lowest acceptable offer, without 
waiting for completion of other formalities." 

1.32 The Committee enquired why the exercise for placing the 
repeat order for at least 1.7 lakh lines. requirements for whieh had 
already been assessed. and finalised when tender for 1.34 lakh lines 
was floated in October 1978. was -not started simultaneously, when 
it was known that the delay in not taking timely action would 
deprive the Department of the concession of low rates alreadv 
approved as per the. conditions of the contract with these fum;. 
The Department of Telecommunications, in a note, ha\"e state:J: 

"The action for further import of equipment beyond 1.34 Jakh 
lines had· in fact been initiated even before the issue of 
letter of intent. 

1505 LS-3 
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When fioating the tenders for' .1.34 lakh lines, addttional 
requirements had been assessed at 1.70 lakh lines. An 
exercise was undertaken in December 1979 to reassess 
the requirements in the light of developments since the 
last assessmeDt. The exercise was completed in Feb-. 
ruary, 1980. As a result the need was reassessed at 2.43 
lakh lines. . 

Since three difterent suppliers were found to be the lowest 
for di1ferent exchanges in 1.34 lakh ~  and, since no 
clear item-wise ~  prices could be established, it became 
necessary to adopt a suitable strategy for distributing 
the order for 2.43 laths on the 3 suppliers. 

It was thus not possible to place a latter of i,ntent for supply 
of 2.43 lakh lines immediately after the placement of 
1.34 lakh lines order." 

1.33 In a subsequent not, the Ministry of Communications stated 
as under:-

"It is true that macro planning in 1978 itself indicated the 
possible additional ~ n  of switching equipment 
. to the tune of 1.7 takb lines during 1981-82 and 1982-83. 
At this stage it was a macro figure. The details of 
exeIianges were yet to be worked out· with their specifica-
tions and building status. Thus tenders had been 
invited for ~  15 exchanges totalling 1.34 lakh lines 
needed for 1979-80 and 1980-81. 

The figure of 1.70 iakh lines was included as a possible repeat 
order to avoid the normal time taken in tender procedure, 
if the o1!ers should be considered attractive. It was 
basically ~n option. 

The figure of 1.7 lakh lines was not intended to be firm but 
~  gave the extent of the repeat order that might be 
expected by the tenders and which would enable them 
to quote for the tender, keeping thiS aspect in mind. 

Before placing the repeat order, it was felt necessary to 
re-assess the requirement as per the concept of the 
'Role-ON' plan. Identification of stations, availability of 
building etc. had to be reviewed before the orders could 
be placed. 
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~ The firms would not have insisted on price increase, but for 
the unprecedented price rise in the international market 
. due to increase in oil prices. This was not foreseen." 

. 1.34 The Committee asked whether it could be inferred from 
what has been stated by above that the Department hatl"very clearly 
in view the requirement for further 1.7 lakh lines, the Member 
(Development) admitted that "it was true" and added: 

"Yes, it is true. At this stage also in October, 19'18 we had a 
faidy clear idea that we might need further imports in 
4Ae years to come. And to take care of that, we did 
provide for a possible repeat order of 1.7 lakh lines. After 
a year had passed, we started planning for the next five 
years. At that time, we found that in next two years, we 
would need additional quantities to be imported :and we 
looked at 2.34 lakh lines as a possible cross bar order. 
Another 1.34 lakh lines was of possible electronic order. 
So we started looking at this thing and the question arose 
at this stage whether we should take advantage of the 
repeat cross bar order or whether we should invite fresIi 
tenders? This was a question because there was a feeling 
that possibly there might be some advantage in invitmr 
fresh tenders." 

1.35 Asked whether the suppliers were permitted to exceed the 
time limit, tbewitness stated: 

"Still we were within the time limit. Actually we were 
overtaken by this second oil crisis when prices suddenly 
shot up and our suppliers while accepting the ofter said 
that they were not in a position to continue to hold their 
commitment to supply us 1.' lakb lines at the same price." 

1.36 The Committee enquired whether the fact of placing ~  

order for 2.43 lakh lines within a speCified period of placing the 
order for 1.34 lakh lines to get advantage of the contracted prices 
was linked with the processing of the latter case and whether the 
Secretary (E) and the Minister of Communications were kept 
informed of the urgency of the issue. The Ministry of Communica-
tions have stated: 

"PlaCing of repeat order Of 2.43 lakh lines was not linked 
along with the processing of 1.34 lakh lines. It may be 
stated that speeific purchase proposal is put up to MJnfster 
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of Finance for approval. In this case purchase proposal:' 
was for procurement of 1.34 1akh lines." 

1.37 The Committee asked whether the Department agreed with 
the Audit observation that delay in placing the repeat order had re-
sulted in a loss to the tune of Rs. 12.64 crores. The Secretary, 
Telecommunications. stated in evidence: 

"If the repeat purchase order had' been placed earlier, we 
would have got the equipment at the lower price." 

1.38 Explaining the reasons for not placing the repeat order with· 
in the stipulated period agreed upon with the suppliers, the witnesw 
deposed : 

"The telephone exchange equipment needed for the expansion 
of various exchanges in the country are obtained mostly 
from the indigenous manufacturers and if they cannot 
meet the requirements, it has to be imported. Some time 
during the period 1978-79, we had worked out the likely 
quantities of equipment which would be available from. 
the indigenous source, the Indian Telephone Industries 
etc. and we found out that for the immediate requirement 
in 1981 and 1982, we would need a certain quantity of 
equipment. But if we included further years, we would 
need larger quantities. We try to get the best quotation 
from various suppliers of equipment and take full 
advantage of it. Usually, when an order extends over 
several years, it usually calls for an escalalion clause. But 
in this particular case, we were fortunate to get an offer 
indi('ating that, they would supply us at the old rate if 
the order was placed within one year of the placing of the . 
order for the first consignment. Basically, we have to see 
whether the funds are available. If the funds allotted are 
not adequate, we will not be able to commit the purchases 
to that extent. Basically, we had the approval from the 
Department of Electronics for the procurement of 1.34 
1akh lines." 

1.39 The Committee wanted to know at what level the decision 
was taken oot to place repeat order but to take advantage by call .. 
ing in for fresh tenders. The Members (Development) stated: 

"The Department finally took the decision that we could issue, 
a limited tender to these three people. We will supply-' 
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the speciftcatiODB for all the new exchanges for which we 
wanted to place the order. They will engineer them. 
We will request them to quote keeping in view the price 
that they had quoted in the first order and they would try 
to give at the same price." 

The witness further stated: 

"The decision was not to call for fresh tenders. We have not 
called for fresh tenders. The decision was taken after a 
series of meetings took place.......... I read tfie file 
and this question has been raised "should we look for the 
repeat order or should we go in for fresh tenders." 

He further stated : 

"On the one hand. we were finalising our order for the first 
1.34 lakh lines; side by side, we started looking at 2.43 
laIa:a. lines. We identified exchanges; we drew spP.Cifica-
tions and put up the case to the Board for taking a deci-
sion as to how do we proceed further in placing ordt'r for 
2.43 lakh lines. This was sometime in February 1980. The 
. decision was taken at this stage in March 1980 by the 
Board and then the Minister." 

1.40 Asked as to when the decision about repeat order was rever-
·,·ed, the witness clarified: 

"It was not reversed at any stage. In fact, we had placed an 
order on these firms. But they had charged some escala-
tion. They had refused to give us on the same prices as 
quoted by them. This was in a number of parts; In one 
part they had given discount which they withdrew. The 
period of limitation was fully enforced.. DJ.ey daimed 
that the situation in the world had changed so 
significantly." 

1.41 Asked as to what prevented the Department from placing 
"t11e repeat order of additional 1.7 lakh lines when the speritications 
v.'ere ready, the witness stated: 

"Each exchange has a different specification. T ~  are not 
common. That is why we could not place an ordel'." 

1.42 ~  ;>s to when the Depannent asked these firms to supply 
<>'luipment ·at the old rates, the witness stated : 

"Even before we could go to them, they said, no, we will not 
be able to supply them." 
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1.43 To a question ~  they hadvqluntarlly said 80, ~ 

'Witness stated: 

"Quite .rightly." 

1.44 Asked further as to how the suppliers could anticipate it. 
even before the Department actually placed the repeat order, (be 

witness deposed: 

''They anticipated it. They knew that we were working. in 
parallel When we placed the order, while acceptmg 
that order of 1.7 lakh lines,' they said, we are not in a 
positon ~ continue to hold the· clause regarding repeat 
supply on the same lines. This was in ~ 

The Secretary, Telecommunications, clarified : 

".Actually they have said that they would further anticipate 
another repeat order." 

1.45 The Committee wanted to know whether there was any 
breach of contract on the part of the supplier firms. The Member· 
(Development) stated : 

"Strictly, legally there is. A question which we have to ask 
ourselves is: could we enforce it? H we C"ould enforce it, 
perhaps we could have marginally reduced the dQ.lay; 
may be a couple of months." 

The witness added: 

-riley were bound to supply the order. We have to take Into 
account the entire situation. We had two alternatives-
either to take the legal stand and say we will enforce this 
which could mean that even 1.341akh line equipment 
would also be in jeopardy. We did realise that there had 
been a qualitative change in the world market: Taking 
all these into account, we came to the conclusion, that vIe 
dislink this 1.34 lakh line equipment with the repeat 
order." 

1.46 The Committee enquired whether responsibility had been 
hed for the procedural delays which resulted in an avoidable ex-
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penditure of Ra. 12.64 crores. The Ministry of C ~ n  have 
informed as follows:-

"A detailed study of sequence of events leading to the letters 
of intent and detailed purchase orders has been undertaken. 
While it is true that the time taken to finalise the orders 
has been somewhat high, there was no inordinate delay at 
any particular stage of handJing the case. It appears tha"' 
the handling·of the case was at each stage marked by an 
anxiety to expedite the same but at the same time to main-
tain the highest level of propriety and' to safeguard public 
interest. " 

1.47 Enquired as to how the public interest had been served when 
procedural delay had resulted in an avoidable ~  to the tune 
of crores of rupees. The Department of Telecommunications have 
stated ! 

'The letters of intent for 1.83 lakh lines were placed in June 
1981 i.e. within about a year of placement of orders for the 
1.34 lakh lines. These orders were placed at the best prices 
available at that time for supply during 1982---84. 

The action at each stage were in fact guided by the anxiety to 
maintain the highest level of propriety. Thus; 

The entire offers were examined in detail by aTEC. 

The points made by the TEC were duly examiJ1ed and a 
study team deputed. 

The lowest after tor each exchange was accepted. 

To ensure that the work of TEe and study team had been 
proper, a high level committee reviewed the whole :natter . 

. ~ The engineering of each exchange was checked in detail 
and additional quantities insisted upon. 

It is true that a repeat order could not be placed on original 
prices. 

This was however largely due to sudden and: unforeseen eco-
nomic upheavel caused by the 2nd Oil Crisis of 1979." 

1.48 The Committee wanted to mow whether all the equipment 
against 1.34 lakh lines contracted with all the 3 foreign firms had 
been received and since utilised, and how the requirement for 2.43 
lakh lines was met from indigenous source and by import and at wbat 



32 

. Jst. In a Dote, the Ministry of Communications have stated as 
under:-

"(i) All the equipment received against 1.3'4 lakh lines have 
been commissioned except one exchange at Idgah III which 
is expected to be commissioned shortly . 

. (ii) All the 2.34 lakh lines requirement was met from ~ 

1.83 lakh lines of C-400 crossbar equipment an.d 60,000 lines 
of SPC Electronic Exchanges. FOB cost for 1.83 lakh lines 
of C-400 crossbar eqUipment in Japanese Yen was approxi-
mately 9.176 billion. FOB cost of the SPC Electronic 
equipment in Japanese Yen was appx. '2.9 billion. The 
equipment were finanCed by OECF loans from Japan." 

1.49 The Committee note that the requirement of local telephone 
exchange equipmeat and its availability from indigenous, produetioa 
in the context o,f 'Agreed Programme of Development' for the five 
year -period 1918-83 was reviewed ill May 1918. The requirement 

was then esfunatid at 15.21 lakh lines against ·the likely supplies 01 
10.66 lalth lines from indigenous sources. 'the shortf.all thus estimat-
ed at 4.61 lakh lines was p.rovisionally proposed to be met from vari-
ous sources including import of 2.94 lakhs ~  under various credits 
under World Bank!OECF during 1979-89 to 1982-83. Action for 
bridging the gap by imports for mell!ting requirements or 1979-80 and 
1980-81 comprising of 1.34 lakh lines of cross-bar exchange equipment 
and 10,000 lines of electronic SPC exchanges (total 1.44 lakh lines) 
was taken, whereas import requirements for 1981-82 and 1982-83 we're 
left to be considered later. . 

• 
LSO A further reassessment of ~  Cor the next five year 

pedod 1979-84 made in Novemher 1979 (when tender for 1.34 lakh 
lines was announced) revealed requirement' (including a bit of earry 
over from 1978-79) of 17.46 lakh lines against the supplies to the tune 
of 9.80 lakb lines expected from ~  sources leaving an estimated gap 

of 7.6f; lakh liDes. 

1.51 The gap between supply and demand was so large that un-
like in the past it was not possible to restrict import in units of 
10,000 Jines. Thus, it became n~  to consider· imports for 
!Smaller exchanges also. As a re'mlt of identificatil)n I)f smalle!' rate-
gory of ext:hanges for possible import, the total ~ ~n  came to 
5.S3 Iakh Jines. Howe"er, keeping in view the ol'deTs already pbced 
import of 1.34 lakb lines -of cross-bar exchanges to cover the ~  11)'to 

1982-83, import finally detided in November 1979 was for 1.83 ~ 

';,n_ of cross-bar switching equipments. 
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1.52 Th. Committee .... note that ill the 'notice for teDder (NIT) 
Jssued OD 4-10-1978 for import of equipmeat, provision was made _ 
.import 011.34 Iakh lbles 01 ~  exchl,JlfeS to eove:r the pp upte, 
1980-8L As the import was to be fiaancecl by World Buak Loan, the 
NIi' had to fulfil DOrmai cODditions ·applicable to such loans which, . 
inter alia, provides a minimum period of" mODths for keeping teD-
der quotations OpeD for acceptanct!l at· the rates quoted. The De-
partment pi i'elecommunicatioDs have stated that for very large 
. orders and m,a,ny Lidders, and in cases where, in additioD, clearances 
have to be obtained from a Dumber of ageDcies, the time takeD of teD 
exceeds the ~  of " montbs. : In such cases, extensioD of 
validity is obtained from the teDderers and the ~  Bank. 
ID the present case also the tenderers had extended the validity upto 
15-12-1979 without any pre-coDditioDs. 

1.53 As a matter of discretioD, provisioD was also made in the Nl'r 
for an optioD for placing a repeat order on tne· same terms and \:.0""-
ditioDs for additioD of 1.7 lakh lines to cover the requirements upto 
1982-83 provided such optioD was exercised Dot later than ODe year 

from the date of complete supply of equipment under the origmal 
order. Letters of intent issued to the suppliers 
on 1-12-1979 also incorporated the above-mentioned pro\'ision. i'hough 
the anticipated gap was 1.5 lakh lines (2.94-1.44 as brought oot in 
paragraph No. 1.49), the quantity provided for repeat order was 1.7 
lakh lines to cover the slippages of supply from othe-r sources. 

1.54 From the facts brought out above, the Committee have come 
to the inescapable conclusion that in addition to the import of 1.34 
lakh lines for 1979-80 and 1980-81, the Deed. to bridge the gap for 
1981-82 and 1982-83 through imports was patent at aU points of time 
while assessing requirement of local telephoDe exchange equipment 
and its likely availability from indigeklous production at both the 
reviews made in May 1978 for 1978-83 aDd theD in November 1979 
for ~  So much so that on 18120-7-1978 tentativE! programme 
of impod of 2.94 lakh lines of cross-bar exchange was finalised and 
even list of exchanges for four years 1979-83 was identlfil'd and ten-
tath"c targets for commenCl'Dlent of instal1ation were also indicated_ 
The Committee are astonished to n.ote that inspite of making perio-
dieal pro,"isions for import of additional equipment on the basis of 
t1te cc;tablished need and for import of atleast this much equipment 
and the fact that the order for it was to he placed within one year 
to take ad,'antage of the rates already agreed UDon with the foreign 

~  .. s of I.M lakh lines. the Department did not bother to think 
about the matter with thel seriousness it deserved. While making 
the proposal to undertake firm action for import of 1.34 lakh lines of 

cross-bar exchange equipment to cover the gap for 1915-80 and 1980-81 
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with ~ the IIlP for 1981-82 and 1982-83 w .. left to be covered. 
after a frt$h ·review later (which was made in November 1919). The 
Committee feel that the later part of this proposal had'overtaken the 
entire Department and the question of import of additional 1.1 lakh 
lines under repeat order clause was relegated to the second posi-
tiOn and then completely lost sight of. ... 

1.55 The question for which a satisfactory 'answer is required by 
the Committee is: why action for processing of repeat ol'der for 1.7 
Iakh lines was not n ~ simultaneously with the Roating of indent 
for import of 1.34 lakh lines pending further review of the overall 
nquirement later on when the need for import of this much cross-bar 
equipment had already been established aad even a decision had also 

been taken during further review in November 1919 that the cross-
bar equipment should be obtained upto 1982-83. The Committee find 
that there is absolutely no acceptable explanation forthcoming from 
the Departmeut. '1'he supplies could have been staggered over a 
period to tailor out financial arrangements. The Secretary, Tele!-

communications, admitted during evidence that 'if the repeat pur-
chase order had been placed earlier, we would have got the equip-
ment at the lower price'. The Committee, therefore, have no choice 

but to concur with the Audit observation that thel delay iD finalising 

the main tender of I.M 1akh lines resulted in huge avoidable exp61-
diture to the tune of Rs. 1264.01 lakhs. The Department of Tele-
communications is squarely resIJonsible for this costly lapse. The 
least that the Committee expect is that a high level enquiry must be 
conducted expeditiously to pinpoint the responsibility for this lapse 
and action must be taken against the officers responsible for .this costly 
lapse and the steps taken in that direction intimated to the Committee. 

1.56 This also shows lack of coordination and understanding be-
tween various units of the samet Department connected with perio-
dical assessment of the requirements of telephone exchange equip-
ment for local exchanges and those responsible for procuring such 
equipment from abroad. Otherwise the provision already made for 

import ~  1.7 lakhs li.ues under repeat order clause and likewise the 
import requirements for the four years ~ having been identi-
fied as early as in May 1978 when the; review for overall requirement 
was conducted by the Department, could not have been overlooked. 

1.57 The Committee would also like the Department to t!\xamine 
the methodology of periodical reviews of requirements of varieus 

types of equipments for the country's telecom. net work so as to -.ake 
it mere realistic. 
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1.58 '£he Committee fiDd that the proposal to ilNert 1.34 Jakh __ -
was finally approved by the Minister of Ccmllmmiealioas on. 4-9-1979, 
by the Minister qf Finance! on 30-10-117' and the detailed orders were 
placed on the three foreip suppliers on 21-5-1980; 1'l-'l-l880 and 
24-7-1980 respectively. Thus, instead of the stipulated period of 4 
mouths, it took the Department about 16 to 18 IDOnths to finalise the 
orders. 'I'he most regrettable part of the case is that it took the 
Department 5 to 7 months to issue the final orders even aft'* the 
release of the letters of int_t on 7-lZ-1979. 

1.59 Inordinate delay in finalisinl' the tender will have totally 
.... or.liaiag e&ect on the tenderers and would naturally result in 
the tel ,Ileren playing safe in giving their tebder quotations. This 
would t\eprive the ~ n  the opportunity of getting competi-
tive bid" and efficient executioD of the works. The Committee, there-
fore, reoommend that if the Departmeat considers that four months 
time is not sufficient in dealing with the tenders they should prd;cribe 
a suitab \e realistic time limit within which tenders must be finalised. 

1.60 In justifying the extraordinary long time takea in processing 
the cale, the Department of Tele-communications have furnished a 
long list of events leading to finalisation of the order. Review of 

the item· wise aDalysis of the events mentioned in the Ust, shows that 
the' casn was handled at all levels in a very casual slipshod 
manner. 

1.61 The first in the series is the appointment of four committees 
.. ne after the other to process the tende!r ofters from various angles. 
Though the Ministry have pleaded that it was not appropriate to 
combine and entrust all these functions to one team as those were 
constituted to perform difterent functions, a perusal of the personnel 
of these committees reW-eals that some of the members were common 
in these committees. Not only that, the two officers constituting the 
study team deputed to .Japan which took 21 days to mit that country 
a.d submit its report were also members of the Tender Evaluation 
Cominittee (TEC) which already had taken 3 months to evaluate six 
offers received against Tender Enquiry. The Committeei have every 
reason to. believe, though in retrospect, that the functions of the high 
level committee: which took further 45 days to examine the report of 
TEe and that of the study team to .Japan, could conveDiently be 
clubbed into one committee and the same team could have bee,n des-
patched to .Japan, if at aU necessary, ~ n  ,rith the appoint-
ment of the TEC. The entire process of study, evaluatioa and accept-
ance of tenders could have been simpU&ed in a very reaUstic and-
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_lMIsiDus-1ike IIWIIltlr ad the inordinate delay could bave beea eaaib 
.. avoidd. This iD itself is a sad commentary OD the pJannine of pro-
.jeets of this ~  by the DepartmeDt of TelecommUDicatioDL 

1.62 '1'he Committee fiDd that a lot of other formalities sucb _ 
. approval by the Minist. of CODllDwt1cations/Finaace, Departmeat of ' 

. Economic Aftairs, clearance from World Bank,DGTD, etc. were .... 
tllrot.Jgh after the high level Committee had recommended placemellt 
of orders for import of 1,34,000 1iDe& which took further four aad a 
balf months eaibling the Department to issue only AdvaDce Pur-
chase OIl1er/letter of iDteDt to the three firms, followed by 
further dialogue . with these firms for fiDaiisatioD of 
.the material list· by deputing their representatives for 
.direct discussioD OD various poiDts. It was oDly after com-
pletion of all these reqlliremeDts that detailcil purchase orders could 
be released OD these firms from 21-5-1980 to 24-'1-1980. There may 
be scores of import orders from various Ministries/Departments of 
the Government of India including tbose for the vital sector.. like 
DefeDce etc. iDvolving much bigger amounts. The Committee won-
.der whether this much time i5 takeD in all those iases. The crux of 
tbe matter is that iD reply to the Committee's query whether the 
Department did Dot visualise all these: difficulties at the time of 
floatiDg the tenders, the Secretary, Telecommunications stated ia 
e,idence that 'that :5 usual time which we tbought was sufficielnt for 
finalising the teDder evaluation. The oaly thing we wanted was to 
take advantage of the price preference and try to keep it tbat way. 
The other problem meDtioDed in this context by the Secretary was 
that iD the teaden from three-Japanese firms the prices quoted 
varied. The qUOtatiOD from the lowest one provided for some 
equipment which had Dot generally been used here, so the Depart-

ment wanted a technical evaluation/expositi01.l as to how tbat equip-
ment would work. The Committee agree tbat this may have delay-
ed processing of tbe order to some extent hut the overall time takei. 
. in finalisiDg the order is so large that it cannot bt! justified on any 

~ n  

1.G3 Yet another aspect which bames the Committee is that the 
letters of intent were issued on 7-12-1979'. While acceptinl1, thd 
offers of the three Japanese firms. the Jetters. inter-alia. stated that 
the -price for exchanges would be the same as quoted in the summary 
of 1)rices in the firm's original offer of 29tb January 1979 and will 
include the additional quantities'as indicated in the subsequent cor-

~ exchanged. Earlier to that, one of the suppliers in thelr 
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letter dated 4-12-1878 had agreed to the exteuion of the validity of 
tbeir oft... On tbe same terms and conditions and so bad agreed the 
other two firms. The Committee fail to understand bow these firms 
JiDally refused to hon01l1' their commitmeat' when they had kept 
&ilent about this aspect in response to thel letters of intent. The 
Committee note from the correspondence furnished by the ~ 

DleDt of Communications in this regard, that the earliest communica-
tion about refusiDg to accept the repeat order on the same terms and 
conditions was dated hd May 1980 (after a gap of 5 months) when. 
_e of the firms (referred to above) had. in their letter addressed. 
to the' ])GP & T stated that 'As you are .ware, the teader for 1,34,000 
Unes was .opened on 30-1-1979 and during this long period of over 
18 months, many unprecedented changes in prices have taken place 
in the world markets resulting in sharp upward increases. In view 
of the unprecedented and uncontrollable circumstances, our Head 
OfIice against their wishes, has been compelled to revise tbeir ofter 
regarding clause 5.3 of your tender relating to acceptance of addi-
tional orders for similar telephone exchanges on a repeat order basis .0 a total of 1.7 lakh lines'. The same firm in their .letter of 
acceptance of the detai1Q1 orders dated 14-8-1980 for supply of 1.34 

Iakh lines defining this situation as 'force majeure' had stated. 

'Moreover, it is not known to us as to what quantities and when 

.. Wry for repeat orders will be floated by you: Yet a.uother firm,. 

while accepting the detailed order placed on them on Zl-5-1980 had 

In their letter dated ~  inter-alia, stated that 'A very long 

time has elapsed between issuance of your tender and placement of 

order for the present contract and moreover we feel there will be 

IItiI.I further gap by the time you issue the actual enquiry for addi-

tional exchanges. We, therefore, reserve the right to recoD.sidR our 

prices depending upon tbe price situation at tbat time ItIId we will 

... bmit tbe oftelr accordingly'. 

LM Tbe Committee ha\'e no doubt tbat inordinate delay on the 

part of tbe Department in finalising the maiD order was the real 

cause for tbe suppliers to refuse! to accept the repeat order. The 

Committee caa.not accept the Department's pleading of the case on 

_balf of the supplier firms that 'they would not have insisted on 

price increase but for the unprecedented price rise in the inter-

national market due to increase in oil prices. This was not fore-

1IeeD'. .. .. 
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L65 The Committee feel that since the highest increase in Gil 

:price was between January and November 1979 and the extension of 

validity period of the ofter upto 15-12-1979 had been accepted b7 
,these firms without any precondition, the plea of increase in oil price 

-does not hold good. As stated earU., the delay had caused the 

exchequer, according to Audit estimation, a loss of Rs. 12M.01 

lakhs by not placiag further order for 1.7 lakh lines under the repeat 

order clause, within the stipulated period agreed upon with the 

firms. This aspect of the aftair is most regrettable. 

NEW DELHI; 
July 24, 1986 
------Sravana 2, 1908 (S). ~ 

E. A YYAPU REDDY, 
ChaiTmClft. 

Public Accounts Committee. 
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f
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f
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p
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p
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at
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 f
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b
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h
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ra
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t
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 f
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g
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1.
3
4 
la
k
h 
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ne
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h
e 
De
pa
rt
me
nt
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n
ot
 
b
ot
he
r 
t
o 
t
hi
n
k 
a
b
o
ut
 
t
h
e 

m
at
t
er
 
:
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t
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 d
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ki
n
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t
h
e 
pr
o
p
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o 
u
n
de
rt
a
ke
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n
n 
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o
n 
f
or
 
i
m
p
or
t 
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1.
3
4 
la
k
h 
li
ne
s 
of
 
cr
os
s-
ba
r 

e
xc
ha
n
ge
 
e
q
ui
p
me
nt
 
t
o 
c
o
ve
r 
t
h
e 
ga
p 
f
or
 
19
79
-8
0 
a
n
d 
'1
98
0-
81
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t
b 

i
m
p
or
ts
, 
t
he
 g
a
p 
f
or
 
19
81
-8
2 
a
n
d 
19
82
-8
3 
wa
s 
le
ft
 t
o 
be
 
co
ve
,r
ed
 
af
te
r 

a 
fr
es
h 
re
vi
e
w 
l
at
er
 
(
w
hi
c
h 
wa
s 
ma
de
 
i
n 
N
o
ve
m
be
r,
 
1
9
7
9)
. 
T
he
 
:t
 

C
o
m
mi
tt
ee
 
fe
el
 
t
h
at
 
t
h
e 
l
at
er
 p
ar
t 
of
 
t
hi
s 
pr
o
p
os
al
 
h
a
d 
o
ve
rt
a
ke
n 

t
he
 e
nt
ir
e 
De
pa
rt
me
nt
 
a
n
d 
t
h
e 
q
ue
st
i
o
n 
of
 
i
m
p
or
t 
of
 
a
d
di
ti
o
na
l 
1.
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la
k
h 
li
ne
s 
u
n
de
r 
re
pe
at
 
or
de
r 
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a
us
e 
wa
s 
l'
el
e
ga
te
d 
t
o 
t
h
e 
se
c
o
n
d 

p
os
it
i
o
n 
a
n
d 
t
h
e
n 
c
o
m
pl
et
el
y 
l
os
t 
si
g
ht
 
of
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st
r
y 
of
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o
m
m
w
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at
i
o
ns
 

T
he
 
q
ue
st
i
o
n 
f
or
 w
hi
c
h 
a 
st
at
is
fa
ct
or
y 
a
ns
we
r 
i
s 
re
q
ui
re
d 
b
y 
t
he
 

(
De
pt
t. 
of
T
de
c
o
m
m
u
ni
ca
ti
o
ns
) 
C
o
m
mi
tt
ee
 
i
s:
 w
h
y 
ac
ti
o
n 
f
or
 p
r
oc
es
si
n
g 
of
 
re
pe
at
 o
r
de
r 
f
or
 1
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7 
l
a
k
h 

li
ne
s 
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s 
n
ot
 
i
ni
ti
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e
d 
Si
m
ul
ta
ne
o
us
l
y 
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t
h 
t
h
e 
fl
oa
ti
n
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i
n
d
e
nt
 f
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i
m
p
ol'
t 
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3
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a
k
h 
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ne
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n
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n
g 
f
ur
t
he
r 
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e
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t
h
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o
ve
ra
ll
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-

q
Ui
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me
nt
 
l
at
er
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n 
w
he
n 
t
h
e 
ne
e
d 
f
or
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m
p
or
t 
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ii
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m
u
c
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r 

e
q
ui
p
me
nt
 h
a
d 
al
re
a
d
y 
be
e
n 
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ta
b
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he
d 
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n
d 
e
ve
n 
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de
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si
o
n 
h
a
d 
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I
o 

b
e
e
n 
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ke
n 
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i
n
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f
ur
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h
er
 r
e
vi
e
w 
i
n 
N
o
ve
m
be
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19
79
 
t
h
at
 t
h
e 
cr
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b
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e
q
ui
p
me
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 s
h
o
ul
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b
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ne
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u
pt
o 
'1
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T
h
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C
o
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ni
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t
h
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 t
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s 
a
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ut
el
y 
n
o 
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ce
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a
bl
e 
e
x
pl
a
na
ti
o
n 
~
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t f
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Th

e 
Se
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et

ar
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 T
el
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-
m

un
ic

at
io
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, 

ad
m

itt
ed

. 
du

ri
ng

 e
vi

de
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e 
th

at
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if
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he
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ep
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t 
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 p
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 p
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 c
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 d
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 re
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 t
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s. 
T
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ep
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t 
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r 
th

is
 c
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e 
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s 
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t b
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 f
or

 t
hi

s 
la

ps
e 

an
d 

ac
tio

n 
m

us
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 f
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t d
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 o
f 

th
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or
 

lo
ca

l 
ex

ch
an

ge
s 

an
d 

th
os

e 
re

sp
on

si
bl

e 
fo

r 
pr

oc
ur
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o
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ti
o
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T
h
e 
C
o
m
mi
tt
ee
 
fi
n
d 
t
h
at
 
t
h
e 
pr
o
p
os
al
 
t
o 
i
m
p
or
t 
1.
3
4 
l
a
k
h 
li
ne
s 

(
De
pt
t.
 
of
 
T
de
c
o
m
m
u
ni
ca
ti
o
ns
) 
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s 
fi
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ll
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a
p
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o
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d 
b
y 
t
h
e 
Mi
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st
er
 
of
 
C
o
m
m
u
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o
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9-
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, 

b
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t
h
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-1
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n
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t
h
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e
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e
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t
h
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t
hr
e
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f
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u
p
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a
n
d 

~
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s
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i
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l
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h
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i
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a
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t
h
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i
p
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e
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o
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m
o
nt
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o
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t
h
e 
De
pa
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me
nt
 
a
b
o
ut
 
16
 
t
o 
18
 
m
o
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t
o 
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h
e 
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. 
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T
h
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bl
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p
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of
 
t
h
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i
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t
h
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t
h
e 
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o 
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t
h
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e
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t
h
e 

re
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t
h
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i
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e
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te
 d
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a
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i
n 
fi
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n
g 
t
h
e 
te
n
de
r 
wi
ll
 
ha
ve
 
t
ot
al
l
y 
de
m
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~
 

!i
si
n
g 
ef
fe
ct
 
o
n 
t
h
e 
te
n
de
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s 
a
n
d 
w
o
ul
d 
na
t
ur
al
l
y 
re
s
ul
t 
i
n 
t
h
e 

~
n

 
pl
a
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n
g 
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i
n 
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n
g 
t
h
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r 
t
e
n
d
er
 
q
u
ot
at
i
o
ns
. 
T
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s 
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o
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i
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t
h
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me
nt
 
t
h
e 
o
p
p
or
t
u
ni
t
y 
of
 
ge
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i
n
g 
c
o
m
pe
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ti
ve
 

bi
ds
 
a
n
d 
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ci
e
nt
 
e
xe
c
ut
i
o
n 
of
 
t
h
e 
-
wo
rk
s. 
T
h
e 
C
o
m
mi
tt
ee
, 
t
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re
f
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e,
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c
o
m
me
n
d 
t
h
at
 i
f 
t
h
e 
De
pa
rt
me
nt
 
c
o
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i
de
rs
 
t
h
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 f
o
ur
 m
o
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ti
m
e 

i'8
 n
ot
 
s
uf
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e
nt
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n 
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i
n
g 
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t
h 
t
h
e 
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n
de
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 t
h
e
y 
s
h
o
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es
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i
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a 
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 l
i
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t 
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t
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c
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n
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b
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f
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n
g 
t
h
e 
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r
a
or
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n
ar
y 
l
o
n
g 
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a
k
e
n 
i
n 
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es
si
n
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t
h
e 
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t
h
e 
De
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me
nt
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Te
le
c
o
m
m
u
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o
ns
 
h
a
v
e 
f
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s
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d 
a 
l
o
n
g 
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f 
e
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s 
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a
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n
g 
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 f
t
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o
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of
 t
h
e 
or
de
r.
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e
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 t
h
e 
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a
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l
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of
 
t
h
e 
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v
e
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s 
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nt
i
o
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d 
i
n 
t
h
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s
h
o
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 t
h
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 t
h
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· 
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n
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e
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e
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i
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a 
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r
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s
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a
n
d 
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i
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h
o
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n
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t 
i
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t
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i
s 
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p
p
oi
nt
me
nt
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f
o
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o
m
mi
tt
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s 
o
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af
te
r 
t
h
e 
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r 
t
o 
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s 
t
h
e 
te
n
de
r 
of
fe
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fr
o
m 
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o
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a
n
gl
ei
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T
h
o
u
g
h 
t
he
 
Mi
ni
st
r
y 
ha
ve
 
pl
ea
de
d 
t
ha
t 
it
 w
as
 
n
ot
 
a
p
pr
o
p
da
te
 
t
o 

c
o
m
bi
ne
 
a
n
d 
e
nt
r
us
t 
a
U 
t
he
se
 f
u
nc
ti
o
ns
 
t
o 
on
e 
te
a
m 
as
 
t
he
se
 w
er
e 

c
o
ns
ti
t
ut
e
d 
t
o 
pe
rf
or
m 
di
ff
er
e
nt
 
f
u
nc
ti
o
ns
, 
a 
pe
r
us
al
 
of
,t
he
 
pe
rs
o
n
ne
l 

of
 
t
he
se
 c
o
m
mi
tt
ee
s 
re
ve
al
s 
t
ha
t 
so
me
 o
f 
t
he
 m
e
m
be
rs
 
we
re
 
. c
o
m
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n 

i
n 
t
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se
 c
o
m
mi
tt
ee
s. 
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t
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ti
t
ut
i
n
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 c
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re
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 b
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c
h 
t
o
o
k 
f
ur
t
he
r 
45
 
da
ys
 
t
o 
e
xa
mi
ne
 
t
he
 r
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p
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b
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c
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e
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b
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re
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 m
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 l
et
te
r 
da
te
d 
20
-
&-
19
80
, 

i
nt
er
-
al
i
a,
 s
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